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I       PREVENTION  OF  "DEALING  IN  FUTURES"  ON  BOARDS  OF 
^  TRADE,  ETC. 


Committee  on  Ageioultuee, 
House  of  Representatives, 

Wednesday,  February  9, 1910. 

The  committee  met  at  10.30  o'clock  a.  m.,  Hon.  Charles  F.  Scott 
(chairman)  presiding. 

The  Chairman,  ux  compliance  with  the  order  that  was  made  by 
the  committee  at  its  last  meetmg,  the  object  of  the  meeting  this  morn- 
ing is  to  take  up  the  consideration  of  the  bill  H.  R.  2159  and  a  number 
of  other  similar  measures  which  are  known  generally  as  the  "anti- 
option  bills."  A  number  of  gentlemen  are  here  desiring  to  be  heard 
on  one  side  or  the  other  of  this  question,  and  it  might  pemaps  expedite 
business  if  we  could  have  all  such  gentlemen  make  themselyes  known 
at  this  time  and  state  what  credentials  th^  bear,  if  any,  or  whom 
they  represent.  May  I  ask,  first,  that  Mr.  fiarrett,  who  is  the  presi- 
dent of  the  Farmers'  Union,  I  believe,  state  what  gentlemen  are  with 
him  as  representatives  of  tnat  organization. 

Mr.  Lever.  Mr.  Chairman,  if  you  will  permit  me  just  a  word;  this 
is  such  a  very  important  hearing,  and  means  so  very  much  to  the 
country,  that  I  feel  that  the  witnesses — ^because  they  are  witnesses — 
should  be  put  under  the  oath  of  this  committee,  and  I  therefore  move 
you,  Mr.  Chairman,  that  you  administer  the  oroinary  oath  to  the  wit- 


(The  question  was  taken  and  the  motion  was  agreed  to.) 

The  CHAiRBiAN.  Mr.  Barrett,  I  am  not  asking  you  now  to  take  the 
witness  stand,  but  will  vou  be  kind  enough  to  give  to  the  stenographer 
a  list  of  the  names  of  the  gentlemen  who  are  here  as  the  official  repre- 
sentatives of  your  organization? 

Mr.  Barrett.  As  the  representatives  or  spokesmen? 

The  Chairman.  As  4ihe  representatives,  and  they  can  then  be  pre- 
sented as  spokesmen  afterwards. 

(The  names  of  the  following  gentlemen  were  handed  to  the  stenog- 
rapher by  Mr.  Barrett  as  representing  the  National  Farmers'  Union: 
Charles  S.  Barrett,  T.  J.  Brooks^  D.  J.  Neill,  Dr.  William  Bradford, 
O.  F.  Domblaser,  H.  L.  Pettit,  W.  A.  Morris,  John  Grady,  M.  B.  Tapp, 
and  S.  M.  Shuflford.) 

The  Chairman.  Gentlemen  who  are  here  representing  organizations 
will  please  hand  to  the  clerk  of  the  committee  their  names  and  cre- 
dentials. The  only  ^ntleman  who  has  spoken  to  me  is  Mr.  Morrow, 
of  Memphis,  and  I  will  ask  him  to  be  kind  enough  to  present  his  cre- 
dentials to  the  clerk  of  the  committee,  and  I  w3l  ask  Mr.  Cramp,  of 
New  York,  also  to  do  so. 

Mr.  Burleson.  May  I  suggest  that  an  announcement  be  made  of 
those  who  are  going  to  appear  as  witnesses  in  order  that  it  may  be 
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known  who  they  are,  with  a  view  to  preparing  for  any  cross-examina- 
tion? 

The  Chairman.  Tliat  was  the  purpose  that  the  chairman  had  in 
making  this  suggestion  that  the  names  be  presented  as  soon  as  pos- 
sible. 

Mr.  Mandelbaum.  I  represent  the  New  York  Cotton  Exchange. 
Mr.  Chairman.  We  have  not  any  special  credentials  here,  but  as  I 
understand  it,  you  have  been  notified  by  the  president  of  the  Cotton 
Exchange  as  to  the  committee. 

The  (&AIRMAN.  I  have  received  his  notification.  That  will  be  en- 
tirely satisfactorv  to  the  conMnittee.  Mr.  Barrett,  will  you  indicate 
your  spokesman? 

Mr.  Barrett.  Mr.  Brooks  will  represent  us  at  this  hearing. 

Mr.  Cone.  Mr.  Chairman,  I  came  up  here  more  as  a  spot^cotton 
dealer  or  mill  man,  but  I  would  like  to  make  a  few  remarks  diuing  the 
course  of  this  hearing,  more  as  a  spot-cotton  dealer  and  mill  owner 
than  as  representing  any  other  interests. 

The  Chairman.  We  will  be  verv  glad  to  hear  you.  It  would  seem 
as  though  the  most  natural  method  of  procedure  would  be  for  the 
proponents  of  the  measure  and  its  supporters  to  present  their  views 
nrst,  and  I  will  ask  Mr.  Brooks  as  representing  the  producers  of  cot^ 
ton  if  he  is  ready  now  to  take  the  stand. 

TESTIMOinr  OF  MS.  T.  J.  BBOOKS,  OF  ATWOOD,  TESV. 

(The  witness  was  sworn  by  the  chairman.) 

The  Chairman.  Let  me  state  first,  Mr.  Brooks,  that  it  is  the  cus- 
tom of  the  committee  to  feel  pretty  free  to  ask  questions  of  gentlemen 
appearing  before  it,  the  questions  of  course  always  beiiig  asked  with 
courtesy  and  in  good  faith,  to  ehcit  information;  but  we  wish  to  con- 
sult the  convenience  of  gentlemen  who  appear  before  us,  so  far  as  pos- 
sible, and  I  would  like  to  ask  you  whether  you  would  prefer  to  make 
your  statement  first  and  then  have  whatever  questions  the  members 
may  wish  to  ask  put  to  you  afterwards,  or  whether  you  would  prefer 
to  submit  to  interruptions  at  any  timei 

Mr.  Brooks.  That  would  depend  upon  the  amoimt  of  time  granted. 
If  the  time  was  very  limited,  I  would  prefer  to  make  the  talk  and  then 
be  asked  questions. 

The  Chairman.  I  think  it  would  perhaps  expedite  the  hearing  if 
the  witness  should  be  permitted  to  make  his  statement  first,  and  the 
members  would  reserve  their  questions  until  he  has  completed  his 
statement. 

Mr.  Brooks.  Mr.  Chairman  and  gentlemen  of  the  committee,  as 
has  been  announced,  I  am  the  representative  of  the  Farmers'  Educa- 
tional^ and  Cooperative  Union  of  America,  the  largest  agricultural 
organization  in  the  world,  to  talk  upon  this  subject  of  the  aboUtion 
of  future  dealing,  and  if  it  is  the  desire  of  the  committee  I  will  give 
the  names  of  the  States  that  the  organization  exists  in. 

The  Chairman.  I  think  it  would  oe  well  to  present  such  a  list,  so 
as  to  give  the  committee  an  idea  of  the  scope  of  the  organization. 

Mr.  Brooks.  We  are  organized  in  Washington,  Oregon,  Idaho, 
CaUf omia,  Arizona,  New  Mexico.  Colorado^  Nebraska,  Iowa,  Kansas, 
Oklahoma,  Texas,  Louisiana,  Arkansas,  Missouri,  Illinois,  Kentucky, 
Tennessee,  Mississippi,  Alabama,  Georgia,  Florida,  South  Carolina, 
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North  Carolina.  Virginia,  and  Indiana;  twenty-nine  States,  if  I  have 
named  them  all. 

Mr.  Chairman,  this  is  a  serious  question;  it  involves  hundreds  of 
millions  of  dollars,  and  millions  of  people — the  welfare  of  millions 
V  of  people,  financial  and  otherwise — and  I  shall  not  deal  in  jest  nor 
in  billmgsgate.  It  shall  be  our  purpose  to  try  to  approach  this  sub- 
ject from  tne  standpoint  of  statesmanship  ana  welfare  of  the  mass  of 
the  people,  and  not  to  argue  simply  from  the  standpoint  of  the 
selfisn  interest  of  any  class  or  any  section  of  the  country;  and  without 
going  into  the  details  of  the  organization  and  rise  and  aevelopment  of 
the  exchanges  with  which  the  committee  is  doubtless  familiar,  I 
think  it  is  best  to  come  at  once  to  those  points  of  cleavage  between  the 
advocates  of  future  dealings  and  those  who  are  opposed  to  them. 
Mr.  Chairman,  innocence  in  youth  is  no  excuse  for  misconduct  in  age, 
and  it  does  not  matter  how  innocent  or  how  serviceable  an  institution 
may  be  in  its  incipiency  and  early  development  if  it  develops  charac- 
teristics that  are  evil  it  should  not  escape  retribution  commensurate 
with  the  crime,  and  if  we  can  point  out  that  there  are  evils  now  com- 
mitted by  these  exchanges  in  the  practice  of  dealing  in  futures  we 
think  that  will  be  the  mam  task  for  us,  as  we  will  not  discuss  the  merits 
or  demerits  of  any  particular  bill  now  under  consideration.  We  trust 
to  the  wisdom  of  the  committee  and  of  Congress  to  frame  a  bill  that 
will  accomplish  the  purpose  intended,  and  the  purpose  intended  is 
the  thin^  we  wish  to  discuss. 

Mr.  Chairman,  the  exchanges  are  incorporated  institutions  com- 
posed of  brokers  who  elect  their  own  members,  make  their  own 
rules,  and  limit  their  own  membership,  at  least  in  part  of  them,  and 
do  not  report  to  the  public  the  volume  of  business  that  they  do  in  a 
year,  nor  all  of  the  other  methods  used  in  carrying  on  their  Dusiness. 
They  are  not,  as  they  were  originally,  organizations  or  institutions 
primarily  for  the  purpose  of  bringing  together  buyers  and  sellers  of 
spot  cotton  or  grain,  as  the  case  may  be.     The  chief  function  of 
tnat  exchange  is  supposed  to  be  to  furnish  a  place  and  the  means  by 
which  buyers  and  sellers  come  together  and  carry  on  their  business; 
but  the  chief  function  of  the  exchange  as  defined  by  Mr.  Herbert 
Knox  Smith  is  to-day  to  furnish  uniform  Quotations  through  the 
country  and  to  furnish  a  place  to  hedge.     Now,  Mr.  Chairman,  it 
may  be  within  the  minds  of  some  people,  for  reasons  sufficient  to 
them,  the  chifef  function  of  the  exchange  as  now  operated  is  to  offer 
an  instrument  or  a  temptation  for  investors,  and  to  get  considerable 
revenue  out  of  the  forfeitures  of  the  margins  staked  on  those  changes 
in  prices  which  the  exchange  deals  with.     As  the  principle  is  univer- 
sally the  same  in  handling  grain  and  in  handling  cotton,  and  as  we 
are  not  at  all  considering  the  subject  of  stock  exchanges,  I  will  con- 
fine most  of  my  remark  to  the  cotton  part  of  this  question — the 
cotton  exchange.     The  methods  of  the  cotton  exchanges  are  not 
understood  by  the  mass  of  the  people.     Many  of  these  rules  are 
adopted  solely  for  the  reason  that  they  do  not  want  to  be  com- 
pelled to  deliver  cotton  that  is  bought  through  the  exchange.     Since 
the  custom  of  giving  a  through  bill  of  lading  from  interior  points  to 
foreign  market^  has  been  in  vogue,  it  has  almost  destroyed  one  of 
these  exchanges  as  a  spot  cotton  market,  namely  New  York.     This 
has  necessitated  the  rules  of  the  exchange  being  so  arranged  as  to  give 
the  seller  an  advantage  in  trade,  and  this  is  why  when  futures  are 

Digitized  by  VjOOQ IC 


6  PREVENTION   OF  DBAUNO  IN  FUTUBES. 

bought  SO  many  bales  of  cotton  are  bought,  without  regard  to  the 
value  of  the  cotton,  the  grade  of  the  cotton,  or  the  condition  of  the 
cotton.  Middling  grade*  is  the  basis  in  classifying  cotton.  When  a 
buyer  that  really  wants  cotton  buys,  he  may  have  to  accept  a  grade 
that  he  can  not  use.  That  makes  it  an  undersirable  place  to  call 
for  deliveries,  so  he  seldom  makes  the  demand.  In  the  New  York 
exchange  another  obstacle  has  been  raised  that  operates  against  the 
biiyer;  by  setting,  for  ten  months  ahead  or  thereabouts,  a  certain 
dinerepce  in  price  between  diflFerent  grades.  The  relative  values  of 
these  different  grades  may  be  quite  different  from  the  commercial 
values  of  these  different  grades  at  certain  seasons  of  the  year,  owing 
to  weather  conditions  during  the  gathering  season  which  determine, 
to  a  great  extent,  the  amount  of  each  grade  that  there  is  to  market 
for  the  season.  All  of  these  things  make  it  difficult  for  the  purchaser 
to  get  the  kind  of  cotton  he  desires  on  a  future  contract,  deliverable 
through  an  exchange,  so  most  of  the  cotton  that  is  bought  for  future 
delivery  is  bought  from  cotton  dealers  outside  of  the  exchange.  I 
refer  to  those  who  go  on  the  exchange  and  hedge  to  cover  actual 
cotton  which  they  contemplate  buving,  but  which  they  have  sold  to 
be  delivered  at  a  specific  price.  These  are  either  spinners  or  cotton 
merchants. 

Mr.  Chairman,  it  does  not  make  any  difference  whether  we  take  the 
spinner  or  the  cotton  merchant  as  an  illustration,  so  we  will  take  a 
cotton  merchant  who  is  an  exporter.  He  goes  to  a  mill,  we  will  say, 
on  the  9th  day  of  February,  arid  he  makes  a  contract  to  deUver  to 
that  mill  next  October  1,000  bales  of  cotton  at,  say,  14  cents.  He 
does  not  positively  know  that  cotton  will  be  14  cents  or  above  14 
cents  or  below  14  cents,  so  that  he  takes  chances  on  having  to  pay 
more  for  that  cotton  than  he  has  promised  to  deUver  it  for,  unless  he 
is  allowed  to  hedge,  as  it  is  called;  so  that  he  turns  around  and  buys 
the  same  number  of  bales  on  the  exchange  to  be  delivered  at  the  same 
time  that  he  is  to  deUver  to  the  spinner.  This  is  done  with  an  under- 
standing in  his  own  mind  that  the  relative  prices  of  futures  and  spots 
will  remain  the  same,  or  approximately  so,  at  least;  so  that  if  cotton 
goes  up  and  this  exporter  has  to  pay  more  for  it  than  he  has  prom- 
ised to  deliver  it  for,  he  wins  as  much  on  his  hedge  as  he  loses  on  the 
real  cotton  that  he  handles.  Mr.  Chairman,  that  cotton  that  he 
actually  buys  from  the  American  producer  through  his  agents  and 
actually  delivers  to  the  mill  is  not  carried  through  the  exchange ;  it  is 
a  separate,  independent  transaction.  The  delivery  of  that  actual 
cotton  from  the  producer  to  the  spinner  is  a  contract  that  is  carried 
out  solely  upon  its  own  merits,  and  this  outside  issue  of  this  exporter 
hedging  to  cover  those  sales  is  an  independent  transaction.  They  are 
not  linked  together,  except  to  the  extent  that  the  same  man  is  con- 
cerned in  botn  transactions.  The  books  of  the  exchange  carry  no 
record  of  the  actual  cotton  that  is  bought  and  actually  delivered. 
The  exchange  only  has  upon  its  books  the  record  of  the  hedging  that 
was  done  by  the  exporter. 

Now,  he  puts  up  a  margin,  and  the  man  against  whom  his  cotton 
is  placed  in  the  exchange  by  the  broker  has  to  put  up  a  margin.  The 
margins  vary  from  $1  a  bale  up  to  as  high  as  $10,  I  have  been  told, 
that  are  required.  Those  margins  are  merely  required  because  the 
fluctuation  m  price  may  be  such  that  it  will  demand  more  than  $1  a 
bale  to  pay  the  difference  in  prices  that  the  cotton  sells  for  on  the  date 


Digitized  by  VjOOQ IC 


PREVENTION  OF  DEAUNG  IN  FUTURES.  7 

of  deUverv  and  the  date  that  the  contract  was  made.  The  man 
against  whose  account,  or  margm,  or  hedge,  or  the  stake  that  he  puts 
up  through  a  broker  on  the  exchange — the  maa  whose  account  this 
exporter  is  placed  against — is  nearly  always  a  speculator.  He  is  not 
apt  to  be  another  mill  man  or  another  exporter;  he  is  simply  a 
speculator  who  is  willing  to  take  chances  on  the  rise  and  fall  of  the 
market,  so  that  he  is  not  in  the  market  as  a  hedger.  Half  of  the 
project  is  a  speculative  proiect,  and  the  other  is  hedging  pure  and 
simple,  in  nearly  all  of  those  cases  where  hedging  is  earned  on.  So 
that  if  investing  in  futures  simply  as  a  speculation  is  gambling,  as  it 
is  called,  then  half  of  almost  every  proposition  of  this  kind  is  gam- 
bling, and  so  far  as  the  morals  of  it  are  concerned  we  see  no  difference 
whatever  in  a  hedging  transaction  and  in  a  purely  speculative  or 
gambling  transaction  in  the  rise  and  fall  of  prices.  Mr.  Cnairman^  this 
exporter  will  perhaps  think  that  he  ought  to  bie  allowed  this  privilege, 
as  it  will  enable  him  to  make  contracts  many  months  ahead  to  deUver 
cotton  at  certain  prices,  when  otherwise  he  would  not  be  willing  to 
'  risk  the  rise  in  the  price  of  cotton;  so  that  hedges  arfe  made  with. the 
view  that  spot  cotton  may  go  up,  and  the  hedge  is  made  against  the 
possible  loss  that  would  occur  in  that  case;  and  we  would  ask,  from 
the  standpoint  of  statemanship,  is  it  the  duty  of  any  class  of  citizens 
anywhere,  or  scattered  over  the  country,  to  nimish  the  loss  that  this 
business  man  happens  to  sustain  incidentally  in  the  transactions 
that  he  is  carrying  out?  Is  anybody  under  obUgation  to  sustain 
that  loss  for  him  any  more  than  some  one  is  under  obUgation  to  sus- 
tain the  loss  of  the  farmer  when  he  has  to  take  chances  with  the  ele- 
ments in  producing  a  crop  and  then  take  chances  with  the  fluctuation 
of  prices  m  getting  the  price  for  what  he  has  produced? 

We  see  no  cause  why  a  system  should  be  tolerated  on  the  basis  that 
it  furnishes  protection  for  a  certain  class  of  citizens  when  that  pro- 
tection must  necessarily  be  at  the  expense  and  absolute  loss,  dollar 
for  dollar,  upon  the'part  of  some  other  citizen  who  is  just  as  impor- 
tant as  he  is;  so  we  see  no  justification  of  hedging,  if  it  is  based  upon 
that  one  claim  alone.  Besides,  there  are  so  many  other  things  tnat 
are  of  as  general  use  almost,  the  volume  of  business  in  which  is  enor- 
mous, even  greater  than  in  cotton,  that  are  handled  year  by  year, 
upon  which  there  is  no  speculation  in  futures.  There  are  no  futures 
on  wool,  I  understand,  and  that  enters  into  almost  every  use  that 
cotton  does.  If  there  is  no  exchange  or  future  dealing  on  wool,  why 
should  you  not  carry  on  the  business  of  handling  cotton  without 
future  dealings?  There  is  i:ione  on  hay,  there  is  none  on  iron,  there 
is  none  on  coal,  and  there  is  none  on  an  enormous  amount  of  as 
important  products  that  require  as  much  ingenuity,  as  much  business 
sagacity,  to  conduct  business  as  it  does  to  handle  cotton,  and  we  do 
not  see  why  this  special  article  should  be  subject  to  it.  nor  do  we 
think  that  it  should  be  subject  to  it  any  more  than  tnese  others. 
There  are  no  futures  on  farm  machinery,  that  helps  the  farmer  to 

E reduce  everything  he  raises,  and  farm  machinery  is  made  years 
afore  it  is  sold,  often.  A  manufacturer  may  produce  a  machine  five 
years  before  it  is  sold.  Those  manufacturers  do  not  hedge  in  order 
to  be  able  to  know  how  many  machines  to  make. 

Mr.  Chairman,  it  is  sometimes  argued  that  hedging  is  a  species  of 
insurance,  and  that  it  is  iust  as  legitimate  as  taking  out  fire  insurance 
or  life  insurance.     I  will  call  your  attention  to  the  summary  of  the 
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report  of  the  Commissioner  of  Corporations  on  cotton  exchanges,  by 
Mr.  Herbert  Knox  Smith,  on  page  6,  at  the  top  of  the  page,  in  which 
he  uses  the  following  language: 

Contraiy  to  long-establiflhed  theoiy,  it  has  thus  lately  been  urged  'that  hedging  is 
a  fonn  of  insurance,  a  "division"  of  risks.  Though  often,  for  convenience,  hedging  is 
referred  to  as  *  *  insurance/ '  it  is  not  insurance,  nor  is  it  a ' '  division  "  of  loss.  Insurance 
is  indemnity  for  actual  destruction  of  property.  There  is  no  destruction  of  property 
in  changes  of  cotton  values.  Loss  on  one  side  is^balanced  by  ^;ain  on  the  other  side. 
Hedging  is  an  entire  transfer  or  elimination  of  a  speculative  nsk;  that  risk  is  never 
' '  distributed , ' '  as  in  insurance .  If  the  hedging  function  fails,  an  entire  class  of  hedgers 
on  one  side  of  the  market  must  suffer  to  the  full  amoimt. 

Without  elaborating  that  thought  further,  I  think  that  statement 
is  clear  and  covers  that  point. 

If  the  hedging  business  was  confined  to  the  actual  number  of 
bales  of  cotton  raised  and  sold,  I  doubt  if  it  would  have  attracted 
such  widespread  attention.  As  only  a  certain  part  of  each  cotton 
crop  is  actually  covered  by  hedges  by  those  who  handle  the  spot 
cotton,  it  follows  that  onlv  that  per  cent  of  each  year's  crop  can  be 
legitimately  hedged,  and  this  would  limit  each  year  s  options  to  some- 
thmg  like  four  or  five  million  bales,  or  perhaps  six  million  bales,  and  at 
the  nirthest  extent  it  could  not  exceed  the  number  of  bales  that  were 
produced  in  a  year,  and  it  seems  that  the  most  reliable  figures  that 
we  can  obtain  show  that  100,000,000  bales  are  bought  and  sold  on  the 
exchanges  of  this  country  every  year;  so  that  they  can  scarcely  be 
called  actual  cotton  exchanges,  but  are  more  option  exchanges  than 
cotton  exchanges. 

It  has  occurred  to  me  in  the  discussions  and  talks  with  gentlemen 
who  are  interested  in  this  subject  on  the  opposite  side,  that  almost 
invariably  they  leave  out  any  consideration  whatever  of  the  welfare 
of  those  who  lose  by  investing  in  futures,  and  we  wish  that  point  to  be 
emphasized,  that  every  time  a  spinner  or  exporter  or  cotton  dealer 
of  any  kind  is  saved  from  loss  by  this  method,  somebody  has  sus- 
tained that  loss,  and  it  is  an  absolute  loss  on  his  part;  he  gets  no 
equivalent,  but  loses  the  margin  that  he  staked  against  the  margin 
staked  by  the  spinner  or  the  exporter  or  the  cotton  dealer;  and  we 
would  like  to  know  in  what  school  of  ethics,  philosophy,  or  morals  is 
one  class  of  citizens  under  obligation,  to  sustam  the  losses  in  business 
of  another  class.  We  wish  to  look  at  this  from  the  sta'ndpoint  of  the 
greatest  good  to  the  greatest  number,  I  repeat.  We  are  not  simply 
claiming  that  it  would  put  money  in  the  pockets  of  any  particular 
citizens,  and  for  that  reason  we  would  want  the  law  passed  to  carry 
out  the  purposes  for  which  we  are  contending,  and  we  hope  that  that 
is  the  viewpoint  of  the  committee.  We  will  leave  it  with  the  com- 
mittee and  the  minds  of  the  people  generally  as  to  what  class  or  cate- 
gory this  purely  speculative  feature  falls  in,  whether  it  is  legitimate 
or  illegitimate,  whether  it  is  gambling  pure  and  simple,  or  whether  it 
is  a  species  of  business  which  modem  developments  have  necessi- 
tated. We  have  our  own  opinions,  and  we  grant  to  every  other  his. 
The  word  *  legitimate''  has  more  than  one  meaning,  perhaps.  Any- 
thing is  legitimate  in  a  legal  sense  that  is  tolerated  by  law.  In  an- 
other sense,  only  those  things  are  legitimate  that  are  in  keeping  with 
ethics  And  principles  of  morals.  We  see  no  distinction  in  the  methods 
pursued  in  the  machinery  that  is  operated  between  hedging  and  pure 
gambling  on  the  exchange.  The  only  difference  is  that  the  individ- 
uals who  do  the  one  are  also  actual  traders  in  cotton,  while  the^ 
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others  are  not.  The  buyer  is  called  a  bull  and  the  seller  is  called  a 
bear.  The  bull  is  the  man  who  buys  to  get  in  and  sells  to  get  out, 
while  the  bear  is  a  man  who  sells  to  get  in  and  buys  to  get  out  or  for- 
feits his  margin  and  gets  out  the  best  way  he  can.  Mr.  Chairman,  it 
is  not  always  the  case  that  even  a  purchase  of  futures  on  the  exchange 
is  a  protection  to  the  cotton  dealer.  The  relative  position  of  the 
spot  and  future  markets  must  remain  approximately  the  same  for  it 
to  be  an  adequate  protection.  If  they  converge  or  diverge,  it  changes 
the  feature  altogether.  Sometimes  the  man  who  has  hedged  can 
actually  lose  both  on  his  spot  deals  and  on  his  future  deals.  If  he 
contracts  to  deliver  cotton  at  a  certain  time  and  at  a  certain  price 
and  the  price  of  spot  cotton  goes  up  and  he  has  to  pay  an  advanced 
price  and  at  the  same  time  nitures  go  down,  then  he  loses  on  both. 
Those  things  do  not  occur  very  often,  but  such  things  have  happened. 

It  has  been  stated  that  it  enables  those  who  are  dealing  in  wheat 
or  cotton  to  pay  the  producer  more  than  they  could  possiDlv  pay  or 
would  be  willing  to  risk  if  they  could  not  nedge.  Air.  Chairman, 
all  we  wdnt  is  whatever  follows  the  untrammeled  operations  of  the 
law  of  supplv  and  demand.  All  we  would  ask  is  to  give  the  normal 
operation  of  the  law  of  supply  and  demand  full  sway.  Let  that 
help  who.  it  will  or  be  to  the  aetriment  of  who  it  will,  it  is  justice. 
That  is  honesty,  that  is  equity,  and  we  think  to  demand  more  is 
wrong,  and  we  think  to  be  satisfied  with  less  is  cowardice.  We  see 
no  excuse  for  anyone,  even  though  he  be  a  farmer,  wanting  the 
hedging  business  to  go  on,  if  it  puts  money  in  his  pocket  at  the 
expense  of  somebody  else  who  gets  no  equivalent.  We  want  nothing 
but  equity,  if  we  know  ourselves,  and  we  would  not  for  one  instant 
advocate  tne  continuance  of  this  system  if  we  thought  it  put  money 
in  our  pockets  by  robbing  somebody  else  of  that  additional  price 
that  we  might  obtain.  You  can  not  make  that  too  positive  on  our 
side.  We  are  perfectly  willing  to  take  the  results,  the  consequences, 
of  abolishing  these  futures,  and  the  vague  solicitude  that  may  be 
offered  by  our  friends  on  the  other  side  will  not  be  appreciated,  if 
they  think  that  they  are  simply  in  the  business  for  our  benefit.  Every- 
body is  a  consumer,  and  everybody  ought  to  be  a  producer,  if  he  is 
able.  He  is  either  one  or  the  other,  or  a  parasite,  and  to  unload  a 
loss  upon  victims  is  wrong,  to  unload  a  loss  upon  those  who  are 
victimized  by  having  a  temptation  held  up  that  here  is  a  chance 
to  make  money,  ana  then  to  get  them  into  the  game  and  freeze 
them  out,  we  say  is  not  based  upon  good  pohtical  economy,  and  we 
do  not  want  it  to  continue,  though  perhaps  once  and  a  while  inci- 
dentally even  a  producer  might  get  some  of  the  swill. 

In  connection  with  this  question  of  prices,  it  seems  that  the  people 
of  the  United  States  are  very  much  alarmed  over  the  recent  inflation  . 
of  prices,  and  I  would  like  to  just  call  your  attention  to  one  little 
fact  for  the  sake  of  impressing  one  point.  Suppose  cotton  is  selling 
at  10  cents  a  pound  and  then  jumps  to  15  cents  a  pound.  The  average 
dollar  cotton  shirt  weighs  9  ounces,  but  we  will  just  say,  for  the  sake 
of  making  the  illustration  simple,  that  it  weighs  a  pound,  16  ounces. 
Then,  how  much  would  that  shirt  be  worth  which  is  now  worth  a  dol- 
lar at  10  cents  when  cotton  goes  to  15  cents?  How  much  rise  in 
the  price  of  that  shirt  would  it  cause?  It  might  be  thought  at  first 
flash  that  it  would  make  it  worth  $1.50,  but  the  price  of  the  raw 
material  has  only  increased  5  cents  a  poimd,  and  if  there  is  a  pound 
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in  the  shirt  the  shirt  that  sold  for  SI  when  cotton  was  at  10  cents  a 
pound  would  sell  for  $1.05  when  cotton  was  15  cents  a  pound.  It 
only  adds  5  cents  to  the  value  of  the  pound.  It  does  not  take  one 
bit  longer  to  spin  it  or  one  bit  longer  to  sell  it  or  one  bit  more  labor 
to  manufacture  it  into  a  shirt,  and  the  difference  in  the  price  of  the 
raw  material  will  only  affect  the  value  of  it  to  the  very  extent  of 
the  rise  in  the  price  of  the  raw  material. 

Mr.  Cole.  What  is  the  practical  effect  of  that?  Will  not  the  price 
of  that  shirt  on  the  market  be  greatly  increased  above  5  cents? 

Mr.  Bbooks.  It  will  not  necessarily  so. 

Mr.  Cole.  Not  necessarily  so,  unless  somebody  wants  to  add  more 
profit  than  he  has  been  getting.  Is  it  not  a  fact  that  they  take 
advantage  of  that  to  about  double  the  price  of  the  shirt? 

Mr.  Bbooks.  People  take  advantage  of  almost  everything  they 
can  make  money  out  of;  but  that  does  not  at  all  change  tne  facts  as  I 
have  stated  them. 

Mr.  RucKEB.  I  think  there  is  no  question  about  that  being  true, 
though;  we  have  seen  that  done  in  certain  tariff  matters. 

Mr.  Cole.  Yes;  they  lower  the  tariff  and  increase  the  price  of  the 
article. 

Mr.  Bbooks.  Mr.  Chairman,  I  make  the  point  of  order  that  we  are 
not  discussing  the  tariff. 

The  Chaibman.  I  think  the  point  is  well  taken. 

Mr.  Bbooks.  The  consumers  of  the  world,  taking  the  approximate 
figures,  which  of  course  is  all  that  anybody  can  get — the  consumers  of 
cotton  goods  throughout  the  world,  pay  as  much  every  year  for  the 
finished  products  or  cotton  as  there  is  of  every  kind  of  money  in  the 
United  otates  to-day.  Take  all  of  our  different  kinds  of  money,  and 
the  amoimt  of  money  paid  for  the  finished  products  of  cotton  goods 
every  year  in  the  world  equals  that.  So  that  a  rise  of  price  is  not 
levying  a  tax  merely  upon  the  consumers  of  the  United  States,  but 
on  the  entire  inhabitable  globe. 

Mr.  Chairman,  let  us  come  to  some  of  what  we  consider  to  be 
evidences  of  the  positive  evils  of  the  future-dealing  business.  In 
the  first  place,  it  gives  instabiUty  of  price.  It  is  sometimes  claimed 
that  it  acts  as  a  balance  wheel  to  prices,  tends  to  hold  them  level, 
that  it  is  the  governor  ot  prices;  but  we  think  that  it  has  the  opposite 
effect,  that  it  tends  to  cause  prices  to  fluctuate,  that  it  tends  to  destroy 
stabiUty  of  prices.  In  the  nrst  place,  it  could  not  be  otherwise  from 
the  simple  fact  that  Jt  would  not  exist  without  fluctuation.  Does 
anybody  suppose  that  anyone  would  ever  buy  or  sell  a  future  if  they 
absolutely,  positively  knew  that  the  price  would  always  remain  ex- 
actly the  same  thing?  Why,  of  course  they  would  not.  They  deal 
in  nitures  because  they  know  that  the  pnce  is  going  to  fluctuate. 
Well,  then,  the  exchange  would  not  so  much  as  exist  if  it  was  not  for 
fluctuations.  Do  you  suppose  that  an  institution  would  allow 
fluctuations  to  cease  when  it  meant  the  destruction  of  that  institution 
itself  if  it  was  in  the  power  of  that  institution  to  cause  fluctuations? 
All  of  the  ninety-odd  per  cent  of  the  transactions  through  exchanges 
that  do  not  carry  with  them  the  delivery  of  actual  commodities  and 
serve  that  function  in  the  channels  of  trade  are  brought  about  by 
the  certainty  that  there  will  be  fluctuation  in  the  market.  For  every 
winner  there  must  be  a  loser,  and  the  disposition  of  the  human  family 
to  take  risks  in  games  of  chance  is  so  strong  that  it  is  a  temptation 
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hard  to  resist,  and  in  anv  community  there  are  always  those  who  are 
willing  to  risk  a  loss  if  there  is  even  a  semblance  of  a  chance  to  gain. 
There  seems  to  be  a  fascination  about  all  games  of  chance,  and  as 
other  avenues  of  satisfying  this  desire  or  inclination  are  shut  oflf  by 
law,  the  exchanges  furnish  the  greatest  means  and  greatest  tempta- 
tion for  people  to  risk  their  money;  nay,  they  furnish  a  greater  tempta- 
tion than  all  others  combined.  More  milUons  of  money  are  spent  in 
this  manner  every  year  than  in  all  other  species  of  betting  in  the  entire 
country.  Does  it  stand  to  reason  that  an  institution  that  means 
millions  of  dollars  in  profit  to  those  who  control  it  would  allow  the 
very  means  by  which  it  exists  to  cease  to  exist?  If  it  can  be  demon- 
strated that  they  have  this  power,  that  is  positive  proof  that  natural 
fluctuations  are  aggravated  by  the  exchanges. 

Before  I  go  into  the  evidence  to  show  that  they  not  only  have  the 
power  but  exercise  it,  I  will  call  attention  to  what  may  be  brought 
out  on  the  other  side  of  the  question  that  the  prices  of  cotton  fluctu- 
ated to  very  extreme  points  up  and  down  before  there  was  an  exchange. 
Mr.  Chairman,  that  does  not  necessarily  prove  that  the  exchanges 
^have  in  any  way  tended  to  minimize  these  fluctuations.  Conditions 
were  so  dinerent  before  the  exchange  was  established  that  hindrances 
to  communication  and  inability  to  transport  from  the  interior  points 
to  the  great  marts  of  trade  would  result  in  variations  in  price  which 
would  not  occur  now  imder  the  operation  of  supply  and  demand 
alone.  We  did  not  have  railroads;  we  did  not  have  telegraphs;  we 
did  not  have  telephones;  we  did  not  have  the  mail  facihties  in  the 
years  preceding  the  establishment  of  the  exchange  as  we  have  to-day. 
There  were  disturbances  in  the  financial  world,  in  the  industrial  world, 
and  disturbances  by  nature  that  caused  variations  to  take  place,  per- 
haps reaching  as  extreme  points  as  they  reach  now,  but  we  hq,ve  no 
right  to  complain  of  the  rise  and  fall  of  values  when  those  results  come 
from  natural  causes.  The  fluctuations  in  price  now  are  of  a  different 
nature.  They  are  more  sudden,  more  acute,  and  more  in  the  nature 
of  a  tremor  or  a  quiver,  or  a  constant  nervousness,  than  they  were 
before  the  exchange  came  into  vogue.  You  take  the  maps  and  dia- 
gra!^  shown  by  Mr.  Herbert  Knox  Smith  in  his  reports  and  they 
remind  one  of  a  picture  of  zigzag  lightning.  The  sudden  vibrations 
in  the  fluctuations  of  price  on  the  exchange  as  marked  on  the  diagrams 
show  that  there  is  a  continual  uncertainty  that  can  not  come  from  a 
natural  cause.  It  can  be  attributed  to  absolutely  no  cause  except  the 
exchange  from  whence  these  quotations  come.  We  may  take  a  sam- 
ple— and  it  does  not  matter  what  date,  whether  it  be  this  year,  last 
year,  or  ten  ytfars  ago — and  show  that  it  can  not  be  maintained  that 
exchanges  have  a  tendency  to  steady  the  market. 

The  Wall  Street  Journal  of  January  25  is  authority  for  the  state- 
ment that  during  the  first  twenty-five  days  of  last  month  there  was 
a  decline  affecting  $560,000,000  worth  of  wealth  of  about  15  per 
cent,  equaling  $84,000,000,  nearly  all  of  which  occurred  in  two  weeKs; 
a  shrinkage  of  $7,036,000.  Now,  the  question  is,  What  caused  iti 
Mr.  Chairman,  I  read  from  the  New  York  Commercial  of  this  morn- 
ing.    It  opens  up  with  the  sentence,  on  page  5,  on  the  cotton  question: 

Prices  went  off  yesterday  under  well-organized  bear  operation. 

That  is  not  the  law  of  supply  and  demand.     Down  further  it  says: 

May,  which  had  closed  Tuesday  at  15.05  and  opened  at  a  decline  of  15  points,  was 
down  to  14.71  before  11.30  o'clock,  a  total  drop  of  34  points. 
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At  the  top  of  the  third  column  I  find: 

Spots  in  New  York,  20  points  decline.    Liverpool,  7  points  decline. 

A  little  further  down  I  see  this  comment: 

New  Orleans  was  closed  yesterday.    Many  queer  things  are  done  in  the  dark. 

I  will  not  try  to  interpret  what  he  means.  The  next  sentence  I 
see  is: 

On  to  Washington!    Forward,  march  I 

There  must  be  something  doing  here.  But  let  us  go  back  to  the 
evidences  that  the  exchange  itself  causes  prices  to  fluctuate.  In  the 
same  paper  for  February  8  I  read : 

The  large  sales  of  spots  in  Liverpool  was  an  additional  stimulant  for  the  bulls, 
but  their  efforts  met  some  check  when  Wall  street  houses  came  to  the  front  with 
profit-taking  sales.  One  big  block  of  the  May  option  was  reported  as  closing  out 
purchases  made  at  13}  cents.  The  selling  sent  pnces  back  5  to  7  points,  continuing 
for  half  an  hour  or  more. 

Farther  along  in  the  same  column  I  find  this: 

May  worked  back  and  forth  about  the  15-cent  quotation  throughout  the  noon  hour 
and  lOT  the  early  afternoon.  It  was  a  scalping  market  for  the  time,  with  all  that 
the  words  imply. 

What  does  a  ''scalping  market''  mean?  Is  that  normal?  Is  that 
business  based  upon  equity,  justice,  and  the  golden  rule?  In  the 
same  column,  farther  on,  it  says : 

Local  houses  catering  to  out-of-town  buyers  reported  business  more  active  than  in 
years.  Excursions  to  New  York  for  buyers  exclusively  have  been  breaking  all 
records  in  point  of  numbers  of  late. 

That  means  that  the  suckers  are  not  all  dead.  Farther  down  on 
the  same  column  I  read : 

Should  fiu-ther  advances  be  recorded,  there  is  a  probability  of  readjustment  talk  in 
dry  goods  and  ysirn  circles.  As  it  is,  many  lines  continue  to  refuse  quotations  for 
more  than  a  few  weeks  ahead. 

Which  shows  that  it  has  an  effect  on  the  price  of  cotton  goods. 
Now,  Mr.  Chairman,  we  will  go  back  a  little  farther.  Does  the  proc- 
ess of  future  dealing  have  a  tendency  to  prevent  fluctuations?  That 
is  the  question  we  are  now  discussing.  In  February,  1904,  the  July 
option  m  New  York  sold  as  high  as  17.55.  Before  the  month  was 
out  the  July  option  sold  as  low  as  13.02,  over  $20  fluctuation  in  that 
month,  of  one  hundred  and  fifty  days  ahead.  Now,  did  the  spots 
tally  with  these  features  when  July  finally  arrived  ? 

Mr.  Beall.  Twenty  dollars  a  bale,  that  is?  ^ 

Mr.  Brooks.  Twenty  dollars  a  bale. 

Mr.  Beall.  Some  of  the  members  of  the  committee  are  not  familiar 
with  the  phraseology  of  this  subject. 

Mr.  Brooks.  Did  the  spots  tally  with  these  futures  when  July 
finally  arrived?  No.  The  July  opened  by  selling  as  low  as  10.18. 
From  17.55  in  February  there  was  a  decline  to  10.18  the  first  week  in 
July.  How  is  that  for  holding  prices  stable  and  putting  a  balance 
wheel  on  prices  by  the  exchange?  It  often  happens  that  a  bale  of 
cotton  varies  in  value  as  quoted  by  the  exchanges  as  much  as  $5  a 
bale  in  one  or  two  days.  There  have  been  instances  where  it  was 
worse.  As  to  whether  or  not  the  exchanges  are  responsible  for  these 
violent  fluctuations,  I  will  read  the  closing  remarKs  of  Mr.  W.  B. 
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Thompson,  president  of  the  New  Orleans  Cotton  Exchange,  m  a  pub- 
lished letter  of  his  September  16,  1907: 

But  we  do  not  believe  that  the  prices  are  natural  or  legitimate.  The  brief  expe- 
rience we  have  had  with  the  market  this  season  before  speculation  interfered  showed 
that  consumers  were  willing  to  pay  the  prevailing  prices  and  producers  were  willing 
to  accept  them.  If  business  had  been  permitted  to  run  its  natural  course  probably 
the  increased  volume  of  receipts  would  nave  gradually  lowered  prices.  This  would 
have  been  a  natural  and  acceptable  result.  But  when  an  outside  element,  that  knows 
nothing  about  cotton  and  has  no  interest  therein  except  as  a  medium  for  gambling 
profits,  arbitrarily  interferes  between  the  producer  and  consumer  and  undertakes 
to  fix  prices  b^r  sheer  force  of  money  and  manipulation,  we  believe  in  suspending  the 
rules  and  striking  with  the  weapon  at  hand.    The  producer  has  the  weapon. 

That  is  the  president  of  one  of  the  largest  exchanges  testifying 
to  the  fact  that  the  exchanges  do  cause  fluctuations  in  price. 

It  matters  not  whether  these  exchanges  influence  prices  up  or 
down,  the  evil  done  to  the  pubUc  is  just  as  much  to  be  condemned, 
whether  it  injures  the  consumer  or  the  producer.  If  it  is  an  artificial 
barrier  or  i^ency  or  institution  whose  work  brings  about  an  unstable 
market,  it  is  a  menace  to  the  business  of  the  world  and  we  have  no 
choice  to  take,  whether  in  the  long  nm  it  injures  the  producer  or 
the  consumer  the  more.  As  further  testimony  upon  the  point  under 
consideration,  I  wish  to  refer  you  to  a  government  document  of  the 
Fifty-third'  Congress.  It  is  testimony  taken  by  a  commission 
appointed  for  the  purpose  of  investigating  the  cause  of  decline  in 
farm  products,  and  this  committee  had  hearings  at  the  main  centers 
of  cotton  trading  in  1893.  I  wish  to  refer  you  to  page  20  of  this 
report  and  to  the  testimony  of  Mr.  Jerome  Hill,  of  St.  Louis.  One 
paragraph  from  his  testimony  reads  as  follows: 

I  attribute  the  low  values  in  part  to  disarranged  financial  affairs  in  the  Old  World, 
for  part  of  the  time  to  unlooked-for  strikes  in  Lancashire,  and  to  the  illefi:itimate 
metnods  that  have  become  prevalent  at  the  two  great  export  markets,  New  i  ork  and 
New  Orleans,  in  dealing  in  contracts  on  futures. 

Mr.  Chairman,  I  refer  also  to  the  testimony  of  Mr.  D.  C.  Ball,  on 
page  34  of  this  same  document.  Mr.  Ball  testified  that  he  was  a  cot- 
ton factor  and  had  been  in  the  business  about  fourteen  years  and 
lived  in  St.  Louis.    Here  is  a  paragraph  from  lus  testimony: 

In  a  general  way  my  opinion,  which  is  the  same  as  that  of  the  public  at  laise,  is  that 
one  man  or  combination  of  men  can,  in  the  face  of  a  general  opinion  and  in  tne  face  of 
the  existing  facts  upon  which  that  opinion  is  based,  either  by  securing  control  of  all  the 
available  cotton  that  can  be  used  in  contracts  and  then  by  continuing  to  bid  heavily 
for  future  deliveries  of  cotton,  run  up  the  price  to  an  unwarranted  extent,  or  else  by 
o£ferinp;  unlimited  quantities  of  cotton  equally  depress  the  price .  But  these  unnatural 
conditions  must  eventually  correct  themselves.  The  evil  of  futures  lies  in  the  ability 
of  a  combination  of  men  beinjg  able  to  accomplish  this  under  existing  conditions,  as  in 
the  interval  the  actual  handling  of  cotton  must  continue  and  is  so  enormously  anected 
either  way  thereby.  If  it  is  depressed  the  producer  suffers,  if  it  is  unduly  increased 
the  spinner  suffers.  In  either  case  the  natural  course  of  trade  is  interfered  with,  and  it 
is  an  evil. 

Mr.  Chairman,  I  will  call  your  attention  next  to  the  testimony 
given  to  this  same  commission  by  Silas  Wade  Hampton,  of  Memphis, 
Tenn.,  who  testified  that  he  was  55  years  old;  had  resided  in  Memphis 
thirteen  years;  went  into  the  cotton  business  immediately  after  the 
war,  at  St.  Louis  first.  After  one  year  in  St.  Louis  he  went  to  Cin- 
cinnati and  then  established  and  carried  on  a  cotton  factorage  business 
for  fourteen  years.  From  there  he  removed  to  Memphis  and  con- 
tinued the  same  business,  and  for  twenty-five  years  had  been  in  the 
legitimate  cotton  factorage  business. 
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I  read  this  testimony  because  it  is  from  men  who  ought  to  know, 
and  it  might  have  more  weight  than  merely  to  explain  or  testify  to 
these  things  ourselves.  Beginning  at  the  bottom  of  page  56,  Mr. 
Hampton  used  the  following  language  before  this  commission: 

There  are  many  of  them  connected  with  banks  or  are  themselves  bank  officers. 
Take  the  house  of  Latham  Alexander  <&  Co.,  for  example;  Uiey  publish  themselves 
throughout  the  South,  as  you  know,  as  dealers  in  futures,  cotton  commission  paer- 
chants,  and  bankers.  Now,  these  firms  with  financial  backing  almost  unlimited — 
I  mean  the  clique  there,  the  cotton  rine,  one  firm  can  not  do  it — ^hold  themselves 
prepared  to  buy  or  sell  any  quantity  of  futures  that -may  be  offered  or  asked  for  on 
either  side  by  outsiders,  just  exactly  as  a  dealer  of  faro  would  sit  behind  his  table 
and  the  bettors  may  come  up  and  choose  their  bets  any  way  they  please.  These 
influential  firms,  being  memselves  the  buyers  or  sellers  of  tnese  future  contracts, 
have  this  ^;reat  advantage,  that  they  control  the  machinerv  of  the  exchange  where 
the  quotations  originkte;  their  influence  determines  the  election  of  its  officers,  ttxe 
adoption  of  its  rules,  and  they  have  the  system  of  making  and  deciding  Quotations 
absolutely  under  their  control.  There  is  no  one  else  who  has  anv  control  or  voice 
in  it  but  members  of  that  exchange.  The  members  of  this  powernil  syndicate  have 
their  representatives  on  the  floor  to  do  their  buying  and  sellmg.  They  do  not  them- 
selves oiten  appear  on  the  floor  for  this  purpose,  but  employ  brokers,  so  that  no  one 
else  may  know  too  much  of  their  operations.  A  certain  amount  of  secrecy  is  necessary, 
I  imagine,  to  the  full  success  of  such  business  as  this. 

Beginning  at  the  bottom  of  page  60  this  same  gentleman  uses  the 
following  language: 

In  one  week  they  turned  on  the  screws  and  broke  it  down  1  cent  a  potmd  without 
one  change  in  the  material  conditions  of  the  trade,  not  one  atom  of  change, 
nothing  except  the  power  of  that  ring  to  do  it,  broke  it  head  over  heels.  Even 
after  toe  break  of  a  cent  a  pound  there  were  these  conditions  prevailing;  we 
knew  the  crop  was  short  one-third,  knew  the  demand  was  h*ee,  and  with  that 
condition  of  tnings  we  ought  to  have  at  least  10  cents  for  cotton;  the  consump- 
tion was  eaualing  the  product  right  straight  along,  and  our  people  believed 
in  10  cents  for  cotton,  believed  that  it  would  react,  and  went  in  and  bought  more, 
and  the  more  they  put  up  the  more  New  York  broke  prices,  until  it  got  below  8  cents 
again.  It  reactea  after  New  York  had  squeezed  them  all  out.  Why  did  they  hold 
it  down?  Because  these  men  in  the  South  would  continue  to  hold  and  put  up  margins. 
Some  had  $8  and  $10  per  bale  maiigins  up,  because  they  believed  it  was  then  at  the 
bottom  and  bound  to  react,  and  the  more  they  put  up  the  more  New  York  squeezed 
them  to  exhaustion.  This  is  the  game  they  played.  Now  you  can  see  that  with 
that  combination  they  have  there  in  New  York — ^rigjit  there  to  consult  with  each 
other  every  day  and  horn*  if  necessary — controlling  as  they  do  the  rules  and  regu- 
lations of  the  cotton  exchange,  havmg  a  system  which  they  have  been  twenty 
years  perfecting,  having  it  all  under  their  gjip  and  ready  to  act  together  at  any  hour, 
and  through  their  immense  money  power,  in  any  direction  they  please,  and  on  the 
other  side  nothing  but  a  mass  of  people  all  over  tne  country  without  any  combination 
or  consultation,  just  an  imorganizea  mass,  you  can  see  how  absolutely  helpless  one 
side  is.  That  was  last  year.  The  point  I  want  to  make  is  this,  that  u  the  crop  was 
one-third  short,  and  though  consumption  was  going  on  freely,  and  though  the  goods 
were  holding  up  well,  stiil  with  it  all  they  drove  the  market  price  down  as  low  as 
when  they  had  a  9,000,000-bale  crop.  There  was  not  a  cotton  man  of  any  intelli- 
gence in  this  city  that,  when  cotton  went  to  10  cents  in  December  one  year  ago — 
mat  speculative  fever  was  at  its  height  this  time  last  year  and  stayed  up  until  New 
York  got  ready  to  put  on  the  clamp — that  did  not  want  to  back  the  market  then. 
You  had  the  antioption  bill  in  the  Senate  and  they  tried  to  hold  off  that  break  for 
fear  that  a  sudden  manipulative  break  would  pass  the  bill.  I  saw  it;  but  the  margins 
were  so  big  and  the  speculative  fever  just  ran  away  with  them,  so  that  they  just  nad 
to  make  the  break,  and  then  the  temptation  to  capture  the  immense  maigins  was 
too  great.    They  said  the  antioption  bill  did  it. 

On  page  62  Mr.  Hampton  continues: 

Now  these  instances  that  I  have  given  have  come  under  my  own  observation  as  a 
cotton  merchant.  They  have  convinced  me  beyond  all  further  doubt  that  the  cotton 
market  is  absolutely  under  the  control  of  the  "future"  men  of  New  York.  The 
machinery  they  have  there  enables  them  to  put  it  up  or  down  according  to  their  inter- 
ests, and  they  do  it.    It  brings  them  in  millions,  untold  millions.    When  you  remem- 
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ber  that  they  handle  50,000,000  bales  of  these  futures,  that  the  crop  is  only  6,500,000 
bales,  and  the  decline  or  advance  on  a  bale  of  these  futures  is  just  as  much  as  it  is  on  a 
bale  of  real  cotton,  you  can  see  what  a  preponderating  influence  that  future  business 
has  grown  to  be. 

The  committee  will  note  that  this  testimony  was  given  in  1893,  and 
that  they  then  handled  60,000,000  bales  a  year  futures.  Does  anyone 
suppose  that  the  present  estimate  of  100,000,000  bales  is  an  exag- 
geration? At  that  time  they  published  the  amoimt  of  business  that 
they  carried  on,  but  since  the  agitation  that  was  then  in  Confess  they 
have  ceased  to  publish  the  amoimt  of  transactions  recorded  in  either 
the  New  Orleans  or  New  York  exchanges.  This  is  for  the  purpose  of 
keepingthe  public  from  knowing  how  much  graft  there  is  in  the  busi- 
ness. They  chaise  $15  per  100  bales  to  those  who  are  not  members 
of  the  exchange  in  commissions  for  carrying  on  this  business — $7.60 
to  get  in  and  $7.60  to  get  out.  They  charge  $7.60  per  100  bales  to 
their  members  for  this  same  work.  If  we  take  100,000,000  futiu'es 
and  put  it  at  the  lowest  possible  estimate,  the  commissions  that  they 
collect  yearly  must  amoimt  to  something  like  $10,000,000. 

But  m  order  to  refute  this  charge  they  claim  that  not  all  of  the 
sales  made  upon  the  exchange  are  bona  fide  transactions  yielding 
these  regular  commissions.  There  are  what  is  called  ** match  sales/^ 
and  **wash  sales"  and  a  process  that  is  termed  ** wringing  out,"  all 
of  which  yield  no  commissions  except  what  is  paid  the  broKer  on  the 
floor  as  his  wage  for  his  services.  This  position  that  they  assume  is  a 
confession  of  a  still  more  objectionable  feature  to  the  exchange  opera- 
tions than  the  mere  collection  of  commissions.  I  refer  you,  Mr. 
Chairman,  to  the  gentleman  last  quoted,  page  62  of  the  same  docu- 
ment, as  a  man  who  knew  full  well  the  business  of  which  he  spoke,  for 
a  description  or  statement  of  how  these  wash  sales  are  carried  on. 
Senator  George,  a  member  of  that  commission,  asked  Mr.  Hampton  a 
question: 

A  *' wash  sale  "  is  where  there  is  a  bid  between  the  parties,  a  collusive  bid  that  does 
not  mean  anything — ^no  contract? 

Answer: 

That  is  what  it  means.  Those  men  get  together  that  way.  There  are  not  more  than 
a  dozen  or  20  of  those  leading  houses  there  wno  sell  the  world  all  the  futures  they  want, 
buy  all  the  world  has  to  sell,  and  control  the  market.  These  men  find  out  on  a  certain 
day  they  have  got  1,000,000  bales  sold  more  than  they  have  got  bought.  In  other 
words,  they  are  oversold  that  much,  and  if  they  can  make  a  decline  on  that  of  a  cent 
a  pound  it  would  be  $5,000,000  gain.  Now,  they  just  put  their  heads  t<^ether  and 
agree  that  to-morrow  they  will  break  the  market  one-quarter  cent,  say.  There  are  a 
dozen  of  them  or  fifteen.  It  is  like  this:  To  sell  200,000  bales  of  futures  to  break  the 
market  I  will  get  three  or  four  of  my  brokers  to  go  in  on  the  floor  and  sell  for  me  ten 
thousand  of  those  futures  5  points  down  on  each  lot,  2,000  at  a  time.  All  the  rest 
do  the  same.  Then  I  get  another  lot  of  brokers  and  instruct  them  to  go  on  the  floor 
and  buy  mv  ten  thousand  as  offered  at  these  prices.  The  two  sets  of  brokers  do  not 
Jcnow  anything  about  it.  They  do  not  know  but  what  it  is  a  perfectly  legitimate 
transaction,  and  they  have  got  their  limits  to  offer  and  buy  on.  They  go  m  and  make 
those  trades,  and  the  quotations  are  thus  marked  one-quarter  cent  a  day — that  is  25 
points.  Then  these  brokers  come  to  me,  report  what  tney  have  bought  or  sold,  ten 
thousand  bales,  some  from  one  of  the  ring,  some  from  another,  and  not  a  nickel  has 
passed  but  what  I  pay  the  broker  for  doing  it.  That  is  a  "wadi  sale.**  The  decline 
18  then  telegraphecl  over  the  whole  world. 

On  page  63  of  the  same  document  I  wish  to  quote  one  more  para- 
graph from  the  same  witness: 

The  most  culpable  details  of  this  future  system  are  kept  as  nearly  secret  as  they 
can  be.    Especially  it  has  been  the  case  since  Congress  has  undertaken  to  investigate 
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the  matter.  They  used  to  talk  with  a  ^eat  deal  more  freedom  than  they  do  now. 
These  future  men,  in  defending  their  business,  have  said  that  Liverpool  dommated  the 
cotton  market,  that  she  fixed  prices,  and  I  have  heard  that  stated  by  very  intelligent 
business  men^  southern  men .  Now,  the  law  of  trade  on  this  point  is  just  this :  Wherever 
the  demand  is  greatest  and  the  supply  is  lowest,  there  the  nest  prices  should  prevail. 
Where  the  demand  is  lowest  and  tne  supply  greatest,  there  the  lowest  prices  should 
prevail.  In  this  way  the  law  of  supply  and  demand  works.  This  one  market  may 
control  prices  at  one  time,  another  at  another  time.  If  Liverpool  happened  to  be 
well  stocked  with  cotton  and  we  were  offering  another  crop  to  ner,  and  she  did  not 
need  to  take  our  cotton,  she  would  control;  but  as  a  general  thing  the  owner  of  any 
property  controls  the  price  of  that  property.  That  is  also  the  law  of  trade.  No  man 
can  put  his  price  on  my  property;  I  have  got  to  say  what  it  shall  be.  If,  however,  I 
am  m  a  close  comer,  have  got  more  of  a  thing  than  I  want  and  no  money,  and  am 
bound  to  sell  it,  and  if  the  buyer  is  not  pressed  and  is  free  to  take  his  time,  probably 
he  can  have  more  to  say  in  the  price  of  my  property  than  I  can.  But  there  is  this 
about  the  Liverpool  cotton  market:  I  have  .known  again  and  again  in  the  past  year 
or  two,  on  our  cotton  exchange,  when  Liverpool  reported  cotton  firm  and  stromr  and 
higher,  the  very  next  morning  New  York  would  come  in  with  a  decline  of  10,  16. 
or  20  points,  and  knock  it  all  out,  and,  of  course,  as  the  United  States  has  the  cotton  ana 
Liveipool  wants  to  buy  it,  if  we  are  willing  to  sell  it  to  her  for  less  than  she  ia  willing 
to  pay,  she  is  not  going  to  hold  it  up.  After  Liverpool  had  shown  a  disposition  to 
give  an  advance.  New  York  knocked  it  all  out;  and  it  has  been  done  when  New  York 
was  oversold  on  futures  and  was  unwilling  to  have  cotton  advance.  It  would  have 
cost  her  too  much.  Thus  futures  overturned  the  law  of  supply  and  demand,  and 
New  York  controls. 

One  more  sentence,  Mr.  Chairman,  from  this  witness,  and  we  will 
pass  on.     Page  68  he  says: 

The  whole  object  of  this  future  system  is  for  the  benefit  of  the  man  who  controls  it. 
That  is  the  only  reason  why  it  exists,  and  it  has  proven  a  benefit  to  them  of  countless 
millions,  which  have  been  drawn  from  the  proaucers  of  this  country  unjustly,  and, 
I  might  say,  dishonestly. 

Mr.  Chairman,  I  would  call  jour  attention  to  pa^e  9  of  the  report 
from  which  I  have  been  reading  and  to  an  introductorjr  statement 
by  the  commission  on  these  heanngs  printed  with  the  evidence.  The 
report  says: 

But  it  is  also  shown  very  conclusively  that  the  actual  deliveries  as  they  are  claimed 
to  be  are  in  fact  fictitious.  It  is  shown  that  a  certain  number  of  bales  are  classed, 
weighed,  and  certificated,  and  deposited  in  the  warehouse.  Each  certificate  is  for 
100  Dales  and  is  a  legal  tender  for  delivery  under  one  of  these  contracts.  It  is  nego- 
tiable and  passes  around  from  hand  to  hand  as  other  negotiable  paper.  It  is  tendered 
and  accepted  on  an  average  at  least  thirty  times  before  it  rests.  In  this  way,  it  is 
claimed,  3,000  bales  are  delivered  through  one  certificate;  yet  in  all  these  various  trans- 
actions not  a  bale  of  cotton  is  seen  or  actually  passes  from  one  man  to  another. 

Now,  Mr.  Chairman,  passing  from  these  witnesses  that  appeared 
before  that  commission  and  their  testimony,  in  which  I  think  they 
have  thrown  some  light  upon  some  transactions  of  the  exchange,  and 
without  recapitulating,  we  will  go  on. 

Mr.  Haugen.  Are. we  to  understand  now  that  the  fluctuation  of 

J)rices  is  wholly  due  to  the  boards  of  trade  and  to  speculation  in 
utures? 

Mr.  Brooks.  Not  wholly. 

Mr.  Haugen.  Largely  so? 

Mr.  Brooks.  Largely  so. 

Mr.  Haugen.  How  does  the  gentleman  account  for  the  fact  that 
the  prices  of  cattle,  for  instance,  will  fluctuate  in  a  single  day,  say,  50 
cents  a  hundred,  which  is  more  than  the  number  of  points  of  fluctua- 
tion of  cotton  referred  to.  Seventy-five  cents  a  hundred  on  a  steer 
would  amount  to  $12  or  $15  a  head.  The  fluctuation  would  seem  to 
be  quite  as  great  in  cattle  as  in  cotton. 
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Mr.  Brooks.  Do  vou  suppose  that  an  exchange  on  cattle  would 
prevent  them  from  fluctuating? 

Mr.  Haugen.  What? 

Mr.  Brooks.  Would  an  exchange  on  cattle  prevent  those  fluctua- 
tions in  the  price  of  cattle? 

Mr.  Haugen.  No. 

Mr.  Brooks.  If  they  do  not  prevent  fluctuations,  but  aggravate 
them,  where  is  the  good  of  them  ? 

Mr.  Haugen.  I  understood  you  to  say  that  the  fluctuations  were 
due  to  speculation. 

Mr.  Brooks.  There  was  fluctuation  before  there  was  an  exchange,' 
and  there  would  be  some  changes  in  values  after  the  future-deahng^ 
features  of  the  exchange  were  abolished;  but  they  aggravate  the 
fluctuations  and  cause  this  continuous  tremor  m  the  prices  for  the 
purpose  of  keeping  people  investing  in  futures  and  handling  the  im- 
mense amount  of  business  through  the  exchange,  for  which  they  get 
an  advantage  in  the  rise  and  fall  by  understanding  what  is  going  to 
be  done,  and  getting  the  commissions. 

Mt.  Haugen.  Does  the  gentleman  claim  that  if  the  exchanges  were 
abolished  it  would  stop  fluctuation? 

Mr.  Brooks.  It  would  not,  because  prices  naturally  go  up  or  down: 
but  the  fluctuations  would  then  be  based  on  the  law  of  siipply  and 
demand,  against  which  no  man  has  a  right  to  complain.  These  are 
abnormal  fluctuations  of  the  exchange,  and  we  are  opposed  to  them. 

Mr.  Haugen.  Is  it  possible  for  a  number  of  men  with  capital  to 
manipulate  prices  by  combinations  and  monopolies?  For  instance, 
at  the  present  time  it  is  very  well  understood  tnat  there  is  an  under- 
standing between  the  packers  in  Chicago  and  other  places  that  the  . 
railroad  companies  shall  not  furnish  cars  to  the  shippers,  and  as  a 
consequence  the  cattle  on  the  farms  and  in  the  yards  can  not  get  cars, 
thus  enabling  the  packers  to  put  prices  up,  as  has  been  done. 

Mr.  Brooks.  It  takes  more  capital  to  cause  a  fluctuation  in  price 
by  investing  in  the  entire  value  oi  your  product  than  it  does  to  affect 
the  price  of  it  by  future  dealings,  but  where  persons  have  absolute 
control  of  tbe  commodity,  perhaps  they  can  raise  or  lower  the  price 
as  much  as  the  exchange  can  on  an  article  that  it  does  not  own. 

Mr.  Beall.  The  gentleman  has  just  said  that  the  fluctuation  of  the 
cattle  market  is  due  to  some  artificial  cause;  that  it  is  not  caused  by 
the  law  of  supply  and  demand. 

Mr.  Brooks.  The  cause  of  the  fluctuation  to  which  tlie  gentleman 
referred  would  come  under  a  different  head. 

Mr.  Beall.  It  is  an  unnatural  one? 

Mr.  Brooks.  Yes. 

Mr.  Haugen.  It  makes  no  difference  whether  it  is  a  trust  or  a  board 
of  trade;  the  board  of  trade  itself  is  a  trust,  so  far  as  controlling  the 
price  is  concerned. 

Mr.  Brooks.  If  we  demonstrate  or  prove  or  satisfy  your  minds 
that  the  exchanges  do  affect  prices,  that  is  what  we  are  trying  to 
prove,  and  we  are  repeating  testimony  here  to  that  effect  given  by 
men  who  have  a  chance  to  know;  and  t^s  to  whether  some  other 
influence  or  trust  affects  the  price  of  some  other  commodity  or  not 
woidd  come  under  a  different  discussion. 

It  is  hardly  necessary,  I  suppose,  for  me  to  go  into  an  extended  dis*- 
cussion,  but  I  will  call  attention  to  one  feature  of  the  methods  of  the 
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exchange,  to  illustrate  how  the  exchanges  handle  cotton.  I  will  state 
^some  statistics  of  repoi  ts  of  cotton  at  the  leading  ports,  where  these 
exchanges  are  located.  Take  the  year  1907.  During  this  year  New 
York  received  23,108  bales,  and  had  on  hand  at  the  end  of  the  season 
169,975  bales.  The  receipts  for  the  three  preceding  years  were  in  the 
^gregate  less  than  65,000  bales.  During  this  same  year  New  Orleans 
received  2,296,971  bales,  and  had  on  hand  at  the  end  of  the  season, 
:3l,964  bales.  During  this  year  Galveston  received  3,891,695  bales, 
JiOnd  had  on  hand  at  the  end  of  the  season,  30,820  bales.  This  shows 
•that  at  New  York  they  had  a  great  deal  more  on  hand  at  the  end  of 
the  season  than  they  had  received  during  the  year,  and  it  has  been 
-Cnarged  without  successful  refutation,  time  and  again,  by  those  who 
eare  in  a  position  to  know,  that  a  great  deal  of  this  cotton  is  absolutely 
unspinnable,  it  is  of  grades  that  no  manufacturer  could  use,  and  even 
were  some  of  it  other  grades,  that  they  could  use,  the  seller,  in  order 
to  keep  from  delivering  cotton,  could  tender  other  grades  above  or 
below  those  reguired  by  the  manufacturer  who  had  bought  for  future 
delivery,  thereoy  ruining  New  York  as  a  spot-cotton  market. 

In  order  to  keep  from  delivering  cotton  they  have  to  adopt  this 
plan,  because  if  they  had  to  deliver  every  time  according  to  contract 
it  would  have  to  be  a  spot  market;  and  as  they  can  not  make  it  a 
^ot  market  in  competition  with  other  points  and  ports,  these  rules 
are  adopted  of  delivering  cotton  that  is  not  wanted.  If  I  should 
iftdvertise  that  I  had  20,000  bushels  of  peas  to  sell  at  80  cents  a 
bushel  when  peas  were  $1  a  bushel,  I  would  doubtless  get  the  orders; 
but  if  the  rules  allowed  me,  when  I  went  to  deliver,  to  deliver  rotten 
peas,  I  would  soon  cease  to  be  patronized;  and  that  is  the  way  the 
•cotton-exchange  business  is  run  now.  The  rules  of  the  cotton  ex- 
-change  of  New  York  allow  that  sort  of  thing.  I  am  not  discussing 
this  from  the  standpoint  of  the  consumers  or  manufacturers  or 
farmers,  but  from  the  standpoint  of  all,  and  those  who  are  in  the 
jwanufacturing  business,  some  of  them,  have  expressed  themselves 
just  as  firmly  on  the  side  that  it  is  not  necessary  for  their  business 
:AS  any  farmer  could.  Even  Mr.  McCoU,  ex-president  of  the  New 
England  Manufacturers'  Association,  testified  before  this  committee 
y^f  the  previous  Congress  that  thousands  and  thousands  of  spinners 
Jid  not  hedge  at  all.  I  heard  Mr.  Coats,  who  controls  6,000,000 
spindles,  before  the  International  Congress  of  Spinners  and  Cotton 
■Growers,  in  October,  1907,  say  that  97  per  cent  of  it  wiis  evil,  and 
4;hat  if  that  could  not  be  eliminated  you  had  better  destroy  the  whole. 
As  a  rule,  it  is  claimed  that  investors  in  futures  are  from  the  cotton 
belt.  This  throws  the  manipulatois  of  the  exchanges  on  the  bear 
:side  as  a  natural  consequence,  so  that  the  professionals  must  load 
<Iown  the  market  until  the  bulls  are  frozen  out  and  the  margins  are 
captured. 

Then  the  professionals  are  bulls  and  take  in  the  sale  as  fast  as 
offered  till  the  boom  is  over,  and  get  the  advantage  of  the  rise,  but 
take  care  to  stop  before  it  gets  to  the  top  and  unload  again.  The 
•exporter  who  is  using  the  exchange  to  cover  his  sales,  who  hedges  as 
:a  so-called  protection,  may  hold  his  futures  till  after  delivery  of 
•cotton,  if  the  price  of  futures  and  spots  are  going  up;  but  if  the  price 
of  both  spots  and  futures  are  on  the  decline,  he  may  sell  his  futures 
before  the  spot  cotton  is  delivered  which  he  has  contracted  to  deliver 
to  the  spinner. 
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Now,  Mr.  Chairman,  let  us  consider  again  the  point  of  the  influence 
of  futures  on  spots.  In  the  first  place,  if  futures  do  not  affect  spots 
they  are  useless,  and  if  futures  do  affect  spots  they  are  a  nuisance. 
The  trouble  is  that  no  one  can  be  helped  in  the  influence  that  futures 
may  have  upon  prices  without  a  corresponding  injury  to  another 
person,  and  vice  versa.  The  fact  that  futures  do  affect  spots  is 
brought  out  so  clearly  and  absolutely  conclusive  by  the  report  of  Mr. 
Herbert  Knox  Smith,  Commissioner  of  the  Bureau  of  Corporations, 
in  his  investigations  of  the  exchanges,  we  think  this  can  not  be  dis- 
puted. Numerous  charts  are  given  in  his  report  bearing  upon  tliis 
point,  and  invariably  they  demonstrate  that  spot  prices  follow  future 
quotations.  By  referring  to  diagram  on  page  39  of  his  report,  as  an 
example,  we  see  this  demonstrated. 

If  spotprices  follow  future  prices  up  and  down,  that  surely  is  evi- 
dence sufficient  that  futures  do  affect  spot  prices,  and  this  then  shows 
absolutely  conclusive  that  the  producer  and  the  consumer  are  de- 
pendent for  the  price  they  get,  or  the  price  they  pay  upon  the  ex- 
changes, who  handle  but  very  little  cotton  comparatively,  but  hun- 
dreds of  millions  of  dollars*  worth  of  fictitious  sales  made  for  no  other 
fmrpose  than  to  rake  in  the  margins  placed  by  investors  on  cotton 
utures.  Why  should  the  actual  value,  the  commercial  value,  of  a 
commoditv  that  is  an  absolute  necessity  to  more  people  than  any 
other  product  grown  from  the  soil  be  dependent  upon  such  uncertain, 
unreliable,  and  unsteady  source  of  influence? 

Mr.  Chairman,  the  cotton  States  have  to  a  great  extent  legislated 
to  the  full  extent  that  they  had  the  power  to  do  so  against  future 
dealings.  Bucket  shops  have  been  legislated  out  of  nearly  all  the 
cotton  States,  and  we  were  told  that  numerous  calamities  would  fol- 
low in  case  that  was  done,  and  I  have  a  compilation  here  that  I  will 
hand  in,  and  will  not  take  the  time  to  read  it,  of  the  daily  spot  prices 
in  Galveston  and  New  Orleans.  There  have  been  no  laws  passed 
against  future  dealings,  as  I  understand,  in  Louisiana,  while  there 
have  been  such  laws  passed  in  Texas.  These  are  two  neighboring 
ports  with  identically  the  same  conditions  surrounding  them,  and 
there  is  very  seldom  an  exception  to  the  rule  that  the  prices  since  the 

Sissage  of  that  law  are  higner  in  Galveston  than  they  are  in  New 
rleans. 

(The  lists  referred  to  are  here  printed  in  the  record  in  full,  as 
follows :) 

New  Orleans  Cotton  Exchange  Market. 


Date. 


New 
Oiicans. 


Galveston. 


1900. 

February  20 

February  27 ' 

March  2 

Mareh  6 , 

March  12 I 

March  20 

March  27 

AprU2 

April  12 : 

April  17 I 

April  24 I 

Mayl ' 

Maya ; 

a  Holiday. 
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Januarys.., 
January  16. 
January  17.. 
January  22. 


Mayl 

May  2 

May  4 

May  6 

Mays 

May? 

MayO 

May  14 

August  12. 
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New  Orleans  Cotton  Exchange  Market — Continued. 


Date. 


New 
Orleans. 


1910. 


1909. 


Qalveston. 


151 
15 
15 
15 


lOf 

10 

10 

10 

10 

10 

10 

12jk 


By  the  way,  it  is  not  often  that  the  exchange  advocates  are  op- 
posed to  the  abolition  of  bucket  shops.  The  fellow  who  wants  to 
patronize  the  bucket-shop  man  goes  there,  and  he  and  the  bucket- 
shop  man  have  it  up  and  down  on  the  fluctuation  of  the  prices, 
between  themselves,  but  that  does  not  influence  the  market.  He 
keeps  the  money  from  going  to  the  exchange,  and  when  the  man 
that  wants  to  gamble  must  go  to  the  exchange  it  throws  that  cus- 
tom to  the  exchange  to  have  the  bucket  shop  knocked  out. 

The  question  is  sometimes  raised,  as  it  was  raised  a  while  ago  about 
stock,  that  perishable  products  like  truck-farm  products  fluctuate 
very  much,  and  therefore  the  fact  that  cotton  fluctuates  is  no  sign 
that  exchanges  have  anything  to  do  with  it.  There  is  a  great  deal 
of  diflference  between  the  fluctuation  of  a  very  perishable  product 
like  vegetables,  peas,  cabbage,  and  things  like  that,  which  have  to 
be  marketed  during  a  certain  season  and  used  then  or  not  at  all, 
and  the  fluctuations  that  should  occur,  under  a  natural  operation  of 
the  law  of  supply  and  demand,  in  a  product  like  cotton.  For  instance, 
cotton  is  used  by  more  people,  more  different  individuals  of  the  hu- 
man race,  than  any  other  one  product,  perhaps.  The  whole  world 
is  a  customer  to  the  cotton  raiser,  and  the  product  is  nonperishable 
in  quality;  it  can  be  kept  for  ten  years  without  material  deterioration, 
and  it  will  stand  more  rough  handling  than  almost  any  other  farm 
product,  and  it  should  be  more  stable  in  value  than  any  of  the  other 
products  of  the  soil,  and  for  that  reason  there  is  no  comparison  be- 
tween what  ought  to  occur  in  the  natural  market  in  the  way  of 
fluctuations  of  cotton  and  of  vegetables. 

Mr.  Chairman,  under  the  shadow  of  these  exchanges  and  their 
methods  there  has  grown  up  a  condition  in  the  South,  both  in  the 
tobacco  and  in  the  cotton  belts,  that  is  very  unfortunte  to  the  farmer. 
Competition  among  buyers  is  practically  eliminated.  The  territory 
is  divided  between  the  large  cotton  handlers,  and  there  are  more  or 
less  well-defined  limits  beyond  which  buyers  are  not  to  go.  For 
instance,  you  may  go  to  Memphis  and  want  a  certain  buyer  to  go  out 
to  A  certain  warehouse  in  Mississippi  and  buy  a  certain  lot  of  cotton, 
and  he  will  tell  you  that  that  is  not  ms  territory,  but  that  Mr.  So-and-so 
will  accommodate  you.  There  is  no  law  by  which  any  man  is  pre- 
vented from  going  anywhere  he  pleases  and  buying  any  quantity 
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of  cotton  he  pleases,  but  there  has  grown  up  this  tacit  understanding 
between  the  Ijuyers,  and  it  is  in  vogue  in  the  South,  and  the  com- 
petition that  is  supposed  to  be  encouraged,  according  to  the  arguments 
of  the  gentlemen  on  the  other  side,  is  simpler  a  nonentity.  There  is 
nothing  to  it.  We  know  for  a  fact,  having  lived  and  grown  up  in  the 
cotton  belt,  that  the  territory  is  divided,  and  that  competition 
among  local  buyers  is  a  farce.  Sometimes  we  have  in  one  town  two 
or  three  buyers,  if  there  is  a  considerable  amount  of  cotton  sold  there, 
and  often  two  or  three  of  these  buyers  will  be  representing  the  same 
man,  and  they  go  and  buy  against  each  other  just  for  the  sake  of  the 
eflFect  on  the  mind  of  the  farmer. 

Mi\  Chairmfiin,  you  wiD  be  asked  to  beUeve,  perhaps,  or  thev  will 
attempt  to  impress  upon  you,  that  these  local  buyers  and  these  heavy 
cotton  merchants  are  the  ones  that  offer  a  market  for  the  farmer; 
that  without  them  there  would  be  no  market  and  that  the  farmer 
would  be  absolutely  helpless;  that  there  would  be  no  one  to  whom  he 
could  sell  if  it  was  not  for  them.  It  does  not  matter  how  important 
they  are;  it  is  not  a  question  of  our  having  him  for  a  buj^er;  we  have 
no  animosity  whatever  to  the  buyer.  When  Edison  mvented  the 
electric  light  he  was  not  mad  at  the  manufacturers  of  candles  or  gas 
or  the  producers  of  coal  oil ;  he  simply  added  another  method  of  doing 
the  same  thing  more  economically  and  satisfactorily.  And  in  this 
case,  if  this  bifl  should  become  a  law,  and  someone  is  actually  eUmi- 
nated  frora  the  business  in  which  he  is  engaged,  that  is  merely  an 
incident  with  which  we  are  not  concerned.  The  man  who  invented 
the  steam  engine  put  the  manufacturer  of  the  stage  coach  out  of 
business,  not  because  he  was  mad  at  him  but  because  the  evolution 
of  business  simply  brought  that  about.  ^V^e  want  to  say  that  the 
local  buyer  does  not  furnish  a  market  for  the  cotton  farmer;  the 
wholesale  heavy  cotton  merchant  and  exporter  does  not  furnish  a 
market;  the  spinner  does  not  furnish  a  market;  the  jobber  that  buys 
from  the  spinner  does  not  furnish  a  market;  the  wholesale  men  that 
buy  from  the  jobbers  do  not  furnish  a  market;  the  merchants  of  the 
world  do  not  furnish  the  market.  Then  who  does?  There  is  but 
one  answer,  the  1,500,000,000  citizens  of  this  earth  who  consume 
cotton  goods  furnish  all  the  market  that  there  is  to  it,  and  they  will 
continue  to  wear  cotton  goods  and  buy  cotton  goods  regardless  of 
whether  anybody  deals  in  futures  or  not,  and  that  market  will  be 
constant  as  long  as  the  human  race  wants  that  article. 

Every  man  is  a  consumer,  and  he  only  furnishes  a  market  to  the 
prodocer  to  the  extent  that  he  consumes  what  the  producer  makes. 
His  occupation  does  not  furnish  the  market;  it  is  the  consumption  of 
the  article  that  furnishes  it.  But  there  will  be  just  as  much  deipand, 
whether  you  pass  this  law  or  do  not,  upon  the  part  of  the  consumers 
for  the  finished  products  as  there  has  oeen,  and  if  they  go  and  buy 
from  the  retail  merchant,  the  retail  merchant  will  send  his  orders  to 
the  wholesaler  and  the  wholesaler  to  the  jobber  and  the  jobber  to  the 
mills,  and  the  mills  are  there  with  their  property  invested  and  the 
hands  employed,  and  they  are  not  going  to  sit  down  and  quit  business 
because  somebody  can  not  gamble  on  prices;  they  are  going  to  go  to 
the  sources  of  supply  and  get  their  cotton,  and  the  farmers  are  willing 
to  take  the  consequences  of  your  prohibiting  gambling  in  prices;  we 
are  willing  to  take  the  consequences.  We  are  willing  to  risk  the 
results,  and  we  want  it.     There  are  29  States  now  organized,  and  there 
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never  has  been,  so  far  as  I  have  heard,  one  single  dissentino;  voice 
raised  ag^ainst  tne  demand  for  this  legislation. 

Mr.  Cliairman,  we  have  no  doubt  but  that  the  gentlemen  who  are 
engaged  in  this  future-dealing  business  are  not  different  from  the 
rest  of  us  by  nature.  No  doubt  they  are  conscientious  in  their  views 
of  business.  We  have  no  abuse  for  anybodv.  People  are  the 
creatures  of  circumstances  and  environment.  6ut  the  fact  that  a 
man  believes  his  business  is  necessary  and  legitimate  does  not  decide 
the  question.  The  feudal  baron  thought  he  was  necessary  to  his 
people.  He  was  conscientious  in  it,  perhaps,  although  he  might 
collect  80  per  cent  of  the  fruits  of  toil  and  squander  it  on  his  army 
that  he  might  hold  liis  swa}".  Nevertheless,  there  came  a  time 
when  some  one  hinted  that  it  would  be  best  for  the  human  race  to 
dethrone  power  from  the  castle  on  the  hill  and  place  sovereignty 
by  the  fireside  of  the  cabin  in  the  valley.  Those  men  who  adv-ocated 
this  change  were  considered  political  traitors;  they  were  heretics  in 
political  economy;  but  it  was  done.  And  this  nation  is  a  flagrant 
example  of  the  result.  But  for  that  change  there  would  be  no 
American  Republic.  Even  the  slaveowner  was  conscientious  in 
thinking  that  nis  institution  was  all  right,  and  he  proved  his  loyalty 
to  his  faith  when  the  test  came;  but  slavery  is  gone.  Once  upon  a 
time  there  were  those  who  manufactured  gods  and  shrines  in  the 
city  of  Ephesus  and  furnished  them  for  a  price  for  the  people  to 
worship,  and  thev  had  built  one  particularly  magnificent  temple 
and  within  that  the}^  had  placed  the  Goddess  Diana.  But  one  aay 
there  came  a  man  to  Ephesus  preachhig  the  gospel  of  a  God  not  made 
with  hands,  and  he  began  to  get  converts,  ana  the  makers  of  those 
gods  and  shrines  became  jealous  because  of  the  job  that  was  in 
danger  of  being  taken  away  from  them,  and  the  devotees  of  the 
goddess  had  mobs  go  up  and  down  the  streets  of  Ephesus  crj'ing  out 
''Great  is  Diana  of  the  Ephesians!^'  But  the  change  came.  We 
are  asking  for  a  law.  We  are  asking  for  the  abolition  of  a  certain 
business  carried  on  at  certain  places.  We  are  sincere  in  it.  We 
hope  that  nothing  but  the  purest  patriotism  and  principle  actuates 
us  in  coming  here.  It  is  so  arranged  hi  the  immutable  infinite  that 
when  a  man  works  for  principle,  he  w^orks  for  mankind:  he  can  not 
help  it.  We  believe  there  is  a  principle  involved  in  this,  and  that 
the  men  who  work  for  it  are  working  for  the  American  people;  and 
without  holding  you  longer,  and  thanking  you  very  kindly,  I  will 
now,  if  you  want  to  ask  questions,  open  tne  question  box. 

The  Chairman.  The  time  has  come  for  the  committee  to  take  a 
recess,  and  I  believe  I  will  ask  the  members  who  might  wish  to 
question  Mr.  Brooks  to  withhold  their  examination  until  after  the 
adjournment. 

(At  12.45  o'clock  p.  m.,  the  committee  took  a  recess  until  2  o'clock 
p.  m.) 

AFTER   RECESS. 

At  the  expiration  of  the  recess  the  committee  resumed  its  session, 
Hon.  Charles  F.  Scott  in  the  chair. 

The  Chairman.  At  the  morning  session  Mr.  Brooks  finished  his 
statement  in  chief,  but  the  committee  adjourned  before  any  questions 
were  asked  him.     Mr.  Brooks  will  remain  here,  I  understand,  and  will 
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be  glad  to  submit  to  any  questions  at  a  latef  hour.     But  for  the^ 
present  he  has  yielded  to  Mr.  I^wis  W.  Parker,  of  Greenville,  S.  C.^ 
who  would  Hke  to  be  heard  now  for  the  reason  that  he  is  obliged  to^ 
leave  town  this  afternoon. 

TESTIMONY  OF  MB.  LEWIS  W.  PAKKEE,  OF  GEEEHVILLE,  S.  C. 

(Mr.  Parker  was  duly  sworn  by  the  chainnan.) 

The  Chairman.  Mr.  Parker,  will  you  state  your  full  name,  resi- 
dence,  and  business,  and  then  proceed  with  whatever  statement  you 
wish  to  make"? 

Mr.  Parker.  My  name  is  Lewis  W.  Parker.  My  address  is  Green- 
ville, S.  C.     My  busine^ss  is  cotton  manufacturing. 

Mr.  Chairman,  I  understand  that  this  morning  a  rule  or  suggestion 
was  made  that  you  would  not  internipt  the  speaker.  I  wish  to  say 
that  I  really  would  prefer  interruptions  if  any  member  of  the  com- 
mittee desires  to  ask  questions  in  tae  progress  of  what  I  shall  say.  It 
will  not  disconcert  me  a  particle.  And  if  my  friends  of  the  cotton 
exchanges — whose  position  I  may  somewhat  combat — desire  the  same 
privilege  in  the  midst  of  my  remarks  I  have  no  objection,  if  it  meet* 
with  the  approval  of  the  chair. 

The  Chafrman.  Such  an  arrangement  will  be  entirely  satis- 
factory  to  the  committee,  I  am  sure.  I  think,  perhaps,  in  the  interest 
of  orderly  procedure,  it  might  be  better  for  the  members  of  the  com- 
mittee to  examine  the  witness  until  they  have  asked  all  the  questions 
they  desire  to;  and  then  any  other  gentlemen  who  desire  to  question 
him  will  be  given  that  privilege. 

Mr.  Lever.  Mr.  Chairman,  before  Mr.  Parker  begins  his  statement 
I  should  hke  him  to  introduce  himself  a  little  more  fully  to  the 
committee.  In  order  to  have  that  done  I  will  ask  him  what  mills  he 
is  connected  with,  and  the  spindles  represented,  and  if  he  holds  any 
official  position  with  reference  to  the  cotton  manufacturing  busines?* 
of  the  South? 

Mr.  Parker.  I  am  the  managing  officer — president  and  treasurer, 
one  or  both — of  8  mills,  viz,  the  Olympia  cotton  mills,  Columbia. 
S.  C;  the  Granby  cotton  mills,  Columbia,  S.  C.  •  the  Richland 
cotton  miUs,  Colimibia,  S.  C. ;  the  Capital  City  mills,  Columbia,  S.  C. ; 
the  Monoghan  mills,  Greenville,  S.  C. ;  the  Victor  Manufacturing 
Company,  Greers,  S.  C;  the  Apalachee  mills,  Arhngton,  S.  C.  •  and 
the  Beaver  Dam  mills,  Edgefield,  S.  C.  Those  are  eight  mills  of 
which,  as  I  say,  I  am  either  president  or  treasurer,  or  both ;  and  I  am 
director  in  quite  a  number  of  others.  I  am  at  this  time  president  of 
the  American  Cotton  Manufacturers*  Association.  Personally  I 
represent  and  control  about  350,000  spindles. 

The  Chairman.  How  long  have  you  been  in  the  cotton  manufactur- 
ing business? 

Mr.  Parker.  I  have  been  in  the  cotton  manufacturing  business 
thirteen  years.  I  am  a  reformed  lawyer,  sir.  [Laughter.]  I  am  by 
profession  a  lawyer,  but  I  have  seen  the  error  of  my  ways. 

Mr.  Lever.  Is  there  any  other  man  in  the  South  who  controls  as 
many  spindles  as  you  do  ? 

Mr.  Parker.  No,  sir;  I  think  I  control  more  spindles  in  the  South 
than  any  other  person.  I  Avish  to  have  it  understood,  though,  that 
I  do  not  appear  in  my  capacity  as  president  of  the  American  Cotton 


Digitized  by  VjOOQ IC 


24  PREVENTION   OF  DEALING  IN   FUTURES. 

Manufacturers'  Association.  Wliile  I  believe  that  what  I  will  say- 
will  meet  wdth  the  approval  of  a  large  proportion  of  the  members  of 
the  association,  I  have  no  authority  as  president  to  appear  before 
you.  I  am  here  in  my  individual  capacity  as  a  citizen  and  as  a 
manufacturer. 

I  wish  also  to  make  it  clear  that  1  have  no  fight  against  exchanges. 
I  believe  that  a  cotton  exchange  (like  exchanges  in  other  characters 
of  produce)  legitimately  and  fairly  conducted,  with  rules  which  make 
the  future  contracts  responsive  to  the  stock  conditions,  can  be  of 
service  at  times  not  only  to  the  producer  but  to  the  manufacturer. 
I  do  believe  that  with  the  exchanges  of  this  country  conducted  as 
they  are  to-day,  they  are  a  positive  menace  and  a  curse  to  both  the 
manufacturer  and  the  producer.  And  feeling  that  wa}r,  I  have 
responded  to  the  suggestion  or  invitation  of  Representative  Lever 
(who  is  the  Representative,  not  of  my  home  district,  but  of  the  district 
in  which  some  of  my  mills  are)  to  appear  here. 

I  might  introduce  what  I  have  to  say  by  reading  part  of  the  report 
made  by  a  committee  of  the  American  Cotton  Manufacturers'  Asso- 
ciation at  its  May  meeting,  1908,  when  we  took  up  this  question  (as 
we  had  in  previous  meetings)  of  the  cotton  exchanges,  and  their 
effect  upon  us  as  manufacturers.  I  can  not  emphasize  too  greatly  to 
the  committee  the  very  serious  effect  that  the  exchange  has  had  in 
times  past,  and  is  havmg  to-day,  upon  the  manufacturers.  We  are 
left  in  a  condition  where  we  are  *' damned  if  we  do  and  damned  if  we 
don't.''  The  effect  of  the  exchanges  upon  the  product  in  which  I  am 
interested — cotton — is  such  that  it  is  simply  impossible  for  a  manu- 
facturer with  any  assurance  whatever  to  know  trie  price  at  which  he 
is  going  to  buy  ms  raw  material. 

To  iflustrate  to  you,  take  the  conditions  of  the  last  month:  Within 
the  last  thirty  days  cotton  futures  were  quoted  on  the  New  York 
Cotton  Exchange  at  approximately  16^  cents,  that  representing 
about  the  high-water  mark.  Those  same  contracts  during  that 
month  have  fallen  slightly  over  3  cents  a  pound,  or  about  3 J 
cents,  I  believe,  as  the  minimum.  During  that  period  the  price  of 
spots  has  remained  practically  unchanged.  The  producer  who  was 
able  to  hold  his  spots  has  held  on  to  them,  unwilling  to  sacrifice 
them,  not  recognizing  the  extreme  reduction  in  price,  and  has  not 
been  able,  therefore,  to  get  the  price  at  which  he  was  holding  them. 
He  is  now  about  able  to  get  the  price  at  which  he  has  been  nolding 
them.  Cotton  futures  fluctuate,  as  I  have  said,  very  greatly.  At 
the  time  that  the  contracts  were  selling  in  New  York  at  approxi- 
mately l^i  cents,  spot  cotton  in  the  South  was  not  selUng  at  over 
15  to  15J  cents. 

The  Chairman.  Wliat  would  be  a  legitimate  difference? 

Mr.  Parker.  Of  course  it  all  depends  upon  the  cost  of  transporta- 
tion. The  legitimate  difference  between  South  Carolina  ancl  New 
York  cotton  should  be  about  75  points.  In  other  words,  I  should 
legitimately  expect  to  buy  spot  cotton  in  the  South,  middling  grade, 
at  about  75  points  under  the  quotation  in  New  York.  As  a  matter 
of  fact,  during  the  last  three  years,  the  price  has  ranged  from  a  con- 
dition in  which  at  times  futures  would  be  2^  cents  under  spots  to  a 
point  where  they  were  IJ  cents  over  spots.  There  has  been  no 
response  of  one  to  the  other,  and  ihevh  can  not  be  under  my  view  of 
the  cotton  exchange  rules,  particularly  in  New  York.     I  wish  to  say 
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here  that  while  I  shall  use  New  York  in  my  discussion  as  an  illustra- 
tion, and  I  tliink  an  extreme  illustration,  of  the  disadvantage  (and 
I  may  almost  use  the  word  '* curse '*)  of  a  cotton  exchange,  at  the 
same  time  the  same  complaint  in  a  lesser  degree  applies  to  New 
Orleans.     But  it  applies  in  an  exaggerated  degree  to  New  York. 

Mr.  Burleson.  Mr.  Chairman,  may  I  ask  Mr.  Parker  a  question? 

The  Chairman.  Certainly. 

Mr.  Burleson.  If  future  contracts  can  depreciate  the  price  of 
cotton  $15  a  bale,  or  3  cents  a  poimd,  and  the  nolder  of  the  spots  in 
the  South  will  not  '^turn  loose,"  why  do  not  the  manufacturers  go 
to  the  New  York  Cotton  Exchange  and  buy  contracts  and  demand 
the  delivery  of  the  cotton? 

Mr.  Parker.  I  am  coming  to  that  in  a  few  moments,  Mr.  Burleson. 
If  you  will  allow  me  to  keep  that  in  mind,  I  expect  to  come  to  that. 

To  return,  therefore,  to  the  line  of  argument  I  was  on:  There 
has  been  this  extreme  fluctuation.  What  has  been  the  effect  upon 
the  producer?  As  I  have  said,  during  this  period  he  has  been  unable 
to  sell  his  own  product,  because  the  manufacturer  was  able  to  buy 
elsewhere  cheaper.     Now,  why? 

When  cotton  futures,  through  the  influence  of  speculation,  were 
forced  to  the  extreme  price  of  16 J  cents — a  price  above  that  which 
the  spot  cotton  could  be  sold  at — such  spot  cotton  as  was  sold  was 
bought  by  the  intermediate  man,  who,  as  we  say,  ** hedged"  the  sale. 
That  is,  ne  bought  the  spot  cotton,  we  will  say,  at  15  cents,  and  sold 
futures  against  it  at  16^  cents.  In  other  words,  he  bought  his  spot 
cotton  in  the  South  at  from  a  cent  and  a  quarter  to  a  cent  and  a  half 
under  futures.  There  is  a  condition  where  futures  have  run  away  from 
the  market,  or  gone  above  the  market. 

A  large  quantity  of  cotton  was  bought  during  December  by  the 
intermediate  man  under  those  conditions  at  about  a  cent,  we  will  say, 
under  the  price  of  futures.  A  break  occurs;  it  goes  down  3  cents  a 
pound  on  rutures.  What  does  the  spot  man  do  who  has  bought  his 
cotton  in  the  intermediate  condition?  After  having  bought  his  spot 
cotton  a  cent  under  futures  he  advances  his  spot  cotton,  and  demands 
a  cent  on  futures.  The  result  is  that  during  the  last  month  the  pro- 
ducer himself  has  not  been  able  to  market  his  crop,  or  such  portions 
as  he  has  had  left  in  his  hands,  because  the  intermediate  man,  using 
the  exchange  as  a  hedge,  has  been  able  to  undersell  him,  and  under- 
sell him  at  the  same  time  to  a  very  great  profit  to  the  intermediate 
man. 

To  illustrate :  If  the  intermediate  man  bought  spot  cotton  a  month 
ago  or  three  weeks  ago  at  a  cent  and  a  half  under  futures,  and  then  had 
a  decline  of  3  cents,  ne  was  at  an  advantage  of  3  cents  a  pound  in  his 
hedge  on  the  futures.  In  other  words,  he  had  a  profit  on  his  futures 
of  3  cents.  The  spot  man  in  the  South,  the  producer,  stood  pat  for 
his  15  cents.  He  said:  ** I  won't  sell  my  cotton  at  less  than  15  cents.'* 
The  intermediate  man  says  to  himself,  therefore,  ''All  I  have  got  to 
do  is  to  so  fix  it  that  I  can  sell  my  cotton  which  I  have  previously 
bought  and  hedged  at  1  cent  on  futures,  and  undersell  the  spot  pro- 
ducer about  a  quarter  of  a  cent.''  Therefore,  if  futures  had  aeclined, 
we  will  say,  to  13^  cents,  he  will  ask  me  100  points  on  futures,  and  I 
will  have  to  pay  him  14i  cents  for  the  spot  cotton  he  has  bought  as 
against  the  farmer  who  is  holding  for  15  cents.  Very  naturally  under 
tnose  conditions  I  have  been  buying  from  the  intermediate  man.     I 
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have  been  buying  what  is  called  *^  hedged  '^  cotton,  and  I  will  continue 
to  buy  hedged  cotton  just  as  long  as  that  hedged  cotton  exists.  The 
indications  are  that  it  is  now  pretty  well  cleaned  up.  But  be  that 
as  it  may,  that  hedged  cotton  has  been  supplying  tne  spinner's  de- 
mands during  this  time  of  unnecessary  and,  in  my  judgment,  unjustifi- 
able decline  of  contracts. 

What  is  the  effect  of  those  conditions  upon  me  as  a  manufacturer? 
I  do  not  hesitate  to  tell  you,  gentlemen,  that  all  the  manufacturers 
resisted^  the  advance  in  spot  cotton  this  season.  I  myself  was  mis- 
taken. I  thought  that  the  crop  was  going  to  be  a  good  deal  larger 
than  it  was.  Ihe  speculator  (who  foresaw  conditions  better  than 
I  did),  I  think,  this  particular  season  has  been  of  benefit  to  the  pro- 
ducer as  a  whole,  because  he  has  been  able  to  advance  the  price 
faster  than  the  spinners  would  have  been  able  to  advance  it.  He 
has  done  that  this  particular  season.  But  what  is  the  result  of  this 
condition  on  the  exchanges?  Ihe  speculator  advanced  it  beyond  the 
point  where  the  spinner  was  willing  to  follow,  and  therefore  the 
spinner  did  not  follow  and  has  not  foliowod  this  season  above  a  price 
of  about  15  or  15^  cents,  because  we  have  not  been  able  this  season 
to  get  our  goods  on  a  parity  wnth  cotton  even  quite  as  high  as  15 
cents — a  fair,  legitimate  parit}^,  so  as  to  allow  us  a  fair,  legitimate, 
manufacturing  profit.  Twice  during  this  season,  however,  we  have 
gotten  goods  to  a  paritv  of  15  cents.  In  the  early  part  of  November 
our  goods  had  reachecf  a  parity  with  15-cent  cotton.  As  a  manu- 
facturer I  began  to  feel  encouraged.  I  began  to  feel  that  I  had  some 
reasonable  prospect  of  fair  pronts  during  the  season.  But  suddenly 
futures  decfinea,  spots  did  not,  and  I  was  again  left  in  the  position 
of  having  the  buyer  of  my  goods  judge  of  the  market  not  by  the 
spot  cotton  but  by  futures,  because  you  might  as  well  recognize 
tnat  the  world  at  large  thinks  erroneously.  They  think  that  futures 
are  responsive  to  spots.  They  judge,  therefore,  of  what  the  manu- 
facturer is  doing  by  what  the  future  market  shows.  And  when  a 
decline  of  2  or  3  cents  a  pound  takes  place  in  futures,  the  consuming 
world,  the  jobber,  the  converter,  the  man  who  is  going  to  buy  my 
goods,  thinks  that  there  has  been  a  reduction  in  spot  cotton,  and 
that  I  should  therefore  make  a  corresponding  reduction  in  my  goods. 

Again,  in  January,  after  a  hard  struggle,  we  for  the  second  time  had 
gotten  goods  back  to  a  parity  with  spots.  We  began  again  to  be 
hopeful,  but  this  last  break  has  had  identically  the  same  effect  that 
it  had  in  November.  It  unsettled  the  whole  trade,  and  yet  there  has 
not  been  a  break  in  spot  cotton.  To-day  I  can  not  buy  my  spot 
cotton  one-quarter  of  a  cent  cheaper  than  I  could  when  it  was  16^ 
cents.  Cotton  has  been  down  as  low  as  13i  cents  on  futures,  and  yet 
spot  cotton  remains  practically  unchanged.  So  the  result  is,  as  I 
said  a  moment  ago,  that  it  is  a  curse  to  the  manufacturer  to  have  a 
fluctuation  unjustified  by  spot  conditions.  So  far  as  fluctuation  is 
justified  by  spot  conditions,  we  recognize  that  we  have  to  submit  to 
it;  we  recognize  the  fact  that  we  must  take  the  effects  of  it.  But  we 
do  protest  against  any  condition  in  which  the  influence  of  the  cotton 
exchanges  is  such  as  to  give  an  erroneous  impression  to  the  consumer 
of  goods  as  to  what  we  are  doing  in  the  purchase  of  our  raw  material, 
and  that  has  been  the  effect  of  the  fluctuations  on  the  exchanges. 

The  Chairman.  Is  there  any  way,  by  hedging  or  otherwise,  in 
which  you  can  protect  yourself  against  such  fluctuations? 
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Mr.  Parker.  Well,  sir,  I  use  75,000  bales  of  cotton  ayear,  and  I  have 
never  yet  been  able  to  find  a  way.  I  study  the  subject  every  year,  and 
think  1  have  got  something,  and  1  have  never  yet  been  able  to  find  a 
way.  If  I  do  it  by  buying  futures  on  the  exchange,  before  I  get 
through  I  will  find  that  the  futures  are  awa}*^  below  a  parity  with 
spots;  I  have  lost  on  my  futures  and  have  to  pay  a  high  price  for  the 
spots.  If  I  do  it  the  other  way,  by  buying  the  spots  and  selling  the 
futures  against  them,  I  am  buying  the  spots  before  I  have  sold  my 
goods;  then  the  futures  are  put «p  on  me,  I  have  a  loss  on  my  futures, 
and  I  have  my  spots  at  the  nigh  price.  So  I  have  never  yet  found  a 
way  of  hedging  the  cotton. 

Mr.  Howell.  In  the  case  of  futures  being  lower  than  spots,  would 
it  not  be  possible  for  the  speculator  to  sell  spot  cotton  and  buy  futures, 
and  make  a  sure  profit? 

Mr.  Parker.  He  does  that  constantly,  sir;  and  I  would  not  have 
the  slightest  objection  to  his  doing  it— ^in  fact,  I  advocate  that — if 
there  were  such  a  condition  on  the  exchanges  as  would  keep  futures 
and  spots  responsive.  I  contend  that  they  can  be  kept  responsive. 
I  contend,  as  I  shall  show  your  committee,  that  if  tne  New  York 
EJxchange,  for  instance,  decided  to  adopt  rules  which  showed  an 
intent  to  make  spots  and  futures  reponsive,  it  could  be  done.  But  I 
say  that  our  New  York  friends,  witii  all  deference  to  them,  and  in  a 
lesser  degree  our  New  Orleans  friends,  do  not  desire  spots  and  futures 
to  be  responsive.  Ihey  wish  to  retain  the  power  of  manipulation  of 
futures,  which  will  be  to  the  benefit  of  the  speculator  and  to  the 
serious  disadvantage  of  the  spot  dealer. 

Mr.  Brooks.  Could  Congress  regulate  the  rules  of  an  exchange? 

Mr.  Parker.  No,  sir;  I  do  not  suppose  Congress  could  regulate  the 
rules  of  an  exchange.  And  if  the  rules  of  the  exchange  are  not  regu- 
lated so  as  to  be  just  to  the  producer  and  just  to  the  manufacturer, 
and  if  their  power  of  speculation  is  so  reserved  to  them  as  to  be  an 
unreasonable  and  unfair  speculation,  to  say  the  least  of  it,  then  I 
contend  that  Congress  in  its  power  must  come  to  the  relief  of  the  pro- 
ducer and  the  consumer,  and  say  to  the  exchange:  "Under  your 
present  conditions  you  are  doing  an  illegitimate  and  a  gambling  busi- 
ness, and  therefore  we  must  exclude  you." 

The  Chairman.  Just  what  is  the  practice  of  the  exchanges  whicli 
gives  rise  to  this  illogical  difl'erence  oetween  spots  and  futures? 

Mr.  Parker.  I  am  going  to  read  you,  if  you  will  allow  me,  a  report 
of  a  committee  which  emphasizes  those  conditions  two  years  ago ;  and 
I  will  show  you  how  conditions  have  changed  since  that  time. 

This  is  a  report  of  May  21,  1908,  and  is  a  report  of  representative 
cotton  spinners.  The  chairman  of  the  committee  making  the  report 
is  Mr.  Ellison  A.  Smyth,  of  Greenville,  S.  C,  who  is  president  or  the 
Pelzer  Manufacturing  Company,  and  one  of  the  largest  spinners  in  the 
South.  On  the  committee  was  Mr.  Arthur  II.  Lowe,  of  Fitchburg, 
Mass.,  one  of  the  leading  spinners  of  the  East;  and  there  were  other 
representative  spinners  on  the  committee  from  both  North  and 
South.     Our  report  is  as  follows: 

Your  committee  would  express  their  hearty  commendation  and  approval  of  the 
recent  report  made  by  Herbert  Knox  Smith,  of  the  Bureau  of  Corporations,  with  ref- 
erence to  the  question  of  cotton  exchanges.  This  report  exhibits  great  care  and  study 
of  the  situation,  and  is  so  manifestly  just  and  the  criticisms  made  of  the  exchanges  so 
true  that  your  committee  can  but  express  their  hearty  approval  of  the  report.    We 
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feel  that  the  cotton  trade  at  lai^ge  is  under  obligations  to  the  commissioner  for  the  care 
and  study  he  has  given  to  this  matter. 

In  view  of  this  report  it  is  needless  to  review  the  conditions  so  clearly  pointed  out 
applying  on  the  New  York  Cotton  Exchange,  and  to  a  much  less  extent  on  the  New 
Orleans  Exchange,  tending  to  make  a  contract  purchase  on  these  exchanges  of  less 
value  than  it  should  be.  Theoretically  the  cotton  contract  on  the  exchanges  should 
represent  the  value  of  spot  cotton,  and  it  is  an  absurdity  when  there  is  such  a  variance 
in  the  price  of  cotton  as  represented  by  the  contract  on  the  exchanges  and  the  price  of 
the  contracts  themselves.  These  differences  on  the  New  York  Exchange  are  so  great 
as  to  render  practically  valueless  a  hedge  made  by  a  cotton  broker  on  the  exchange  or 
a  purchase  made  by  a  cotton  spinner.  Indee.d,  the  differences  between  the  value  of 
the  contract  and  spot  cotton  being  so  great  have  caused  enormous  losses  to  both  classes 
of  operators,  and  based  upon  the  experience  of  the  past  several  years  would  make  it 
imperative  that  these  operators  cease  the  use  of  the  New  York  Exchange  for  the  pur- 
poses stated. 

In  that  connection  I  want  to  give  you  gentlemen  a  practical  illus- 
tration of  the  effect  of  the  rules  of  the  New  York  Cotton  Exchange. 

The  Chairman.  Before  you  do  that,  do  you  refer  to  all  the  rules 
or  some  of  the  rules  ? 

Mr.  Parker.  I  am  going  to  refer  to  some  particular  rules  that  I 
regard  as  being  the  ones  which  are  objectionable,  and  which  we 
thmk  tend  to  keep  this  disparity  and  to  make  illegitimate  speculation 
possible. 

The  Chairman.  Suppose  you  mention  the  rule  to  which  you  are 
going  to  address  yourself. 

Mr.  Parker.  The  committee  then  goes  on: 

In  1906,  at  the  Asheville  meeting,  your  association  considered  carefully  the  ques- 
tion of  the  character  of  cotton  to  be  delivered  on  contracts.  We  reaffum  the  position 
taken  by  our  association  at  that  time.    That  position  was  as  follows: 

"Cotton  to  be  of  any  grade  from  low  middling  to  fair,  inclusive,  and  if  tinged  or 
stained,  not  below  low  middling  (fair  color)  in  value. 

*' Price  to  be  based  on  middling,  with  additions  and  deductions  for  other  grades  to 
be  made  according  to  rates  of  cotton  exchange  existing  on  the  afternoon  of  the  day 
previous  to  the  date  of  notice  of  delivery." 

In  other  words,  we  want  to  get  away  from  that  question  of  fixed 
differences  which  the  New  York  Exchange  operates  on.  I  presume 
the  committee  understand  the  rule  of  fixed  differences.  Neverthe- 
less, I  will  take  the  liberty  of  explaining  a  little  bit  more  about  it. 

The  New  York  Cotton  Exchange,  through  its  committee,  meets  in 
November  of  each  year.  At  that  time,  although  only  a  very  small 
portion  of  the  crop  has  been  gathered,  it,  in  effect,  unclertakes  to  say 
what  is  going  to  be  the  character  of  the  crop  for  the  year,  and  there- 
fore it  undertakes  to  say  what  is  going  to  be  the  value  of  stained  cot- 
ton, as  contrasted  to  white  middling  cotton,  or  what  is  going  to  be 
the  value  of  middling  fair.  Middling  fair  is  the  very  finest  character 
of  cotton,  just  as  white  as  snow,  and  has  no  defects,  no  leaf,  or  no 
trash  in  it.  They  undertake  at  that  time  of  the  year  to  say  what  shall 
be  the  differences.  They  sa;^,  in  effect,  that  middling  /air  is  to  be 
worth  a  cent  and  a  half,  we  will  say,  on  middling,  or  middling  stained 
is  to  be  worth  a  cent  off  from  middling.  Of  course,  those  differences 
are  afterwards  fixed  commercially  by  the  conditions,  depending  on 
how  many  bales  of  middling  stained  appear  on  the  cotton-crop  market 
that  year,  how  many  bales  of  middling  fair  appear,  how  many  mills 
can  use  middling  fair,  and  how  many  mills  are  using  middling  stained. 
Therefore  the  market  differences  will  vary  very  greatly  from  the  fixed 
differences  made  bv  the  New  York  Exchange! 
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The  New  York  Exchange  says  that  cotton  must  arbitrarily  be  worth 
so  much  more  or  so  much  less  than  the  middling.  We  say  it  ought 
to  be  fixed  by  commercial  differences,  so  that  I  could  go  there  and 
take  up  a  certain  character  of  cotton  and  get  it  at  its  true  commercial 
value,  regardless  of  what  New  York  arbitrarily  says  it  is  worth. 
Therefore,  to  the  extent  that  the  option  is  given  to  the  seller  to  do  the 
delivery,  it  is  he  who  must  determme  what  class  of  cotton  he  is  going 
to  deliver  to  me  as  a  spinner.  If  I  buy  cotton,  basis  middling,  it  is 
the  seller  who  is  goinff  to  say  whether  he  is  going  to  give  me  middling 
fair  or  give  me  middling  stained.     He,  of  course,  is  always  going  to 

SVe  me  that  class  of  cotton  which  is  most  undesired  at  those  arbitrary 
flPerences;  and  to  that  extent  he  depresses  the  general  run  of  cotton. 

To  illustrate  that,  Mr.  Chairman:  In  January,  1908,  I  bought  5,000 
bales  of  cotton  from  a  certain  intermediate  man,  a  thousand  bales  a 
month,  for  delivery  in  January  to  Mav,  inclusive.  At  that  time  New 
York  contracts  were  selling  at  9.90  for  May.  I  bought  those  5,000 
bales  of  cotton  at  110  points  on  May.  To  begin  with,  that  was  an 
absurdity — that  I  should  be  buying  cotton  in  South  Carolina  and 
having  to  pay.  where  the  cotton  is  raised,  110  points  more  than  it 
was  theoretically  worth  in  New  York.  That  was  an  absurdity  on  its 
face.  But  the  New  York  Exchange  quotations  then  were  away 
below  the  parity,  awav  below  the  price  of  spots.  Therefore  the  inter- 
mediate man  said:  ^'1  have  got  to  ask  you  110  points  on  New  York.'' 
I  agreed  to  pay  110  points  on  New  York  for  those  5,000  bales.  Fu- 
tures were  9.90.     That  made  the  spot  cotton  cost  me  1 1  cents. 

What  happened?  Spot  cotton  advanced;  and  when  my  friend 
went  to  deliver  the  spot  cotton  to  me,  he  had  to  pay  12^  cents  for  it 
in  place  of  11  cents.  What  became  of  futures?  Although  spot  cot- 
ton advanced  a  cent  and  a  half,  futures  went  down  a  Quarter  of  a  cent. 
What  was  the  result?  The  man  broke.  He  coula  not  stand  the 
strain.  He  has  a  loss  there.  That  was  only  one  of  many  contracts 
he  had.     It  was  a  perfectly  legitimate  sale. 

The  Chairman.  Do  you  Imow  whether  he  had  attempted  to  pro- 
tect himself? 

Mr.  Parker.  Oh,  yes;  he  bought  futures.  He  had  the  futures. 
He  bought  futures  at  9.90. 

The  Chairman.  And  he  ''went  broke"  because  futures  went  down? 

Mr.  Parker.  Futures  went  down,  and  spots  went  up. 

Mr.  Beall.  He  lost  on  both  sides? 

Mr.  Parker.  He  lost  on  both  sides  of  the  market;  and  that  is  con- 
stantly happening.  I  say  to  you  as  a  spinner,  to-day,  that  I  do  not 
care  how  strong  an  intermediate  man  may  be ;  I  do  not  care  whether 
it  is  George  H.  McFadden  or  not;  I  do  not  care  how  strong  he  is — it  is 
always  a  serious  question  with  me,  when  I  buy  up  spot  cotton  from 
the  intermediate  man,  as  to  whether  he  will  be  able  to  stand  the  strain 
of  the  diflFerences  existing  between  spots  and  futures. 

Mr.  Cone.  Was  not  that  the  result  of  abnormal  conditions? 

Mr.  Parker.  It  was;  it  was  the  result  of  abnormal  conditions. 
But  I  say  abnormal  conditions  ought  to  be  represented  in  spots  and 
contracts  at  the  same  time.  If  the  conditions  were  abnormal,  they 
ought  to  respond.  Both  spots  and  futures  ought  to  respojad  to  those 
abnormal  conditions.  The  condition  was  that  although  the  exchange 
met  in  November  and  said  that  middling  stained  or  low  ordinary 
(which  is  a  very  low  grade  of  cotton)  was  to  be  so  many  points  less 
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than  middling,  as  a  matter  of  fact  there  was  such  a  great  proportion 
that  year  of  middhng  stained  and  strict  low  middUng  stained  and  low 
ordinaries  that  the  price  of  those  low  grades  became  very  much  less 
than  the  New  YorK  Stock  Exchange  said  they  were.  Therefore 
futures  went  down,  but  the  man  who  wanted  white  cotton  had  to  pay 
for  it.  White  cotton  went  up,  and  nuddling  is  white  cotton.  Theo- 
reticallj^,  middling  cotton  should  have  been  delivered  to  me.  Prac- 
tically, if  I  went  to  get  a  delivery,  I  would  have  got  that  class  of  cot- 
ton which  was  least  m  demand,  of  which  there  was  the  greatest  quan- 
tity, which  would  have  had  the  effect,  they  knew,  of  making  me  run 
away  from  the  New  York  Cotton  Exchange  and  take  my  losses  rather 
than  take  up  the  cotton. 

I  contend  that  that  is  a  defect  to-day  in  the  rule  of  the  New  York 
Exchange.  In  the  first  place,  they  deal  on  what  they  call  arbitrary 
differences,  and  do  not  recognize  the  differences  fixed  by  the  law  of 
supply  and  demand,  which  I  contend  they  should  recognize.  But 
in  addition  to  that,  with  all  deference  to  my  New  York  friends,  I 
am  willing  to  take  my  chance  on  speculation  if  1  am  going  to  speculate. 
Personally,  I  never  do  it.  I  have  never  bought  a  Dale  of  cotton  on 
speculation  in  my  life,  and  never  expect  to.  But  I  am  willing  to 
take  my  chance  in  specidation  if  I  have  an  even  chance.  But  I  say 
that  any  man  who  speculates  is  entitled  to  an  even  chance.  Now, 
do  they  give  a  man  an  even  chance? 

Suppose  I  take  up,  as  I  did  last  year,  1,200' bales  of  cotton.  I  took 
up  last  January  1,200  bales  of  cotton  on  the  New  York  Exchange. 
Futures  were  away  below  the  price  of  spots.  I  could  not  buy  spots 
in  the  South  for  within  a  cent  of  what  they  said  they  were  worth  in 
New  York.  I  therefore  said:  "I  will  take  up  my  cotton  in  New 
York  and  ship  it  back  down  South.''  I  would  pay  the  freight  and 
still  be  a  winner  on  the  cotton.  When  I  go  to  take  up  that  cotton, 
you  must  recognize,  first  of  all,  that  every  option  is  given  to  the 
seller.  It  is  the  seller  who  is  going  to  say  what  kind  of  cotton  he  is 
going  to  give  me.  I  have  bought  basis  middling.  I  was  simple 
enough  to  think  I  was  going  to  get  something  approaching  middling 
cotton,  anyhow.  I  soon  learned  very  differently.  I  soon  learned 
that  I  would  get  the  most  undesirable  cotton  to  be  seen  in  the  United 
States,  that  congregates  and  is  drawn  to  New  York,  as  a  rule.  This 
season  there  has  not  been  that  class  of  cotton.  Therefore  they  can 
say,  very  truthfully,  that  this  season  ther^  is  a  very  good  class  of 
cotton  up  there,  but  we  have  been  "burned"  so  often  that  I  do 
not  dare,  even  this  season;  to  take  up  cotton. 

To  come  back  to  last  season.  What  happened?  I  took  up  1,200 
bales  of  cotton.  I  was  given  certificates  with  every  grade  that  could 
possibly  be  found  in  the  United  States  which  was  liable  to  be  passed 
on  the  New  York  Exchange  on  the  certificates.  In  other  words,  take 
a  certificate  of  100  bales  of  cotton.  I  had  18  different  grades  on  100 
bales  of  cotton.  I  had  the  expense  of  my  going  to  New  York,  or  of 
my  sending  a  representative  there,  to  sort  out  that  cotton.  The 
same  mill  does  not  use  middling  fair  cotton  that  uses  good  ordinary, 
for  instance.  Good  ordinary  is  used  for  one  purpose  and  middling 
fair  is  used  for  an  extreme  purpose.  Middling  fair  cotton  will  be 
used  in  making  the  finest  hosiery  or  the  finest  underwear.  Good 
ordinary  will  be  used  for  making  the  coarsest  articles  of  the  same 
kind,  where  the  matter  of  color,  etc.,  does  not  make  any  difference. 
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But  they  put  on  the  same  certificate  every  grade  that  could  be  found 
in  the  market  which  was  Hable  to  be  dehvered  under  their  contract. 
Why?  (This  is  said  with  all  deference  to  my  friends.)  It  is  done 
in  order  to,  as  we  say,  "scare ^'  the  man  away  from  the  delivery.  It 
is  done  so  that  he  will  not  take  up  a  delivery,  but  will  run  away  from 
it  rather  than  take  up  the  cotton. 

Mr.  Burleson.  If  ne  has  bought,  it  is  done  to  make  him  sell? 

Mr.  Parker.  That  is  what  he  wants  to  do.  If  I  take  the  cotton, 
he  wants  to  make  me  have  to  turn  it  right  back  on  the  exchange. 

Mr.  Burleson.  Did  you  ever  look  at  any  of  the  cotton? 

Mr.  Parker.  I  am  going  to  tell  you.  fn  1907,  I  think  it  was,  or 
1908 — anyhow,  within *the  last  five  years — futures  were  so  low,  and  I 
wanted  spot  cotton  and  needed  it  in  my  business  so  badly,  that  it 
looked  to  me  to  be  just  the  very  thing  to  go  up  there  and  see  if  I 
could  not  get  some  cotton  in  New  York  and  ship  it  back  to  South 
Carolina  again.  Mr.  Theodore  H.  Price  had  just  taken  up  10,000 
bales  of  cotton.  He  asked  me  to  come  up  there  and  see  it.  I  went 
through  the  10,000  bales  he  had  taken  up.  He  was  very  anxious  to 
ship  it  out,  to  get  rid  of  it.  And  while  I  recognize  and  say  in  justice 
to  my  friends  that  that  particular  condition  nas  been  in  a  measure 
rectined  since,  at  that  time  I  was  offered  cotton  which  no  spinner  in 
the  world  could  have  spun.  My  friends  will  say:  **  Well,  it  went  out; 
it  went  into  consumption.''  Yes;  it  went  into  consumption,  like 
stuffing  horse  collars  and  doing  things  of  that  character.     It  did  not 

fo  into  legitimate  consumption  as  spun  cotton.  And  the  effect  of 
aving  that  class  of  cotton  up  there,  kept  over  there  year  after  year 
and  month  after  month,  delivered  one  tune  and  redelivered  bacK  on 
the  Exchange,  was  to  scare  the  legitimate  dealer  and  the  legitimate 
apinner  away  from  delivery  on  the  New  York  Cotton  Exchange. 
Therefore  the  effect  of  it  necessarilv  would  be  to  depress  futures  in 
contrast  with  spots.  That  particular  season  futures  were  selhng  at 
more  than  2^  cents  under  the  price  of  middling  cotton  from  the  South. 
I  say  that  that  condition  is  brought  about  by  illegitimate  conditions 
on  the  New  York  Exchange,  which  we  as  spinners,  North  and  South, 
have  repeatedly  asked  to  have  corrected,  and  have  not  been  able  to 
secure  it.  It  affects  our  business  disastrously,  and  therefore  we  say 
we  are  justified  in  asking  for  its  correction  here. 

Mr.  Lever.  What  is  the  relative  position  of  New  York  as  a  spot 
market  as  compared  to  New  Orleans  ? 

Mr.  Parker.  New  York  is  not  (I  suppose  I  may  use  the  expres- 
sion) a  legitimate  spot  market.  In  other  words,  the  only  character  of 
cotton  which  goes  to  New  York  is  that  cotton  which,  as  a  rule  (of 
course  there  are  exceptions  to  a  general  statement),  is  sent  there  with 
a  view  of  delivery  on  contracts.  Take,  for  instance,  the  last  part  of 
December  and  the  early  part  of  January,  when  cotton  rose  to  16i 
cents  in  futures.  That  was  above  the  parity  of  spots.  Therefore  a 
dealer  in  the  South  would  ship  cotton  to  New  York  and  deliver  it  on 
the  contracts,  because  he  could  get  more  that  way  than  he  could  by 
selling  it  to  the  spinner  in  the  South  or  to  the  spinner  in  the  East. 
He  could  get  more  from  deliveiy  on  contracts,  nut  practically  the 
New^  York  stock  of  cotton  represents  this  cotton  kept  in  that  way  for 
delivery  from  time  to  time  on  contracts.  You  will  readily  recognize 
that  as  a  rule — this  vear  has  been  the  exception — it  is  the  undesirable 
cotton  which  is  so  clelivered.  It  is  the  class  of  cotton  which  there  is 
no  other  demand  for. 
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Mr.  Burleson.  The  *'ovei-s"  and  mixed  lots? 

Mr.  Parker.  The  *^ overs"  and  mixed  lots,  or  the  extremely  high 
grades,  which  are  just  as  bad  as  the  extremely  low  grades. 

Mr.  Neville,  i  ou  spoke  of  cotton  which  you  got  from  New  Yoric 
in  January,  1908— -was  that  the  date? 

Mr.  Parker.  No;  January,  1909. 

Mr.  Neville.  Well,  you  mentioned  it  some  time  before  as  being  in 
January,  1908. 

Mr.  Parker.  No;  the  deliver}^  in  January  was  1909.  The  time  I 
referred  to  in  connection  with  Mr.  Price's  cotton  was  either  1907  or 
1908. 

Mr.  Neville.  What  was  the  average  grade  of  the  total  crop  in 
1906-7  and  1907-8? 

Mr.  Parker.  I  am  trying  to  fix  the  different  years.  In  1907,  my 
recollection  is,  it  was  a  very  low  grade. 

Mr.  Neville.  That  is  the  year  you  had  the  storm  in  September 
which  ruined  the  grade,  where  you  could  not  get  telegraphic  com- 
munication with  tne  South  for  a  week. 

Mr.  Parker.  That  is  right. 

Mr.  Neville.  That  was  a  very  low-grade  crop? 

Mr.  Parker.  That  was  a  very  low-grade  crop. 

Mr.  Neville.  One  minute,  please.  So  that  by  Christmas,  1906, 
strict  and  good  middling  cotton  did  not  exist  except  in  the  hands  of 
dealers  who  had  bought  it  and  held  it  as  merchanaise? 

Mr.  Parker.  I  would  not  state  it  nuite  so  generally  as  that. 

Mr.  Neville.  Well,  approximately: 

Mr.  Parker.  I  would  say  that  the  supply  of  the  high-grade  cotton 
was  veiT  much  less  than  the  demand  for  it — very  much  less  than  usual. 

Mr.  Neville.  Very  much  less  than  usual? 

Mr.  Parker.  Yes. 

Mr.  Neville.  To  get  right  back  to  the  firm  you  mentioned  that 
failed,  I  was  fearful  that  the  committee  might  think  that  the  particu- 
lar transaction  you  mentioned  caused  that  firm  to  fail. 

Mr.  Parker.  No;  it  was  not  big  enough  for  that— onlv  5,000  bales. 

Mr.  Neville.  I  understood  that,  but  I  was  afraid  the  committee 
might  tliink  so,  the  way  the  matter  was  left;  and  I  do  not  want  them 
to  think  that  you  left  it  that  way  intentionally. 

Mr.  Parker.  No. 

Mr.  Neville.  We  are  only  discussing  this  thing  in  a  calm  way. 

Mr.  Parker.  Yes. 

Mr.  Howell.  Before  you  resume  your  statement,  let  me  ask  what 
futures  you  deal  in  in  cotton  ? 

Mr.  Parker.  What  futures? 

Mr.  Howell.  Yes. 

Mr.  Parker.  Suppose  I  want  cotton  for  delivery  in  June — I  buy 
June  cotton.  If  I  want  it  delivered  to  me  in  July,  1  buy  .July  cotton. 
Ordinarily,  when  T  speak  of  disparity,  though,  I  mean  the  current 
month,  with  the  current  prices  of  cotton  that  day. 

Mr.  Howell.  I  have  reference  to  the  New  York  Cotton  Exchange. 
You  can  buy  cotton  for  delivery  in  any  month  of  the  year? 

Mr.  Parker.  Oh,  you  can  buy  it  for  a  year  or  more  ahead;  yes, 
sir.  The  fact  is  I  have  bought  cotton  in  Liverpool  for  eighteen 
months  ahead. 

Mr.  Neville.  Right  there,  if  vou  will  allow  me,  you  can  only  buy 
it  in  New  York  eleven  months  aliead. 
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Mr.  Parker.  Eleven  months  ahead  ?  Well,  I  will  accept  that  cor- 
rection. I  thought  it  was  a  httle  bit  over  a  year.  Mr.  Neville  says 
it  is  little  bit  less  than  a  year.  But  in  Liverpool  I  am  correct  in 
saying  that  you  can  buy  it  two  years  ahead. 

Now,  to  come  back,  gentlemen:  The  eflFect  of  the  action  of  the 
exchange  is  to  give  every  option  to  the  seller;  and  he  has  an  option  to 
make  that  delivery  at  a  fixed  difference  regardless  of  what  is  the  value 
of  cotton.     Suppose  he  were  offering  me,  for  illustration 

Mr.  Lamb.  Do  we  imderstand  you  bought  in  Liverpool  and  shipped 
back  here? 

Mr.  Parker.  No,  sir.  I  thought  at  that  time  that  Liverpool  was 
unduly  depressed;  and  as  a  manufacturer  I  thought  it  was  a  very 
good  chance  to  hedge,  myself,  and  I  hedged  in  Liverpool.  I  may  add 
that  it  did  not  respond  quite  as  fast  as  1  had  expected.  I  came  out 
all  right,  but  not  as  fast  as  I  had  expected. 

Now,  I  am  going  to  give  you  an  absolute  illustration,  sir.  I  sold 
last  May  or  April  the  product  of  my  Monoghan  mills  for  nearly 
eighteen  months,  or  over  fifl^en  months,  from  April,  1909,  to  January, 
1911.  I  sold  the  entire  product  of  that  mill  at  one  sale.  I  figured 
then,  as  a  business  man,  only  upon  the  parity  between  spots  and  goods. 
Therefore  I  figured,  ''How  much  can  I  buy  my  spot  cotton  at,  oased 
upon  what  I  can  get  these  gentlemen  that  are  going  to  sell  me  to  sell  at, 
and  what  I  sell  my  goocls  at — how  much  profit  have  I  got  in  the 
parity?" 

When  I  made  that  sale  there  was  such  a  relation  between  spots 
and  futures  that  I  had  to  pay  a  considerable  amount  on  the  futures 
to  get  my  spots.  Li  other  words,  we  will  say,  I  paid  fifty  or  sixty 
points,  my  recollection  is,  in  part,  and  for  some  of  it  as  high  as  a  cent 
on  a  pound,  on  futures,  to  get  my  spots.  The  intermediate  dealer  then 
had  this  condition:  He  covered  hunself  with  those  futures,  of  course, 
and  he  has  been  dehvering  me  cotton  from  time  to  time  since  then. 
During  that  period  I  have  seen  futures  rise  to  a  cent  and  a  half  a  pound 
over  spots,  tnrough  the  process  of  this  circulation.  At  that  time  the 
spot  cotton,  the  stock  of  cotton  in  New  York,  had  been  greatly  re- 
duced. There  was  only,  I  think  (I  am  speaking  generally),  about 
30,000  bales  in  New  York.  Therefore  the  speculator  was  not  afraid 
of  that  30,000  bales.  Under  the  operation  or  that  condition,  in  which 
the  spots  got  way  below  the  futures,  through  the  force  or  specula- 
tion, a  large  stock  of  cotton  was  drawn  to  New  York.  What  was  the 
effect,  immediately?  That  was  used  as  a  hammer  to  hammer  down 
futures,  so  that  futures  fell  3  cents  below  spots,  because  the  spinners 
ran  away  from  those  bales  in  New  York.  We  were  not  willing  to  take 
the  cotton  in  New  York  under  those  conditions.  As  far  as  I  know, 
very  few  spinners  take  cotton  in  New  York.  A  few  of  the  Fall  River 
men  do  it  at  times,  but  a  very  small  percentage  are  willing  to  do  it.  If 
thev  were  to  have  their  rules  so  that  I  could  demand  the  cotton,  even 
with  my  little  purchase  of  75,000  bales  a  year,  I  could  keep  spots  and 
futures  in  parity.  I  could  do  that  if  they  would  have  their  rules  so 
that  I  could  count  on  receiving  cotton  of  the  class  which  represents 
the  great  mass  of  the  spinning  cotton.  In  an  average  year  I  beheve 
I  can  safely  say  that  90  per  cent  of  the  cotton  of  tne  South  ranges 
between  low  middling  and  good  middling.  In  the  average  season, 
such  a  season  as  this,  1  think  I  can  safely  say  that  only  10  per  cent  is 
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below  low  middling  or  above  good  middling.  Yet  it  is  those  extreme 
grades,  represented  by  that  10  per  cent,  which  tend  to  depress  the 
whole  90  per  cent  of  the  South's  cotton. 

Why  is  that?  Suppose,  Mr.  Chairman,  you  were  a  cotton  dealer 
who  wanted  to  buy  a  tnousand  bales  of  cotton — how  would  you  do  it? 
You  would  send  out  a  telegram  to  your  correspondents  and  authorize 
them  to  buy  you  a  thousand  bales  of  cotton — not,  usually,  at  a  fixed 
price,  but  a  tnousand  bales  of  cotton  at  so  many  points  on  New  York, 
or  so  many  points  off  from  New  York  futures,  as  the  case  may  be. 
One  time  it  is  on,  and  another  time  it  is  off,  according  to  the  fluctua- 
tions of  the  exchange.  But  practically  every  man  who  buys  cotton 
buys  it  in  relation  to  futures.  Therefore  it  is  impossible  to  say  that 
the  fluctuations  in  futures  do  not  affect  the  producer,  because  the 
purchase  of  almost  all  cotton  is  made  with  relation  to  either  New  York 
or  New  Orleans  futures. 

Mr.  Lever.  Do  you  mean  to  say  that  the  local  cotton  buyer  in  the 
local  market  is  absolutely  controlled  in  the  price  that  he  gives  to  the 
seller  of  cotton,  the  farmer  and  the  producer,  by  the  futures  of  New 
York  and  New  Orleans? 

Mr.  Parker.  Yes,  sir;  I  do.  Take,  for  instance,  myself  as  a  spin- 
ner. Suppose  I  wanted  to  have,  as  I  do  have,  a  number  of  agents 
throughout  the  cotton  section  buying  cotton  for  me  during  this  fall. 
I  can  not  afford  to  keep  up  all  the  time  with  the  market.     I  can  not 

f've  them  a  fixed  price,  because  if  I  gave  them  a  fixed  price  one  time 
would  be  above  my  competitors  and  another  time  below  my  com- 
petitors who  are  buying  on  the  basis  of  futures.  Therefore  my 
mstructions  to  my  buyers  will  be  to  buy  at  so  manj  points  on  New 
York  or  so  manv  points  off  New  York.  So  it  is  with  regard  to  my 
friend  Mr.  Ne\411e.  I  think  I  am  not  mistaken  in  making  this  state- 
ment. He  is  one  of  the  largest  cotton  dealers  in  the  Umted  States. 
If  he  sends  out  instructions  to  that  effect,  his  buyers  throughout 
the  whole  South — and  he  does  buy  through  a  verv  large  portion  of 
the  South — buy  what  we  call  "parities."  That  is,  the  buyer  is  given  a 
certain  relation  to  New  York  to  buy  on.  He  either  buys  at  40  points 
on  or  50  points  off  in  the  futures.  Now,  take  a  case,  Mr.  Lever, 
where  I  have  bought  1 ,000  bales  of  cotton  from  the  intermediate  dealer. 
I  have  bought  it  at  the  price  of  New  York  futures,  we  will  say.  He 
agrees  to  sell  me,  at  May  quotations,  a  thousand  bales  of  cotton  for 
dehvery  in  March,  April,  or  May.  He  has  not  got  the  cotton  there; 
he  buys  the  futures.  He  immediately  becomes  interested  in  the 
sustenance  of  those  futures.  He  wants  to  see  futures  at  least  sus- 
tained on  a  parity  with  spots.  Suppose  futures  go  down.  The 
minute  futures  go  down  he  has  a  loss  in  his  future  transactions. 
He  is  going  to  make  that  good  by  trying  to  force  spot  cotton  down 
correspondingly.  And  there  is  one  very  serious  effect,  that  the 
fluctuation  of  futures  has  on  spots.  The  very  minute  the  interme- 
diate man  who  has  sold  me  cotton  buys  futures,  he  becomes  a  bear 
on  the  market,  especially  if  the  futures  decline,  because  he  has  a 
loss  on  his  futures.  In  order  to  save  himself  from  that  loss  he  is 
trying  to  force  a  corresponding  decline  in  spot  cotton;  and  it  is 
futures  which  in  the  end  fix  the  price  of  spot  cotton. 

There  are  of  course  certain  seasons  when  the  farmer  in  his  inde- 
pendence can  overcome  that.     He  overcame  it  in  1908;  and  if  the 
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committee  will  allow  me  I  will  just  read  a  portion  of  this  report  over 
again.     In  the  report  we  say: 

In  conclusion » your  committee  would  heartil}r  congratulate  the  planters  of  the  South 
upon  the  remarlDable  manner  in  which,  notwithstandinfi;  adverse  conditions  of  the 
times  and  the  adverse  conditions  on  the  exchanges,  they  nave  been  able  by  the  exer- 
cise of  good  business  judgment  to  dispose  of  their  crop  at  fairly  remunerative  prices. 
Your  committee  feels  that  were  it  not  for  the  strength  of  the  farmers  in  the  South » 
under  thoee  conditions  very  low  prices  would  have  been  obtained  during  the  past 
season,  and  therefore  most  heartily  congratulate  our  farmer  friends  upon  the  excellent 
manner  in  which  they  have  managed  the  disposal  of  their  crop  during  the  pastlseason. 

It  was  due  to  this  very  independence  and  the  fact  that  at  that 
season  they  were  fairly  well  off,  just  as  they  have  been  this  season. 
They  have  been  able  this  season  to  withstand  those  extreme  fluc- 
tuations; but  it  has  been  due  to  the  fact  that  they  had  the  financial 
ability  to  hold  their  cotton,  and  were  not  forced  to  put  it  on  the 
market.  If  they  had  been  forced  to  put  it  on  the  market  they 
would  have  felt  the  effect  of  it. 

Mr.  Mbndelbaum.  Would  this  man  that  sold  you  that  1,000  bales 
of  cotton  from  January  to  June  have  sold  it  to  you  if  he  had  not  had 
some  place  to  hedge?  You  say  he  bought  futures.  Suppose  he  had 
not  had  any  place  to  buy  them — he  could  not  sell  it  to  you.  could  he? 

Mr.  Parker.  I  will  say  to  you,  gentlemen,  very  frankly,  that  he 
would  not  have;  and  I  think  if  he  did  I  would  not  have  bought  it 
from  him.  If  he  had  not  had  some  place  to  hedge  I  would  not  have 
bought  it  from  him,  because  I  do  not  think  he  could  have  stood  the 
stram. 

A  Gentleman.  Do  you  not  consider  it  rather  an  uimatiu'al  proce- 
dure to  go  from  South  Carolina  to  New  York  to  buy  cotton? 

Mr.  Parker.  Oh,  absolutely,  sir — absolutely  unnatural. 

A  Gentleman.  There  is  another  question  I  should  Uke  to  ask  you, 
sir:  If  a  contract  in  New  York  called  for  all  middling  cotton,  or  all 
strict  middling  cotton,  do  you  not  think  we  would  have  comers  up 
there  pretty  nearly  everj^  month? 

Mr.  Parker.  Unouestionably;  and  therefore  the  spinners  have 
never  asked  that.  What  the  spinners  do  ask  is  this:  We  give  them 
the  whole  range  of  low  middling  to  fair;  but  we  say:  *'Do  not  put 
on  there  an  extreme  cotton  like  ordinary,  which  is  dirty,  and  can  only 
be  used  by  a  very  few  spinners.*' 

Mr.  Neville.  We  do  not  deal  in  ordinary — ^good  ordinary. 

Mr.  Parker.  Well,  good  ordinary  is  one  grade  higher  than  ordinary ; 
but  you  did  deal  in  ordinary  at  one  time. 

Mr.  Neville.  Never. 

Mr.  Parker.  Never?  Well^  I  beg  your  pardon;  good  ordinary, 
then.  But  still,  at  the  same  time,  good  ordinary  is  a  very  low  grade 
of  cotton  as  contrasted  with  middhng  or  strict  middling,  which  the 
great  mass  of  spinners  use. 

Mr.  Lever.  How  many  grades  do  they  have  on  the  New  York 
Stock  Exchange  now? 

Mr.  Parker.  My  understanding  is  that  they  have  30  grades  now, 
counting  the  quarter  grades. 

Mr.  Neville.  Counting  the  quarter  grades  there  are  28, 1  think. 

Mr.  Lever.  Either  one  of  those  grades  is  deUverable  upon  a 
contract? 

Mr.  Parker.  Any  one  of  those  grades;  and  it  is  at  the  seller's 
option. 
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Mr.  Lever.  At  the  seller's  option? 

Mr.  Parker.  Yes,  sir.  I  am  trying  to  make  clear  to  you  that 
what  I  want  is  this:  If  the  exchanges  will  give  us  a  condition  in 
which  spots  and  futures  keep  together,  I  say  the  farmer  can  take 
care  of  nimself  and  the  spinner  can  take  care  of  himself.  But  do 
not  give  us  a  condition  in  which  there  is  disparity  between  spots  and 
futures,  and  one  is  used  as  a  hammer  to  hammer  down  the  other. 

W^at  the  spinners  ask  is  that  all  the  option  be  not  ^ven  to  the 
seller.  Let  the  buyer,  the  consumer,  have  some  option  in  the  class 
of  cotton,  so  as  to  keep  the  two  together.  Therefore  we  ask  this 
(reading) : 

That  at  a  reasonable  time  before  tender  date  the  buyer  may  give  notice  that  he 
will  require  the  delivery  to  him  of  the  grade  average  middling,  nothing  below  low 
middling,  nothing  above  good  middling,  and  for  such  option  he  should  be  required 
to  pay  a  reasonable  excess  over  contract  price,  say  one-quarter  cent  per  pound. 

If  that  rule  is  passed,  gentlemen,  I  \^'ill  guarantee  you  that  spots 
and  futures  will  stay  within<  one-quarter  of  a  cent  a  pound  of  each 
other  all  the  time;  and  I  will  guarantee  that  the  seller  and  farmer 
will  have  no  reason  to  complain  of  these  enormous  disparities. 

Mr.  Sims.  I  should  like  to  ask  you  a  question,  Mr.  Parker.  Could 
there  be,  practically,  any  considerable  amount  of  hedging  in  deliveries 
for  November,  April,  or  June,  in  which  there  are  practically  no  future 
deaUngs  ? 

Mr.  rARKER.  No,  sir;  I  would  not  think  so.  Of  course,  I  know 
there  have  been  times  in  the  past  when  there  were  sellers  who  would  sell 
in  those  months,  but  as  a  rule  I  regard  it  as  extremely  perilous  unless 
a  man  has  the  spot  cotton  in  hand.  The  effect  of  it  would  be  this 
upon  the  spinner:  (I  admit  that  if  they  aboUsh  the  exchanges  I  will 
have  to  readjust  my  business,  but  I  can  readjust  it  in  this  way.)  In 
place  of  buymg  contracts,  I  will  simply  have  to  buy  spot  cotton  and 
put  it  in  my  warehouse  and  keep  it  for  the  months  when  I  want  to  spin 
it.     It  would  make  an  anticipated  demand  for  spot  cotton. 

Mr.  Sims.  Now,  another  question:  If  futures  nave  any  legitimate, 
rational  relation  to  the  actual  cotton  dealings,  why  is  it  tnat  there  are 
not  so  many  futures  sold  in  November  as  in  October  or  December? 

Mr.  Parker.  Because  speculation  simply  selects  certain  months. 

Mr.  Sims.  And  it  has  no  relation  whatever  to  supply  and  demand  for 
those  particular  months  ? 

Mr.  Parker.  No.     For  instance,  November  is  an  inactive  month. 

Mr.  Sims.  AVhy ?  .  Because  the  gambler  neglects  it? 

Mr.  Parker.  Because  the  speculator  prefers  other  months.  Feb- 
ruary, for  instance,  is  an  inactive  month.  April  is  an  inactive 
month :  June  is  an  inactive  month. 

Mr.  Lever.  I  should  like  to  ask  you  a  little  further  about  the  grades 
on  the  exchange.  I  understand  there  are  28  grades.  I  understand 
that  at  one  time  the  New  York  Exchange  abolished  the  quarter  grades. 

Mr.  Parker.  Yes. 

Mr.  Lever.  Do  you  have  quarter  grades  now? 

Mr.  Parker.  The  quarter  grades  nave  been  restored. 

Mr.  Neville.  Not  altogether. 

Mr.  Parker.  Well,  partly  restored. 

Mr.  Neville.  From  full  low  middling  up  to  full  good  middling. 

Mr.  Parker.  They  have  been  partly  restored. 
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Mr.  Lever.  I  understand  you  to  say  from  full  middling- 


Mr.  Neville.  From  full  low  middling  up  to  full  good  middling. 

Mr.  Lever.  As  a  practical  mill  man,  is  tnere  any  difference  between 
your  middling  and  your  full  middling? 

Mr.  Parker.  I  can  only  say,  as  a  mill  man,  that  I  have  never 
known  mill  men  to  buy  full  middling.     We  only  bujr 

Mr.  Neville.  If  you  buy  a  thousand  bales  of  spring  delivery  cot- 
ton, according  to  your  Carolina  mill  rule,  the  seller  has  the  option 
of  aeUvering  you  half  a  grade  above  and  half  a  grade  below? 

Mr.  Parker.  If  you  so  express  it,  for  an  average. 

Mr.  Neville.  If  you  so  express  it,  he  will  sell  for  an  average? 

Mr.  Parker.  Yes,  sir. 

Mr.  Neville.  In  other  words,  you  can  deliver  10  per  cent  below 
middling  if  you  deliver  a  corresponding  10  per  cent  above  good 
middling? 

Mr.  Parker.  That  is  right. 

Mr.  Neville.  So,  after  all,  in  buying  your  average  strict  middling, 
or  whatever  vour  average  grade  may  be,  vou  are  liable  to  have  to 
take  frona  half  a  grade  to  a  whole  grade  below  and  from  half  a  grade 
to  a  whole  grade  above  ? 

Mr,  Parker.  Yes.     Now  let  me  explain  that  to  the  committee. 

Suppose  I  buy  a  thousand  bales  of  average  strict  middling  cotton. 
Strict  middling  is  a  half  grade  between  middling  and  good  middling. 
I  have  bought  average  strict  middling.  I  further  limit  the  purchase 
by  saying,  **  You  can  give  me  nothing  above  good  middling;  you  can 
give  me  nothing  below  middling.''  Therefore  I  will  get  an  average 
strict  middling.  But  the  classification  of  cotton  is  not  an  exact 
science.  It  is  a  matter  of  eyesight;  it  is  a  matter  of  experience;  it 
is  a  matter  of  half  a  dozen  conditions  which  make  the  grade  of  cotton. 
Therefore,  in  order  to  cover  those  differences,  which  will  occur  between 
the  most  honest  men,  we  will  allow  the  seller  to  give  us  10  per  cent,  if 
necessary,  below  middling,  if  he  offsets  that  by  giving  10  per  cent 
above  good  middling.  We  will  average  that  10  per  cent  and  simply 
have  an  allowable  variation  to  cover  differences  of  opinion — that  is  all. 

Mr.  Lever.  Mr.  Parker,  if  I  understand  you,  as  far  as  you  are  con- 
cerned as  a  business  man,  there  is  no  difference  between  the  quarter 
grades  and  the  full  grades  that  you  can  see  ? 

Mr.  Parker.  I  can  not  determine  them,  although  I  buy  a  good 
many  bales  of  cotton. 

Mr.  Lever.  Why  should  these  quarter  grades  be  maintained? 
What  is  thfe  purpose  of  maintaining  them? 

Mr.  Parker.  1  can  not  see  what  the  purpose  of  it  is.  I  can  see 
what  the  effect  of  it  is,  in  my  judgment. 

Mr.  Lever.  What  is  the  effect? 

Mr.  Parker.  The  effect  is  a  depressing  effect  on  the  contracts, 
because  it  is  allowing  an  additional  difference,  an  arbitrary  differ- 
ence, to  be  added  on  or  deducted,  as  the  case  may  be,  from  the  ordi- 
nary price  of  the  cotton,  so  as  to  have  the  effect  of  making  it  against 
the  advantage  of  a  man  to  take  up  the  cotton.  That  isxtne  effect  of 
it.  Of  course,  I  do  not  for  one  minute  contend  that  my  good  friends 
will  do  that  intentionally;  but  that  is,  in  my  judgment,  the  effect. 
Take,  for  instance,  good  middling:  A  class  of  cotton  wliich  they  would 
call  full  good  middfing  is  worth  about  eight  points  on. 
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Mr.  Neville.  A  sixteenth  of  a  cent- 


Mr.  Parker.  A  sixteenth  of  a  cent  more  than  good  middling;  yet 
it  would  take  a  mighty  exact  man  to  determine  the  difference  in 
appearance  between  the  good  middling  and  the  full  good  middling. 
Tlierefore,  if  I  take  up  and  deUver  what  they  call  full  good  middling, 
I  am  at  a  sixteenth  of  a  cent  disadvantage  in  my  trade;  and  therefore 
I  run  away  to  that  extent  from  the  trade. 

Now,  gentlemen,  so  far  as  I  am  concerned,  that  is  all  I  have  to 
say  as  representing  myself  as  a  large  consumer  of  cotton.  I  feel 
that  the  exchanges  to-day,  as  now  operated,  are  not  of  advantage 
to  the  consumer  of  cotton.  I  am  satisfied  they  are  not  of  advantage 
to  the  producer  of  cotton.  Notwithstanding  the  most  illustrative 
reports  of  the  government  officials,  notwithstanding  the  earnest 
protests  of  the  mill  men  who  are  the  consumers,  and  notwithstand- 
ing the  protests  of  the  producers,  it  seems  impossible  to  make  our 
friends  on  the  exchanges  realize  tne  justice  ana  fairness  of  our  com- 
plaint. The  complaint,  I  feel,  is  just  and  fair.  I  feel,  therefore, 
that  the  only  way  in  which  we  can  hope  for  relief  is  through  gov- 
ernment action.  If  the  Government,  speaking  through  your  com- 
mittee, feels  that  the  effect  of  these  exchanges  is  unfortunate  for 
trade,  that  their  effect  is  to  depress  the  value  of  the  product  of  the 
producer,  that  the  effect  is  to  disorganize  the  business  of  the  manu- 
facturer, and  that  the  result  of  that  is  speculation,  and  that  these 
exchanges,  through  the  rules  that  they  adopt,  favor  speculation — 
I  say,  if  your  committee  feels  that — I  feel  that  we  as  consumers  of 
cotton,  and  my  friends  as  producers  of  cotton,  have  a  right  to  come 
here  together  and  ask  for  action  from  your  committee. 

I  recognize  no  other  way  of  bringing  this  about.  I  am  a  great 
beHever  m  public  opinion.  I  beUeve  that  if  the  pubUc  could  be 
awakened  to  the  evu  of  these  exchanges,  and  if  our  friends  of  the 
exchange  could  reaUze  how  the  public  reels,  the  matter  might  be  rec- 
tified without  legislation.  But  it  is  a  hard  problem.  It  is  one  that 
very  few  men  understand.  It  is  very  hard  to  make  clear  to  the 
average  citizen  the  effect  of  these  rules  to-day.  And  I  feel  that  legis- 
lation is  probably  the  only  way  we  are  going  to  get  reUef . 

Mr.  Lever.  Recognizing,  as  I  do,  that  Mr.  Parker  is  perhaps  the 
greatest  cotton  man  in  the  South,  I  should  Uke  to  ask  him  a  series  of 
questions  and  get  categorical  answers  thereto,  so  that  the  committee 
may  be  in  full  possession  of  the  situation  as  he  can  give  it  to  them. 

The  first  question  I  should  Uke  to  ask  is  this:  A^  nat  is  the  relation 
of  spots  to  futures?  Of  course  I  understand  that  you  have  covered 
most  of  these  matters,  but  I  should  like  to  have  them  in  a  little  better 
shape  for  the  record. 

Mr.  Parker.  I  will  answer  that,  Mr.  Lever,  by  saying  that  at  the 
present  time,  under  the  present  conditions,  so  far  as  can  be  done  and 
so  far  as  would  be  done  except  for  the  strength  of  the  individual 
holder,  contracts  control  the  price  of  futures.  There  may  be  a  con- 
dition, and  there  has  been  at  various  times  in  the  last  few  years,  when 
the  producer  simply  becaine  so  absolutely  independent,  saying,  "I 
won  t  sell  my  cotton  at  this  price,''  that  contracts  have  not  forced 
the  sale  of  cotton.  As  a  rule,  however,  the  spot  cotton  is  based  on 
futures. 

Mr.  Lever.  Very  well.  Now,  I  will  ask  this  question:  What  de- 
pressing effect,  if  any,  have  futures  on  spots;  and  why? 
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Mr.  Pabker.  As  I  explained  a  few  moments  ^o,  take  the  case  of 
the  forward  hedged  sale,  the  heeded  purchase:  u  I  buy  a  thousand 
bales  of  cotton  from  my  friend,  lifi.  Neville,  who  sells  me  for  deUvery 
in  May,  he,  in  strict  business  caution,  as  things  have  been  going, 
would  buy  futures.  The  minute  he  has  bought  futures  he  becomes 
materially  interested  in  whether  those  futures  decline  or  not.  If  they 
decline,  then  he  has  to  secure  a  corresponding  decline  in  spots,  or  he 
will  be  a  loser.    Therefore,  his  earnest  eflFort 

Mr.  Beall.  Regardless  of  whether  futures  decline  or  not,  is  he  not 
interested  in  having  spots  decline? 

Mr.  Pabker.  Well,  yes,  he  is — certainly,  of  course.  At  the  same 
time  I  take  it  that  the  large  majority  of  my  intermediate  friends  are 
always  figuring  on  legitimate  brokerage  of  a  certain  amoimt  on  the 
bale;  and  if  they  can  just  ^et  that  percentage  they  are  satisfied  with 
their  profit.  Therefore  he  is  figuring  on  maEing  a  profit,  we  wiU  say, 
of  50  cents  a  bale  or  $1  a  bale.  I  think  most  of  them  figure  on  50 
cents  a  bale  as  a  le^timate  profit  on  the  transaction  of  semng. 

Mr.  Neville.  Right  there,  at  that  point,  if  you  wiU  excuse  me, 
Mr.  Beall:  Would  not  a  conservative  merchant  who  sold  you  in 
January  for  May  deHvery  fix  the  price  on  that  cotton  for  your  May 
deUvery  at  the  price  that  he  would  have  to  pay  for  the  spots,  plus 
the  carrying  expenses  for  May,  and  put  that  cotton  in  the  warehouse 
in  January? 

Mr.  Parker.  That  is  what  he  should  do. 

Mr.  Neville.  Is  not  that  the  generality  of  the  practice  rather  than 
the  exception? 

Mr.  Parker.  No;  I  should  not  say  that^  Mr.  Neville.  I  should 
think  probably  that  a  man  of  your  financial  strength — if  you  will 
excuse  me  for  saying  it — would  do  it.  I  do  not  think  the  large 
majority  of  sellers  would  do  it.  The  large  majority  would  wait  imtil 
later  in  the  season  and  buy  their  cotton  as  they  could  from  time  to 
time,  so  as  not  to  have  to  put  out  too  much  money  in  carrying  it. 
There  are  exceptions  to  that  statement,  of  course. 

Mr.  Neville.  The  question  of  the  price  that  your  seller  asks  you 
for  May  delivery  of  a  stated  grade  is  certainly  one  where  a  pruclent 
merchant  is  not  going  to  take  the  risk  of  the  remaining  crop  and  the 
market,  and  buy  his  futures  with  the  prospect  of  bujring  his  spots  in 
May  at  a  point  that  would  be  convenient  to  your  mdls. 

Mr.  Parker.  That  depends,  entirely " 

Mr.  Neville.  He  is  no  merchant;  he  is  a  speculator,  both  in  the 
price  he  has  sold  you  the  cotton  for  and  on  the  probability  of  getting 
the  cotton  in  time  for  the  delivery. 

Mr.  Parker.  That  depends  on  the  season,  Mr.  Neville.  This 
season,  as  I  say,  a  man  is  taking  a  very  considerable  risk  in  selling 
May  cotton  without  having  the  cotton,  because  there  is  very  little  left 
for  him  now.  Last  season  there  was  a  great  deal  left.  Therefore  he 
could  have  taken  that  risk  perfectly  well,  and  I  think  the  large 
majority  did  take  that  risk — of  selling  ahead  for  the  spring  and  sum- 
mer months,  and  depending  upon  covering  it  as  the  months  came 
around. 

Mr.  Sims.  Let  me  ask  you  a  question.     If  a  broker  sells  you  a 
thousand  bales  of  cotton  for  October  delivery  and  then  goes  out  and 
buys  a  thousand  to  cover  it,  that  is  called  hedging? 
Mr.  Parker.  That  is  right. 
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Mr.  Sims.  As  the  time  approaches  to  buy  the  actual  cotton,  if  a 
laige  crop  appears  to  have  oeen  made  the  tendency  is  for  a  decline? 

Mr.  Parker.  That  is  right. 

Mr.  Sims.  As  he  wants  to  buy  his  cotton  lai^ely  in  September  and 
October,  will  he  not  naturally  help  depress  the  spot  market  by 
dumping  his  futures  before  he  makes  his  purchases  of  spot  cotton? 

Mr.  Parker.  He  may  do  that;  but  mv  experience  would  be  that 
if  a  man  did  that,  if  I  learned  that  a  man  had  once  done  that,  I  would 
never,  buy  another  bale  of  cotton  from  him. 

Mr.  Sims.  Would  not  that  be  a  temptation? 

Mr.  Parker.  That  would  be  a  temptation;  but  I  want  to  say  that 
the  large  maiority  would  not  do  it. 

Mr.  Sims.  But  suppose  cotton  is  advancing  all  the  time — would 
not  the  temptaton  be  to  do  it? 

Mr.  Parker.  Yes.  At  the  same  time,  my  experience  is  that  nine 
out  of  ten  intermediates  do  not  let  their  contracts  go  until  they  have 
bought  their  spot  cotton. 

Air.  Sims.  But  they  could  do  it? 

Mr.  Parker.  They  could  do  it,  unauestionably.  I  can  onlv  say 
to  you  that  as  a  large  consiuner — ana  I  think  my  friends  will  say 
the  same  thing — if  I  ever  thought  a  man  was  doing  that  I  would 
not  buy  any  more  cotton  from  him,  because  he  would  be  broken. 
Ordinarily  a  season  like  this  would  have  broken  him. 

Mr.  Sims.  He  would  have  just  taken  the  risk? 

Mr.  Parker.  He  would  have  taken  the  risk. 

Mr.  Webb.  Is  it  not  true,  Mr.  Parker,  that  the  higher  futures  go 
the  lower  the  basis  is  of  spot  cotton? 

Mr.  Parker.  That  is  correct  as  a  general  proposition,  especially 
where  futures  are  carried,  as  they  were  this  last  season,  above  the 
basis  where  they  can  be  used  legitimately  in  spinning. 

Mr.  Webb.  Therefore  a  spot  man  that  sold  you  a  thousand  bales  of 
cotton  would  not  want  to  depress  the  market,  because  the  higher  the 
future  market  went  the  cheaper  he  could  buy? 

Mr.  Parker.  No;  the  only  time  that  his  effort  to  depress  comes  in 
is  wher^  futures  have  declined,  although  spots  have  not.  It  is  where 
futures  have  declined,  and  he  therefore  wants  to  bring  spots  down  to 
the  basis  of  futures. 

Mr.  Mendelbaum.  I  should  like  to  ask  you  a  question.  Will  you 
buy  cotton  largely  from  a  party  unless  you  are  satisfied  that  he 
hedges? 

Mr.  Parker.  I  will  not  under  present  conditions. 

Mr.  Mendelbaum.  You  will  not? 

Mr.  Parker.  I  will  not  buy  cotton  in  any  quantity  from  a  man 
who  does  not  hedge.  If  the  hedging  were  done  away  with,  if  the 
futures  were  done  away  with  (as,  under  present  conditions,  I  feel 
that  they  had  best  be),  I  would  simply  change  ray  methods  of  busi- 
ness. I  would  not  buy  forward  months  at  all;  I  would  buy  spot 
cotton  and  put  it  in  my  warehouse.  Take,  for  instance,  inch-ancf-a- 
quarter  cotton  last  season.  I  believed  last  season  that  inch-and-a- 
auarter  cotton  was  too  low,  as  you  did,  no  doubt;  and  therefore,  under 
tnose  circumstances,  I  bought  all  the  inch-and-a-quarter  cotton  I 
needed  for  next  October  out  of  last  year's  crop. 

Mr.  Mendelbaum.  Who  did  you  buy  it  from? 

Mr.  Parker.  From  Vicksburg,  Greenwood,  and  Greenville. 
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Mr.  Mendelbaum.  Did  you  buy  it  from  parties  that  you  had 
reason  to  believe  hedged  their  sales? 

Mr.  Pabkeb.  Oh,  no;  I  bought  spots. 

Mr.  Leveb.  You  have  said  something  about  fixed  differences  in 
the  course  of  your  remarks.  Many  of  us  do  not  understand  the  terms 
of  the  New  York  Exchange.  Would  you  mind  explaining  that,  and 
the  effect  it  has  upon  futures? 

Mr.  Pabkeb.  The  marked  difference  between  the  New  York  and 
the  New  Orleans  exchange  is  on  that  question  of  differences.  In 
New  Orleans  you  will  find,  as  a  general  proposition,  that  spots  and 
contracts  remain  on  a  reasonable  parity  with  each  other,  because  the 
differences  between  the  different  graaes  are  fixed  in  New  Orleans 
day  by  day  according  to  the  market  difference  of  the  law  of  supply 
and  demand,  and  according  to  what  anybody  would  go  and  pay  for 
this  cotton  as  contrasted  with  that  cotton.  New  Orleans  fixes  it  by 
the  market  day  by  day.  New  York  says:  ^^We  have  this  won- 
derful power  of  anticipating,  in  November,  and  saying  what  is  going 
to  be  tne  condition  all  the  rest  of  the  year.''  Therefore  we  will  find 
that  New  York  adopts  arbitrary  differences,  and  therefore  does  not 
keep  the  same  parity  between  spots  and  futures  that  New  Orleans 
does. 

The  Chaibman.  I  thought  New  York  fixed  the  differences  twice 
a  year? 

Mr.  Pabkeb.  New  York  fixes  the  differences  nominally  in  Sep- 
tember, Mr.  Chairman;  but,  you  see,  any  man  in  the  world  who 
claimed  to  fix  differences  for  the  coining  year  in  September  would 
be  a  prophet  of  great  wisdom.  Therefore  the  September  difference  is 
only  a  nominal  affair,  one  that  is  very  seldom  changed,  I  think,  or 
changed  only  very  slowly.  The  fact  is,  I  think,  the  feeling  generally 
is  that  September  changes  are  sometimes  made  as  a  result  of  how 
the  members  of  the  committee  happen  to  be  on  the  question  of  spots 
and  futures.     In  other  words,  it  is  too  great  a  temptation. 

Mr.  Cone.  Mr.  Parker,  let  me  ask  you  this  question:  If  New 
Orleans  happened  to  have  200,000  bales  of  cotton  grading,  say,  strict 
low  middling,  and  some  one  in  New  York  had  bought  200,000  bales 
of  futures  in  New  Orleans — if,  considering  the  difference  prevailing 
there,  they  had  bought  their  futures  in  New  Orleans — woula  not  they 
be  hable,  when  they  came  down  there,  to  demand  the  cotton?  Have 
you  never  heard  or  instances  where  New  Orleans  has  fixed  that  basis 
against  them,  and  said,  '^The  market  difference  now  is  so-and-so, 
because  there  is  this  demand  here  for  this  cotton?" 

Mr.  Pabkeb.  There  was  one  year — let  me  see;  I  can  not  just  tell 
you  offhand  what  year  it  was — I  should  say,  though,  about  1903; 
was  not  that  the  year  that  they  matle  that  claim?  Anyhow,  one 
year  they  claimed  that  New  Orleans  did  vary  its  differences  in  order 
to  meet  a  condition  where  they  were  afraid  the  spot  cotton  was  going 
to  be  taken  out  of  their  market  by  this  demancl  for  delivery.  That 
may  be  true.  I  am  not  defending  the  New  Orleans  Exchange.  I 
have  no  brief  for  the  New  Orleans  Exchange.  But  I  do  say  that,  as  a 
system,  the  arbitrary  differences  tend  to  depress  the  futures;  and  that 
as  a  system,  therefore,  it  is  indefensible. 

Mr.  Bubleson.  Mr.  Chairman,  I  should  like  to  ask  Mr.  Cone  a 
question.     Do  you  think  that  was  right? 

Mr.  Cone.  No;  it  was  absolutely  wrong. 
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Mr.  Burleson.  It  was  robbery,  was  it  not? 

Mr.  Cone.  Certainly. 

Mr.  Burleson.  It  was  uncommercial,  mieconomical  ? 

Mr.  Cone.  But  that  can  not  be  done  und^r  your  fixed  differences 
in  New  York. 

Mr.  Parker.  That  particular  thing  could  not  be  done  in  New  York; 
and  that  is  one  of  the  few  things  thej  could  not  do. 

Mr.  Haugen.  Did  you  say  that  if  there  were  no  exchanges  the 
cotton  merchants  would  be  compelled  to  buy  cotton  offered  on  the 
market  and  put  it  in  warehouses? 

Mr.  Parker.  I  would  regard  that  as  necessary  if  I  wanted  to  sell 
ahead  on  my  goods. 

Mr.  Haugen.  If  that  condition  were  brought  about,  what  effect 
would  it  have  on  spot  cotton  ? 

Mr.  Parker.  I  think,  on  the  whole,  it  would  have  the  effect  of 
''firming''  the  price  of  cotton — making  if  firmer — because  it  would 
mean  that  the  mvisible  supply  carried  by  the  spinner  would  have  to 
be  always  larger  than  it  is  now,  and  therefore  it  would  have  the 
effect  of  giving  firmness  to  spots,  in  my  judgment. 

Mr.  Haugen.  If  you  had  to  carry  that  cotton  in  the  warehouses, 
it  would  not  in  the  end  cost  you  more  than  if  the  farmer  or  cotton 
factories  were  carrying  it,  would  it? 

Mr.  Parker.  Theoretically  they  add  the  carrying  charge  onto 
my  price. 

Mr.  Haugen.  It  is  always  added,  anyway? 

Mr.  Parker.  Yes,  sir.  For  instance,  if  they  were  selling  me  for 
delivery  this  month,  they  would  sell  at  one  pnce.  If  it  was  for  de- 
livery next  month,  theoretically  they  would  add  on  the  carrying 
charges,  which,  at  the  present  price  of  cotton  and  interest,  amount 
to  about  12  points  on.  They  would  add  12  points  on  for  March,  and 
they  would  add  24  points  on  for  April.  That  is  theoretically  the  case. 
Of  course  a  man  can  not  speculate  as  to  what  he  thinks  he  is  going 
to  do  with  his  futures. 

Mr.  Lever.  The  statement  has  been  made  that  this  year,  this  past 
cotton  season,  speculation  has  had  a  tendency  to  increase  the  price 
of  cotton.  I  ratner  agree  to  that  statement.  How  about  speculation 
affecting  the  price  as  a  usual  proposition? 

Mr.  Parker.  My  judgment  is  that  speculation  in  an  average  year 
has  a  very  serious  depressing  effect  on  cotton. 

Mr.  Lever.  For  a  cycle  of  five  years,  for  instance? 

Mr.  Parker.  My  judgment  is  that  in  four  years  out  of  five  the 
effect  is  depressing  rather  than  the  reverse. 

Mr.  Lever.  The  effect  is  depressing  rather  than  the  reverse  upon 
spot  cotton  ? 

Mr.  Parker.  Yes,  sir.  That  would  be  a  pure  question  of  judg- 
ment, of  course— one  man's  opinion  against  another's. 

Mr.  ilENDELBAUM.  I  should  like  to  ask  you  one  Question,  Mr. 
Parker.  You  are  very  familiar  with  conditions  througn  the  South. 
You  are  extremely  famihar  with  everything  pertaining  to  cotton. 
You  undoubtedly  are  aware  of  the  fact  that  the  bulk  of  the  cotton 
crop  comes  in  between  October  and  November  and  December.  In 
your  judgment,  what  effect  would  it  have  if  all  that  cotton  that  came 
m  during  those  three  months,  when  practically  two-thirds  or  three- 
fourths  of  the  crop  is  coming  in,  should  depend  for  a  buyer  exclu- 
sively on  the  middlemen? 
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Mr.  Parker.  K  there  were  no  hedging  possible  on  the  part  of  the 
intennediate  men  bv  the  sale  of  futures,  and  if  the  southern  farmer 
were  to  continue  the  policy  of  marketing  all  of  his  crop  during  a 
period  of  two  or  three  months,  I  think  the  effect  would  be  depressmg 
on  spot  cotton. 

Mr.  Mendelbaum.  There  is  another  question  that  I  should  like  to 
ask  you. 

Mr.  Parker.  Just  allow  me  to  say  (and  I  am  sure  my  farmer 
friends  wiD  agree  with  me  in  this)  that  mv  fight  and  their  fight  lies 
in  educating  our  farmer  friends  to  properry  warehouse  their  cotton, 
as  you  do  your  wheat  in  the  West,  and  market  it  gradually  during  the 
season,  rather  than  to  take  and  put  it  all  on  the  market  at  one  time. 

Mr.  Mendelbaum.  There  is  another  question,  Mr.  Parker,  which 
with  the  permission  of  the  chairman  I  should  like  to  ask  you.  This  is 
not  in  so  many  words  a  biU  to  aboUsh  the  exchanges,  but  that  is  the 
real  purpose  of  the  bill.  Suppose  it  were  successful  in  that  endeavor, 
so  as  to  abolish  all  the  excnanges  of  this  country.  What  effect,  in 
your  judgment,  would  it  have  if  the  Ldverpool  Cotton  Exchange  were 
the  only  cotton  exchange  in  the  world  to  dictate  the  price  of  cotton? 

Mr.  BARKER.  My  information — I  have  never  traded  on  the  Liver- 

Eool  Exchange  on  the  spot — is  that  the  speculative  feature  of  the 
iverpool  Exchange  is  almost  altogether  from  America;  that  the 
Liverpool  Exchange  is  used  very  Uttle  for  speculation  by  the  English- 
men; that  it  is  America  that  speculates  on  Liverpool,  to  bring  fiver- 
pool  up  or  down  to  the  American  exchanges. 

Mr.  Mendelbaum.  But,  Mr.  Parker,  that  would  be  aboUshed  in 
that  contingency,  would  it  not? 

Mr.  Parker.  Yes,  sir;  in  that  case. 

Mr.  Mendelbaum.  If  there  were  no  exchanges  here,  there  would 
be  no  hedging  between  the  two  exchanges  ? 

Mr.  Parker.  Of  course. 

Mr.  Mendelbaum.  And  that  is  the  condition  I  have  in  view  in 
asking  you  that  question.  I  want  to  repeat  my  question:  What 
effect  would  it  have  upon  the  value  of  cotton,  in  your  judgment,  if 
the  Liverpool  Exchange,  over  which  you  have  absolutely  no  juris- 
distion,  were  the  only  one  to  dictate  the  price  of  cotton? 

Mr.  Parker.  I  thiiik  that  if  the  Liverpool  exchange  were  the  only 
one,  unquestionably  a  certain  amount  of  speculation  which  is  now 
done  on  the  New  i  ork  and  New  Orleans  exchanges  would  be  trans- 
ferred to  Liverpool.  And  if  the  effect  of  that  speculation  on  New 
York  and  New  Orleans  is — as  I  think  it  is — to  depress  the  market,  I 
think  it  would  have  the  same  effect  on  the  Livei^pool  Exchange;  it 
would  have  a  depressing  effect.  But,  at  the  same  time,  I  think  no 
condition  could  arise  under  which  the  crop  would  be  sold  over,  as  now. 
twenty  or  thirty  or  forty  times  a  year  on  the  New  York  and  Liverpool 
exchanges.  I  think  the  amount  of  speculation  would  be  infinitesunal 
compared  with  what  it  is  now. 

Mr.  Mendelbaum.  But,  Mr.  Parker,  that  is  not  exactly  the 
question  I  ask  you.  I  did  not  ask  you  about  selling  the  crop  over 
twenty  or  thirty  or  forty  times,  or  its  effect.  I  ask  you  simply  the 
broad  question — and  I  lieUeve  the  committee  will  bear  me  out  in  the 
statement  that  it  is  a  very  fair  question 

Mr.  Pabkeb.  Well,  sir,  1  am  certainly  anxious  to  answer  it. 
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Mr.  Mendelbaum.  The  question  is  this:  What  the  effect  would  be 
upon  the  southern  producer  if  Liverpool  were  the  only  exchange 
to  do  the  kind  of  busmess  that  you  complain  of?  What  effect  would 
it  have  upon  the  value  of  cotton  if  Liverpool  were  the  only  exchange 
to  trade  m  futures,  and  thereby  dictate  the  price  of  cotton? 

Mr.  Parker.  Do  you  mean,  if  Liverpool  were  the  only  exchange, 
what  would  be  the  effect  as  contrasted  with  present  conditions? 

Mr.  Mendelbaum.  Yes. 

Mr.  Parker.  I  say.  I  do  not  think  that 

Mr.  Livingston.  It  we  have  the  right  to  regulate  or  disband  the 
New  York  Cotton  Exchange  for  improper  conduct,  could  we  not  do 
the  same  thing  with  Liverpool? 

Mr.  Parker.  Well,  I  am  not  a  constitutional  lawyer,  Mr. 
Livingston. 

The  Chairman.  The  answer  to  that  question  would  hardly  be  an 
answer  to  Mr.  Mendelbaum^s  Question. 

Mr.  Parker.  I  will  answer  Mr.  Mendelbaum  in  this  wav:  Recog- 
nizing, as  I  do,  the  depressing  effect  of  speculation  on  the  New  Yonc 
and  hew  Orieans  exchanges,  I  feel  that  if  those  two  exchanges  were 
abolished  there  would  continue  to  be  some  depressing  effect  through 
the  existence  of  the  Liverpool  exchange  alone.  But  I  feel  that  the 
speculation  on  the  Liverpool  Exchange  would  not  be  anything  ap- 
proaching what  it  now  is  on  the  New  York  and  New  Orieans  ex- 
changes. Therefore,  I  think  the  general  effect  of  the  sole  existence  of 
the  Liverpool  Exchange,  while  it  would  be  depressing  to  an  extent, 
would  not  be  depressmg  to  the  same  extent  as  it  is  now  with  the 
three  exchanges. 

Does  that  answer  the  question? 

Mr.  Burleson.  Right  on  that  point,  before  we  leave  it,  I  want 
to  ask  Mr.  Mendelbaum  if  it  is  not  true  that  New  York  futures  fre- 
quently sell  lower  than  Liverpool  futures? 

Mr.  Mendelbaum.  The  contrary  is  the  case  generally,  for  a  whole 
year. 

Mr.  Burleson.  But  I  ask  the  question.  Is  it  not  true  (and  you 
can  answer  the  question  yes  or  no)  that  New  York  futures  frequently 
sell  lower  than  Liverpool  futures? 

Mr.  Mendelbaum.  It  is  not  true. 

Mr.  Burleson.  Do  they  ever  sell  lower? 

Mr.  MENDELBAiTtf.  I  think  they  have  occasionally  done  so;  but 
you  say  *^  generally,''  and  I  sav  it  is  not  true. 

Mr.  BuRLESON.*^  In  1906,  when  the  revision  committee  fixed  the 
differences,  did  they  not  fix  them  so  out  of  line  that  during  that 
entire  season  Liverpool  sold  away  in  advance  of  New  York  cotton 
future  contracts? 

Mr.  Mendelbaum.  That  is  probably  the  only  time. 

Mr.  Burleson.  I  do  not  ask  you  whether  it  was  probably  the  only 
time  or  not.     Was  it  true  or  not? 

Mr.  Mendelbaum.  It  was  true  in  that  instance;  but  that  is  not  a 
fair  question.  Excuse  me,  Mr.  Burleson,  you  asked  whether  that  is 
not  generally  the  case,  and  you  picked  out  a  very  exceptional  year 
and  a  very  exceptional  circumstance.  In  90  per  cent  of  the  cases,  in 
eleven  and  a  half  months  of  the  year,  it  is  not  true — absolutely  not 
true;  and  the  contrary  condition  prevails — that  the  New  York  market 
is  the  higher  one.     Tnis  is  a  matter  very  easy  of  proof. 


Digitized  by  VjOOQ IC 


PREVENTION  OF  DEALING  IN  PUTURES.  46 

Mr.  Burleson.  Certainly  it  is. 

The  Chairman.  Mr.  Parker,  I  want  to  ask  you  a  question.  Mr. 
Mendelbaum,  in  asking  his  (question,  gave  the  impression  that  if  all 
our  future  markets  were  eliminated,  Liverpool,  as  the  only  future 
market  for  cotton,  would  fix  the  world^s  pnce  of  cotton.  Where  do 
you  say  the  world's  price  of  cotton  is  fixea  now? 

Mr.  rARKER.  My  judgment  to-day  is  that  as  a  general  proposition, 
the  world's  price  of  cotton  is  fixed  by  New  York.  That  would  be 
my  opinion  about  it. 

The  Chairman.  If  that  is  true,  how  does  it  happen  that  spots  are 
frequently  higher  than  futures? 

Mr.  Parker.  It  is  because  at  all  times  it  can  not  be  done;  but  New 
York  is  having  an  effect  on  fixing  the  price  just  the  same.  She  may 
not  fix  it*  acciu-ately ,  but  she  is  naving  an  effect  on  fixing  it.  That 
is  the  very  thing  we  complain  of.  We  are  willing  for  New  York  to  fix 
it.  We  are  wilung  for  the  law  of  supply  and  demand  to  fix  it  through 
New  Y'ork.  We  are  even  willing  for  speculation  to  fix  it  through  New 
York,  if  the  rules  are  so  arranged  that  there  shall  be  such  a  parity 
between  spots  and  futures  that  there  can  not  be  any  illegitimate  fixing 
of  the  pnce  through  New  York.  I  am  not  afraid  of  New  York's 
fixing  it. 

The  Chairman.  You  have  stated  that  spots  are  sometimes  higher 
and  sometimes  lower  than  futures. 

Mr.  Parker.  That  is  right,  sir. 

The  Chairman.  And  your  complaint  has  been  that  there  is  not  a 
consistent  parity  between  them.  That  rather  gave  the  impression 
to  me  that  the  actual  price  of  real  cotton  was  fixed  by  conditions  or 
by  parties  entirely  outside 

Mr.  Parker.  It  is,  Mr.  Chairman,  in  a  way.  If  at  any  time  con- 
ditions are  such  that  the  producer  can  revolt  against  the  New  York 
price  and  simply  say:  *^I  won't  recognize  the  New  York  price;  I 
won't  sell  my  cotton  at  that  price,"  the  producer  can  do  it.  But 
you  must  recognize  that  certainly,  up  to  a  comparatively  recent  time, 
the  South  has  not  been  in  a  condition  to  take  that  position.  I  hope 
she  is  going  to  be  absolutely  in  position  to  do  it,  and  I  hope,  even  if 
we  can  not  regulate  the  exchanges  so  that  they  will  be  fair,  that  we 
can  put  our  people  in  such  a  position  that  they  can  say:  **Here,  I 
can  warehouse  my  cotton;  I  am  going  to  hold  it  there  until  I  get  a 
certain  price  which  I  agree  is  fair  and  remunerative. "  To  do  that 
requires  us  to  get  additional  financial  assistance  in  the  South.  Dur- 
ing the  last  two  years  I  have  been  to  Boston  time  and  time  again, 
and  in  New  York  in  a  way,  but  particularly  in  the  New  England 
States,  urging  that  inasmuch  as  the  West,  with  its  development  and 
its  increase  of  wealth,  does  not  now  demand  those  things  from  the 
East  in  the  way  of  financial  assistance  which  it  formerly  did,  our 
eastern  friends  should  transfer  to  the  South  their  assistance,  to  enable 
the  South  to  carry  this  commodity  until  it  can  market  it  fairly  under 
the  law  of  supply  and  demand. 

Mr.  Burleson.  Richt  on  that  noint,  is  it  not  a  fact  that  the  farmers' 
organizations  throughout  the  oouth  are  now  adopting  means  to 
warehouse  their  own  cotton?  Are  they  not  building  up  a  system  of 
warehouses  all  through  the  cotton  section? 

Mr.  Parker.  I  consider  that  the  farmers'  organizations  in  the  South 
have  been  of  the  greatest  assistance  in  the  maintenance  of  prices; 
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and  I  think  the  method  you  suggest  is  one  of  the  means  they  have 
adopted^  and  have  properly  adopted. 

Mr.  Harvie.  I  snould  like  to  ask  Mr.  Parker  a  question.  Mr. 
Parker,  reference  was  made  just  now  to  the  Liverpool  market.  If 
we  should  undertake  by  this  legislation  to  prohibit  cablegram  com- 
munications of  this  kind  with  the  Liverpool  Exchange,  as  well  as 
telegraphic  communications  with  New  York  and  New  Orleans  of 
this  character,  why  would  not  that  have  the  effect  of  protecting  our 
people  against  Liverpool  gambling? 

Mr.  Parker.  It  would  go  very  far  toward  protecting  them. 

Mr.  Harvie.  They  could  not  sell  their  contracts  over  here  of  that 
character,  and  they  could  not  get  in  that  sort  of  communication  with 
the  producers,  or  the  people  who  could  get  the  cotton  from  the  pro- 
ducers, unless  they  were  going  to  buy  it  and  had  the  actual  spots, 
could  they? 

Mr.  Parker.  No,  sir. 

Mr.  Harvie.  And  therefore  could  we  not,  by  international  legis- 
lation of  that  character,  get  international  protection  as  well  as  inter- 
state protection? 

Mr.  Parker.  I  think  so.  I  will  go  further:  I  am  satisfied,  gentle- 
men, that  the  English  spinner  stands  right  with  the  American  spinner 
on  that  proposition.  If  the  speculation  is  going  to  be  transferred 
to  the  Liverpool  Exchange,  and  if  the  eflFect  of  a  transfer  of  specula- 
tion to  the  Liverpool  Exchange  is  the  same  as  they  say  it  would  be, 
then  I  say  to  you  with  absolute  assurance,  as  a  spinner  who  is  in 
constant  touch  with  English  spinners,  that  I  know  we  can  get 
together,  and  that  our  friends  over  there  will  do  in  England  exactly 
what  we  are  doing  here. 

Mr.  Mendelbaum.  Mr.  Chairman,  one  question 

Mr.  Cone.  One  minute,  Mr.  Chairman.  Do  you  not  think  you  and 
I  would  have  a  picnic,  Mr.  Parker,  in  buying  our  cotton,  if  you  could 
just  stop  trading  in  Liverpool? 

Mr.  Parker.  I  do  not  think  so,  sir;  no,  sir.  I  hope  and  believe 
the  time  is  going  to  come  when  the  planter  will  give  the  mill  his 
cotton  just  as  the  mill  needs  it,  and  not  feel  it  necessary  to  dump  it 
all  on  the  market.  I  think  that  is  coming.  When  that  day  does 
come,  I  think  the  planter  is  going  to  have  a  great  deal  more  to  do 
with  fixing  the  price  than  he  now  has;  and  I  do  not  think  that 
** picnic,'^  as  my  friend  says,  is  going  to  come. 

Mr.  Lever.  Just  one  further  question  as  a  parting  question.  Mr. 
Parker  has  rather  fully  covered  this  matter,  but  I  should  like  to  get 
it  in  the  form  of  a  question.  What  would  be  the  ultimate  effect  on 
producer  and  spinner  of  the  abolition  of  the  exchanges  in  this  country? 

Mr.  Parker.  It  would  revolutionize,  of  course,  the  character  of  the 
present  business.  I  would  not  sell  ahead,  as  I  now  do,  covering  on 
the  exchange,  without  having  made  absolute  purchases  of  my  cot- 
ton— spot  cotton.  But  it  would  not  affect  me  m  my  sales  ahead.  I 
would  nave  to  readjust  my  business,  and  I  would  readjust  it  and  buy 
the  spot  cotton,  put  it  in  my  warehouse,  and  carry  it;  or  if  I  could 
find  such  a  man  as  my  friend  Mr.  Neville,  with  his  financial  backing, 
I  might  take  a  chance  at  him,  and  let  him  agree  to  sell  it  to  me  for 
delivery  three,  four,  or  five  months  afterwards. 

Mr.  Lever.  There  would  be  no  difficulty,  then,  in  readjusting  your 
business  so  as  to  meet  it? 
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Mr.  Pabker.  I  do  not  think  so ;  no,  sir.  I  do  not  think  so.  I  have 
regretted  exceedingly  to  have  a  condition  arise  where  I  felt  that  the 
exchanges  had  to  be  abolished.  But  I  do  say  that  if  the  exjchanges 
do  not  respond  to  this  just  demand,  then  there  is  nothing  to  do  except 
to  regulate  them.  I  do  say  that  they  have  not  responded,  and,  judg- 
ing from  the  past,  I  can  not  hope  that  they  will  do  so  in  the  future. 

Mr.  Lever.  So,  then,  you  would  recommend  legislation  regulating 
the  exchanges? 

Mr.  Parker.  That  is  my  only  hope.' 

In  conclusion,  gentlemen,  I  just  want  to  read  one  paragraph  from 
this  report  of  ours  of  the  year  1908,  which  expresses  the  view  of  the 
spinner.     It  is  headed  **Fair  prices  only  desired'^  [reading]: 

It  may  be  said  in  this  connection  that  low  prices  of  cotton,  as  also  great  variance  in 
prices,  in  anv  season  .are  altogether  as  much  to  the  detriment  of  the  spinner  as  they 
are  to  the  planter  himself.  What  is  desired  by  both  parties  is  a  fair  value  to  the 
commodity,  allowing  to  the  producer  a  fair  profit  in  the  raising  and  fixing  in  some 
measure  a  stable  price  upon  which  the  spinner  can  calculate  m  making  his  sales. 
These  two  results  can  not  oe  secured  under  present  conditions  on  the  exchanges,  and 
particularly  on  the  New  York  Exchange,  and  your  committee  does  not  feel  that  it 
can  conclude  its  report  without  expressmg  its  disapproval  of  the  contract  of  the  New 
York  Exchange,  and  a  sincere  hope  that  the  leaders  on  the  New  York  Exchange  will 
realize  the  detects  of  their  contract  and  sincerely  attempt  to  remedy  the  same.  Under 
present  conditions,  the  contract  on  the  New  York  Exchange  can  be  of  value  only  to 
the  speculator.  It  is  not  to  the  producer  or  to  the  manufacturer.  It  should  be  clearly 
borne  in  mind  that  the  great  mass  of  buyers  of  goods,  particidarly  buyers  for  export, 
base  their  ideas  of  the  value  of  goods  upon  contract  quotations  on  the  New  York  Ex- 
change, and  that  these  buyers  are  wholly  misled,  therefore,  as  to  the  cost  of  the  raw 
material  to  the  manufacturer.  Being  thus  misled,  it  makes  a  constant  effort  on  their 
part  to  secure  prices  on  the  manufactured  article  which  are  below  what  the  manu- 
facturer can  possibly  sell  at.  Under  such  circumstances,  erroneous  market  quotations 
become  a  curse  to  tne  manufacturer  and  to  the  producer,  and  we  feel  that  the  New 
York  Exchange  must  rectify  its  contract  so  as  to  make  the  contract  responsive  to  the 
spot  condition. 

That  is  all  we  ask.  If  they  will  make  their  contract  responsive  to 
spot  conditions,  then  we  have  no  complaint  to  make.  But  they  have 
not  done  it. 

Mr.  Lever.  What  was  the  response  of  the  New  York  Exchange  to 
that  appeal? 

Mr.  JTARKER.  We  had  a  verv  pleasant  gathering  and  enjoyed  their 
social  entertainment  and  talked  over  matters,  and  they  made  a 
report  in  which  they  undertook,  recognizing  the  disparity  between 
spots  and  futures,  to  provide  for  two  methods  of  contracts — a  spot 
contract  and  a  nonspot  contract;  in  other  words,  a  legitimate  con- 
tract and  a  nonlegitimate  contract,  from  our  view  of  it.  We  told 
them  that  was  not  satisfactory;  that  it  would  only  exaggerate  the 
difference  between  spots  and  futures.  And  therefore  they  have  done 
nothing.     That  is  practically  all  that  can  be  said. 

Mr.  Lever.  They  have  done  nothing? 

Mr.  Parker.  They  have  done  nothing.  That  has  been  two  years 
ago,  and  I  can  not  hope  to  see  a  result  which  is  going  to  effect  any  good. 

Mr.  Sims.  Suppose  the  rules  of  the  exchanges  were  changed  or 
amended  so  as  to  give  the  seller  the  option  of  delivering  one-half  the 
contract  and  give  the  buyer  the  option  on  the  other  half.  If  that 
could  be  made  practicable,  what  effect  would  it  have? 

Mr.  Parker.  It  would  bring  spots  and  futures  together  so  quick, 
sir,  that  you  would  not 

Mr.  Sims.  Then  would  not  that  kind  of  an  amendment  to  the  rules 
be  a  solution  of  the  whole  question? 
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Mr.  Parker  That  would  answer  all  our  purposes.  K  thev  let  the 
buyer  demand  half,  or  let  the  seller  at  his  option  deliver  the  other 
half  of  whatever  kind  he  has,  I  think  they  would  very  quickly  get 
together. 

Mr.  Sims.  Why  is  not  that  a  fair  deal? 

Mr.  Parker.  In  my  judgment  it  is  a  square  deal.  Our  very 
demand  is  for  that — and  we  went  further  than  that.  In  our  demand 
we  went  so  far  as  to  say  that  we  would  give  a  quarter  of  a  cent  for 
the  right  to  ask,  and  I  will  pay  now  a  quarter  of  a  cent  for  the  right 
to  ask  a  half. 

Mr.  Harvie.  If  the  chairman  will  permit  me,  what  becomes  of  the 

Eroducer?  He  would  be  still  subject  to  all  the  fluctuations  that  come 
•om  gambling,  would  he  not? 

Mr.  Parker.  The  fluctuations  from  gambhng  are  not  troublesome 
provided  the  man  has  to  deliver  what  he  sells.  If  he  is  put  up  to  the 
point  of  delivering  what  he  sells,  I  am  not  afraid. 

Mr.  ILvRViE.  That  would  not  be  gambling  if  he  is  going  to  actually 
deliver  it,  Mr.  Parker. 

Mr.  Parker.  No,  sir;  that  is  not  gambling. 

Mr.  Harvie.  What  I  am  speaking  of  is  this:  You  said  that  if  the 
rules  of  the  exchanges  were  changed  a  little,  it  would  answer  your 
purposes.  My  contention  is  that  if  they  are  permitted  to  give  out 
contracts  or  deal  in  contracts  where  there  is  to  be  no  deUvery,  the 
evil  is  not  reached  at  all. 

Mr.  Parker.  Well,  theoretically,  delivery  is  expected  on  every 
contract. 

Mr.  Harvie.  Yes;  theoretically. 

Mr.  Parker.  If  they  once  get  to  the  point  where  I  can  demand  that 
cotton,  and  not  to  be  given  whatever  tne  seller  chooses  to  give  me,  I 
can  demand  cotton  sufiicient  to  bring  the  futures  and  spots 
together. 

Mr.  Burleson.  You  need  not  waste  any  time  on  that  proposition, 
because  neither  one  of  the  exchanges  will  ever  adopt  any  such  rule. 

Mr.  Parker.  I  still  have  hope  m  mankind. 

The  Chairman.  Are  there  any  further  questions? 

Mr.  Mendelbaum.  I  should  like  to  ask  one  question  that  I  think 
was  not  brought  out.  Mr.  Parker,  you  testified  here  that  the  tendency 
of  the  exchanges  is  to  depress  the  price  of  cotton? 

Mr.  Parker.  On  an  average. 

Mr.  Mendelbaum.  How  is  it  that  the  spinners,  in  their  conven- 
tions, always  complain  against  the  exchanges  for  causing  an  advance 
in  the  price  of  cotton,  the  raw  material? 

Mr.  Parker.  Well,  sir,  I  have  been  to  a  good  many  spinners'  con- 
ventions, and  I  have  never  heard  of  a  complaint  from  a  spinner  to  that 
effect. 

Mr.  Mendelbaum.  Did  not  the  Englishmen,  in  the  convention  in 
Europe,  complain? 

Mr.  Parker.  Oh,  I  do  not  doubt  that  the  English  spinner  is  always 
sorry  when  cotton  advances.  But  I  do  not  tmnk  even  the  English 
spinner  is  interested  in  the  advance  so  much  as  he  is  in  the  violent 
fluctuations  consequ'ent  upon  speculation.  So  far  as  I  have  attended 
the  spinners'  conventions  in  Ainerica  (I  can  only  speak  of  America; 
I  have  never  been  to  a  spinners'  convention  outside  of  it),  I  have 
never  heard  any  objection  to  the  price  of  the  raw  material  if  that  price 
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remains  reasonably  steady,  so  as  to  give  us  time  to  bring  our  goods 
to  a  parity  with  it.  But  just  take  even  the  last  thirty  days.  Take 
print  cloths  now.  We  had  brought  print  cloths  to  a  parity  with  15- 
cent  cotton.  I  could  make  as  much  monw  three  weeks  ago  off  of 
15-cent  cotton  as  I  could  make  a  year  ago  off  of  9-cent  cotton.  I  was 
satisfied  with  the  conditions.  Mv  New  York  friends  suddenly  sent 
the  market  down  3  cents  when  the  conditions  had  not  changed  one 
particle.  Spot  uotton  was  no  more  spot  cotton.  There  was  every 
mdication  tnat  it  would  be  less  than  we  expected,  rather  than  more. 
They  sent  cotton  down  3  cents.  The  result  was  that  the  purchaser 
of  goods  immediately  said:  **  We  will  not  buy  your  goods  at  the  price 
we  were  willing  to  give  you  three  weeks  ago.  We  are  not  going  to 
take  them  at  this  price,  because  cotton  has  gone  down  3  cente  a 
pound."  And  I  can  not  convince  them  to  save  my  life  that  it  has 
not  gone  down  3  cents  a  pound.  The  result  is  that  it  upsets  all  trade; 
and  the  decline  in  goods  to-day  is  equal  to  what  was  the  decline  in 
cotton  futures,  although  spot  cotton  has  remained  constant. 

Mr.  Lever.  I  understood  you  to  sav  the  3-cent  drop  in  cotton  was 
not  due  to  unusual  conditions  at  all? 

Mr.  Parkeb.  I  do  not  think  anybody  will  contend  that  it  was  due 
to  unusual  conditions. 

Mr.  Lever.  It  was  purely  speculative? 

Mr.  Parker.  Purely  speculative. 

Mr.  Mendelbaum.  Do  not  the  American  spinners  belong  to  the 
International  Spinners'  Association  and  attend  their  meeting? 

Mr.  Parker.  They  do  not  belong  to  it  in  the  sense  of  having  any 
membership.  There  has  been  a  delegate  sent  from  the  two  different 
American  associations  to  the  gatherings  of  the  foreign  spinners. 

ISi.  Burleson.  Before  we  get  away  from  that,  I  sn6uld  like  to  see 
if  I  understood  Mr.  Mendelbaum  exactly  right.  I  understood  you  to 
say  that  the  spinners  have  been  uniformly  against  the  practices  of 
the  exchanges;  and  you  asked  Mr.  Parker  why  it  was  that  they  are 
complaining  if  it  depresses  the  price  of  cotton? 

Mr.  MfeNDELBAUM.  Do  vou  want  me  to  answer  you  now? 

Mr.  Burleson.  Yes.     1  understood  you  to  say  that. 

Mr.  MENDELBAUM.  You  misuuderstood  me. 

Mr.  Burleson.  That  is  the  way  I  understand  your  questiori  ot 
Mr.  Parker — whv  the  spinners  were  uniformly  against  these  practices 
if  they  depressed  the  price  of  cotton? 

(Bv  request  the  stenographer  read  aloud  the  question  referred  to, 
as  follows:) 

Mr.  Mendelbauh.  How  is  it  that  the  spinners,  in  their  conventions,  always  com- 
plain against  the  exchanges  for  causing  an  advance  in  the  price  of  cotton,  the  raw 
materid? 

Mr.  Neville.  That  is  not  your  question,  though. 

Mr.  Pabker.  I  shall  be  very  glad,  indeed,  to  furnish  the  committee 
with  a  copy  of  this  report  wmch  we  made  two  years  ago  on  the 
Question  of  exchanges,  so  that  you  may  see  the  full  position  taken  by 
tne  American  Cotton  Manufacturers'  Association  at  that  time.  I 
will  say  that  that  position  was  simply  a  reaflSrmation  of  the  position 
taken  two  years  prior  to  that,  in  1906 ;  so  that  the  spinners  of  Anaerica, 
as  represented  by  the  American  Cotton  Manufacturers'  Association, 
have  certainly  been  on  record  for  a  number  of  years  in  this  regard. 
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The  American  Cotton  Manufacturers'  Association  has  a  thousand  or 
more  members.  They  represent  about  evenly  the  North  and  the 
South.  My  recollection  is  that  there  are  about  550  members  from  the 
North  and  550  members  from  the  South.  So  that  it  is  certainly  an 
association  which  is  representative  of  the  spinning  industry.  You 
will  find,  for  instance,  m  this  book,  a  list  of  the  members;  jou  will 
find  that  they  cover  every  State  in  the  Union  in  which  there  is  cotton 
spinning;  and  that  was  tne  sentiment  of  our  association. 

The  Chairman.  We  shall  be  very  glad  to  have  that  volume  left  on 
file  here.  Just  one  further  question  to  see  that  I  have  your  position 
clearlv:  I  understand  vour  position  to  be  that  the  spinners  are  not 
complaining  particularly  because  cotton  is  depressed  on  the  one  hand 
or  advanced  on  the  other,  but  because  of  the  fluctuations  claimed  to 
be  due  to  the  practices  of  the  exchanges  ? 

Mr.  Parker.  I  will  modifv  that  in  this  way,  Mr.  Chairman:  The 
spinners  do  not  complain  of  high  prices  as  much  as  they  do  of  irregu- 
larity of  prices.  The  irregulanty  of  prices,  in  our  judgment,  is  largely 
due  to  tne  speculation  through  the  exchanges.  In  other  words,  to 
take  the  past  season,  I  recognize  the  fact  that  there  was  a  legitimate 
gradual  increase  of  value  of  cotton,  because  in  the  beginning  of  the 
season  we  started  out  believing  there  were  going  to  oe  12,000,000 
bales.  A  little  later  we  dropped  our  opinion  to  11 ,000,000  bales.  We 
have  dropped  our  opinion  now  so  we  tnink  the  crop  will  probably  not 
exceed  ten  and  a  half  millions,  if  so  much.  And  therefore,  as  we  have 
had  to  lower  our  opinion  as  to  the  size  of  the  crop,  we  recognize  this 
increase  in  value.  But  what  we  do  object  to  is  wnen,  on  January  16, 
for  instance,  the  Government  came  out  with  its  report  and  showed 
the  crop  to  be  even  shorter  than  the  world  had  expected,  and  even 
indicated  a  reduction  from  the  December  report,  that  there  should 
have  been,  notwithstanding  that  fact,  a  sudd!en  reduction  of  3  cents 
a  pound  in  the  contracts  not  responded  to  in  the  spots,  which  reduc- 
tion in  the  contracts  had  the  effect  of  demoralizing  the  trade  over  the 
whole  United  States,  and  I  think  I  may  say  over  the  whole  world. 

The  Chairman.  I  think  you  make  your  position  very  clear.  Are 
there  any  further  questions? 

Mr.  Beall.  Takmg  conditions  as  they  exist  this  year,  do  you  believe 
the  cotton  producer  of  the  South  has  realized  as  much  for  his  cotton 
under  present  conditions  as  he  would  have  realized  if  it  had  not  been 
for  this  speculative  feature  ? 

Mr.  Parker.  Yes,  sir;  I  think  the  cotton  producer  this  year  has 
realized,  through  the  effect  of  speculation,  more  than  he  would  have 
realized  if  there  had  not  been  speculation. 

Mr.  Beall.  Is  this  year,  in  your  judgment,  an  exceptional  year? 
Or  would  that  rule  apply  to  the  average  run  of  years  ? 

Mr.  Parker.  It  is  an  exceptional  year.  There  has  not  been  a  year 
like  this  year  almost  since  tne  memory  of  man;  certainly  not  since 
the  average  spinner  who  is  now  spinning  has  been  spinning.  I  do 
not  recollect  any  other  season  where  cotton  has  advanced  steadily 
through  the  four  months;  do  you,  Mr.  Neville? 

Mr.  Neville.  Oh,  yes. 

Mr.  Mendelbaum.  1899,  1900,  1901 

Mr.  Parker.  Not  to  the  same  e^^t^nt  that  it  has  this  year.  This  is 
the  first  time  you  have  had  15-cent  cotton,  certainly  since  I  began 
spinning.     I  began  spinning  in  1897.     You  had  it  in  February 
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Mr.  Hubbard.  May  I  ask  Mr.  Parker  if  he  recalls  that  cotton  sold 
in  August  of  1900  at  SJ  cents? 

Mr.  Parker.  Yes. 

Mr.  Hubbard.  And  in  May  it  sold  between  11  and  12  cents? 

Mr.  Parker.  Yes;  I  recall  that  cotton  sold,  as  Mr.  Hubbard  says, 
in  August  of  one  season  at  5J  cents.  That  happened  to  be  the  first 
season  I  manufactured;  in  the  season  of  1898.  My  average  price  of 
cotton  that  year  was  4f  cents;  the  next  year  my  average  price  of  cot- 
ton was  5i  cents;  and  yet  they  were  the  two  hardest  years  I  have  ever 
had  in  manufacturing  since  I  have  been  in  business.  The  price  of 
print  cloths  and  the  price  of  goods  generally  was  even  below  the  par- 
ity of  cotton  that  year. 

Mr.  Beall.  What  special  reason  was  there  for  that  difference? 

Mr.  Parker.  That  was  simply  due  to  the  demand  of  the  trade. 
There  had  been  a  very  large  crop  made. 

Mr.  Hubbard.  Was  it  not  due  to  the  fact  that  the  crop  of  1899-1900 
was  a  remarkably  small  crop? 

Mr.  Parker.  Mr.  Hubbard,  of  course  you  follow  those  crops  more 
carefully  than  I  do.  I  can  not  speak  onhand.  I  accept  your  state- 
ment. 

Mr.  Hubbard.  Was  it  not  also  due  to  the  failure  of  the  cotton  crop 
in  Bombay? 

Mr.  Parker.  There  was  certainly  a  legitimate  reason  for  it.  Spot 
cotton  would  never  have  risen  in  the  succeeding  May  to  11  or  lli 
cents  unless  there  had  been  a  mighty  good  reason  for  it.  I  should 
say  generally  that  it  rose  notwithstanding  the  exchange,  as  a  general 
proposition,  rather  than  on  account  of  the  exchange;  though  this 
year  I  make  an  exception. 

Mr.  Beall.  Take  an  ordinary  year,  the  months  of  October  and 
November  and  along  at  that  season  of  the  year,  when  the  crop  or  a 
considerable  portion  of  it  is  still  in  the  hands  of  the  producer.  What 
is  the  ordinary  rule? 

Mr.  Parker.  The  ordinary  rule  is  that  the  price  is  depressed  in 
the  fall  months.  That  is  the  ordinary  rule.  1  think,  though,  that 
as  long  as  our  southern  planters  continue  to  market  too  large  a  pro- 
portion of  their  product  m  those  months,  they  must  expect  that  to  a 
certain  reasonable  extent. 

Mr.  Beall.  Take  the  instances  that  you  can  recall,  when  there 
has  been  a  very  considerable  advance  in  the  price  of  cotton  as  the 
result  of  speculation.  At  what  season  of  the  year  has  that  generally 
occurred? 

Mr.  Parker.  It  has  ordinarily  occurred  in  the  early  spring — 
January  or  beyond. 

Mr.  6eall.  Where  was  the  cotton  with  reference  to  the  producer 
at  that  time? 

Mr.  Parker.  It  was  out  of  the  producer's  hands.  And  I  will  go 
further 

Mr.  Hubbard.  May  I  ask  right  on  that  point  if  Mr.  Parker  is 
speaking  from  memory,  or  whether  he  is  spealdng  from  records? 

Mr.  Parker.  I  am  speaking  from  memory,  and  I  expect  from  a 
faulty  memory. 

Mr.  Hubbard.  I  think  that  if  Mr.  Parker  will  examine  the  records 
he  will  find  that  the  price  of  cotton  in  New  Orleans  is,  as  a  rule,  lower 
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on  the  1st  of  May  than  it  is  on  the  1st  of  December.  (I  speak  of  New 
Orleans  because  that  comparison  was  made  by  Mr.  Hester,  and  New 
Orleans  is  Mr.  Parker's  favorite  market.)  He  will  find,  I  think,  if  he 
examines  it  carefully,  that  eleven  years  out  of  fourteen  the  price  of 
cotton  in  New  Orleans  on  the  1st  or  May  is  the  same  or  lower  than  it 
is  on  the  1st  of  December.  That  is  a  matter  of  record,  and  was  a 
matter  of  record  before  the  Agricultural  Committee  as  long  ago  as 
1891,  when  I  had  the  honor  of  appearing  before  it  with  Mr.  Hester. 

Mr.  Farkeb.  That  mav  be  true,  gentlemen;  I  would  not  under- 
take to  deny  it.  I  will  also  tell  you  what  is  true  of  mjrself  as  a  spin- 
ner— that  I  follow  the  course  of,  I  think,  a  majority  of  the  spinners, 
and  I  buy  my  cotton  in  the  fall. 

Mr.  Beall.  Because  you  get  it  cheaper. 

Mr.  Cone.  May  I  ask  Mr.  Parker  a  question?  Do  you  not  think, 
Mr.  Parker,  that  there  has  been  a  larger  percentage  of  this  crop 
marketed  in  October,  November,  and  December  than  any  crop  that 
has  ever  come  imder  your  observation? 

Mr.  Parker.  That  is  my  judgment.  That  is  the  reason  why  I  said 
I  thought  a  man  would  be  doing  a  very  perilous  thing  this  year  to  sell 
ahead  without  having  the  spot  cotton. 

Mr.  Haugen.  I  understood  you  to  say  that  if  boards  of  trade  or 
dealing  in  futures  were  eliminated,  it  would  necessitate  the  building 
of  warehouses  by  the  spinners  to  store  their  stock  of  cotton  for  the 
year? 

Mr.  Parker.  It  probably  would  necessitate  our  enlarging  oxir  ware- 
houses; yes,  sir. 

Mr.  Haugen.  How  would  that  aflFect  the  smaller  spinners — those 
without  capital  or  financial  standing? 

Mr.  Parker.  Mv  experience  with  the  smaller  spinners  is  that  the 
large  majority  of  them  do  not  buy  very  much  ahead,  even  now.  It  is 
the  larger  spinners  who  have  to  buy  ahead.  The  smaller  spinner,  as 
a  rule,  certainly  in  the  South  (I  am  speaking  of  the  smaller  spinner  in 
the  South),  does  not  anticipate  his  needs.  He  takes  his  chances  on 
the  market. 

Mr.  Haugen.  This  would  necessitate  the  spinner  making  large  con- 
tracts for  future  delivery  if  he  bought  cotton  at  that  time? 

Mr.  Parker.  As  a  rule,  yes,  sir;  that  would  be  the  only  right  thing 
to  do. 

Mr.  Haugen.  Under  the  present  system  does  not  the  smaller  spin- 
ner buy  for  future  deUvery  through  these  boards  of  trade? 

Mr.  rARKER.  I  do  not  think  he  does.  I  simply  say  that  as  a  rule 
the  smaller  spinner  does  not  buy  ahead,  does  not  anticipate  his  needs 
in  the  same  way  that  the  larger  spinner  does.  Using  as  many  bales 
of  cotton,  for  instance,  as  I  do,  I  am  afraid  to  take  the  risk  of  setting 
my  cotton  around  me  unless  I  have  it  absolutely  in  the  warehouse. 
The  smaller  spinner  is  going  to  use  only  a  few  hundred  bales  in  the 
course  of  the  season,  and  he  is  willing  to  take  a  risk  that  I  can  not 
afford  to  take. 

Mr.  Haugen.  Do  you  sell  for  future  deUvery? 

Mr.  Parker.  I  sell  my  goods  for  future  deUvery. 

Mr.  Haugen.  Nearly  aU  spinners  do? 

Mr.  Parker.  Yes. 

Mr.  BLA.UGEN.  The  smaller  spinners  as  well  as  the  large  ones? 
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Mr.  Parkeb.  They  differ  in  their  policy,  but  they  do  sell  more  or 


Mr.  Hauoen.  The  smaller  spinners  as  well  as  the  large  ones? 

Mr.  Pabkeb.  That  is  right;  yes,  sir. 

Mr.  Hauoen.  The  smaller  spinner,  selling  for  future  deUvery, 
without  ready  cash  or  financial  bacld^,  would  be  unable,  then,  to 
make  contracts  for  future  deUvery?  ]^  would  be  unable  to  get  the 
stock? 

Mr.  Parker.  He  would  be  unable  to  make  contracts  for  future 
'deUvery  of  the  character  he  now  makes.  In  other  words,  he  would 
.  not  buy  his  cotton  on  the  exchange — although,  as  I  tell  you,  I  do 
not  think  as  a  rule  he  now  buys  it  on  the  exchange.  What  he  does 
is  to  buy  it  from  a  cotton  dealer,  such  as  my  friend  Mr.  Neville. 
He  would  not  be  cut  off  from  that. 

Mr.  Hauoen.  And  the  dealer,  in  turn,  hedges? 

Mr.  Parkeb.  The  dealer,  in  turn,  hedges  now;  yes,  sir. 

Mr.  Cone.  Mr.  Parker,  was  it  not  your  experience  last  spring  and 
summer  that  the  farmers  held  cotton  for  fall  deUvery  more  largely 
than  you  had  ever  known  them  to  do  before? 

Mr.  Parker.  Yes,  sir;  and  they  made  a  very  serious  mistake. 

Mr.  Sims.  I  should  Uke  to  ask  Mr.  Parker  a  question.  There  seems 
to  be.  an  impression  that  without  future  deanng  we  would  have  to 
have  warehouses  to  take  care  of  the  cotton.  Do  we  not  now  have  to 
have  warehouses  to  take  care  of  it? 

Mr.  Parker.  I  think  that  if  the  effect  of  doing  away  with  the  ex- 
changes would  be  to  have  warehouses  to  take  care  of  all  the  cotton, 
it  would  be  worth  many,  many  times  any  possible  harm  that  woula 
come  from  the  aboUtion  of  the  exchanges.  Unfortunately,  too  many 
of  our  planters  now  let  their  cotton  stay  out  in  the  weather  right 
through  the  winter,  and  do  not  warehouse  it.  If,  by  the  aboUtion  of 
the  exchanges,  we  could  force  them  to  a  condition  where  they  would 
warehouse  their  cotton,  it  would  be  the  best  thing  in  the  world  for 
aU  of  those  interested  in  cotton. 

Mr.  Sims.  But  it  is  a  fact  that  there  are  warehouses  to  take  care  of 
cotton  now? 

Mr.  Parker.  There  are;  and  the  most  intelUgent  farmers  are  now 
learning  to  avail  themselves  of  them. 

Mr.  McLaughlin.  Who  do  you  mean  would  build  these  ware- 
houses— the  planters  or  the  spmners  or  the  manufacturers? 

Mr.  Parb:er.  The  spinners  would  build  a  large  portion  of  them. 
But  what  is  going  to  come  eventually  is  a  condition  under  which 
either  the  planters  themselves  wiQ  build  the  warehouses  or  the 
warehouse  companies  will  build  them  in  order  to  do  a  regular  ware- 
housing business.  I  appeared  before  the  legislature  of  &)uth  Caro- 
lina last  week  earnestly  urging  the  passage  of  this  uniform  warehouse 
biU,  which  has  been  proposed  by  the  different  States,  so  as  to  give 
our  people  a  chance  to  get  a  warehouse  receipt  which  wiU  be  market- 
able  in  New  York,  Boston,  in  Providence,  in  Chicago,  and  every- 
where else.  What  is  going  to  come — and  it  is  not  very  far  off, 
either — is  that  we  are  going  to  have  in  the  South  warehouse  com- 
panies just  Uke  you  have  elevator  companies  in  the  West. 

The  Chairman.  Have  you  those  companies  to  anv  extent  now? 

Mr.  Parker.  I,  myself,  am  connected  in  a  small  way  with  one 
company — the  Standard  Warehousing  Company  of  South  Carolina — 
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which  has  a  capital  stock  of  $500,000,  I  believe  it  is,  or  in  that 
neighborhood,  and  which  does  a  storage  of  about  90.000  bales. 

Mr.  Burleson.  Is  it  not  a  fact  that  during  the  last  three  years 
there  have  been  about  two  thousand  of  them  built? 

Mr.  Parker.  Yes;  there  are  a  great  many  small  warehouses  being 
built  all  around. 

The  Chairman.  Is  it  the  practice  of  those  warehouse  companies  to 
receive  the  cotton  and  charge  so  much  a  month  for  warehousmg  it? 

Mr.  Parker.  That  is  right. 

The  Chairman.  Or  do  tney  advance  a  certain  portion  of  its  value? 

Mr.  Parker.  There  are  different  methods  pursued.  They  all ' 
charge  for  the  storage.  Some  make  an  advance  upon  it  directly. 
The  general  method,  though,  is  that  they  give  a  warenouse  receipt  to 
the  farmer.  Once  we  get  capital  assured  of  the  safetj^  of  the  ware- 
house receipt^  and  that  the  cotton  will  be  kept  there  until  it  is  needed, 
'and  the  receipt  can  be  hypothecated  in  the  banks  at  a  reasonable 
rate  of  interest,  the  effect  has  been  (and  I  think  Mr.  Burleson  will  bear 
me  out)  that  in  the  last  three  years  the  rates  of  interest  on  cotton 
collaterals  have  declined  very  greatly  in  the  South.  I  have  been 
able,  myself,  to  help  in  placmg  loans  for  farmer  friends  this  past 
season  as  low  as  5  and  5^  per  cent  and  last  season  as  low  as  4^  per 
cent,  whereas  in  the  South,  previously,  our  rates  have  been  7  and  8 
per  cent. 

Mr.  McLaughlin.  You  were  asked  a  question  by  Mr.  Cone  as  to 
whether,  if  the  exchanges  were  abolished,  vou  would  not  **have  a 
picnic  buying  your  cotton.''  You  answered  the  question,  evidently 
understanding  it.  I  did  not  get  the  force  of  it.  If  you  understood 
his  question  suflSciently  to  have  an  opinion  as  to  what  the  outcome 
or  result  would  be,  I  should  be  glad  to  near  it. 

Mr.  Parker.  What  Mr.  Cone  meant  was  this:  His  idea  was  that 
if  the  exchanges  were  abolished  the  only  purchasers  would  be  the 
spinners;  that  these  intermediate  men  that  now  purchase  and  hedge 
on  the  exchanges  would  be  afraid  to  do  that  business,  and  that  there- 
fore only  the  spinners  would  be  left  as  purchasers. 

Mr.  McLaughlin.  The  producers  would  be  at  the  mercy  of  the 
manufacturers? 

Mr.  Parker.  Of  the  spinners;  that  was  his  suggestion.  I  do  not 
agree  with  that  suggestion.  I  think  there  are  two  ways  in  which  that 
is  going  to  be  avoided,  though  I  recognize  that  temporally  there  is 
gomg  to  be  a  certain  amount  of  readjustment  necessary.  One  way  is, 
as  I  have  undertaken  to  explain,  that  there  will  be  built  up  this  ware- 
house system,  by  which  the  South  will  realize  the  necessity  of  storing 
its  cotton  and  marketing  it  gradually,  so  as  not  to  give  the  spinners 
that  advantage.  I  am  assured  that  there  is  going  to  be  a  steady, 
continuous  growth  in  that  direction.  The  other  reason  is  that  as 
long  as  there  is  any  commodity  like  cotton  on  the  market  men  like 
my  good  friend  Mr.  Neville  (I  have  used  his  name  a  number  of  times, 
as  he  is  one  of  the  largest  of  the  intermediate  men)  will  buy  just  as 
much  as  they  do  now,  especially  if  it  goes  beyond  what  they  think  is 
below  the  average  of  prices.  So  I  do  not  think  Mr.  Neville  will  have 
the  *' picnic"  my  friend  Mr.  Cone  would  expect  him  to  have.  I 
certainly  do  not  advocate  this  legislation  with  any  view  of  that 
"picnic,"  because  I  take  exactly  the  other  view. 
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Mr.  Cone.  Let  me  ask  Mr.  Parker  a  question  therd:  Mr.  Parker,  do 

irou  think  a  bank,  in  the  first  place,  would  lend  money  on  cotton,  or 
end  the  money  that  would  be  needed  to  start  with,  with  the  conscious- 
ness that  the  dealer  it  is  lending  to  can  not  hedge  his  cotton?  Would 
that  dealer  handle  that  cotton  as  he  does  now  for  25  or  50  cents  a  bale? 
Would  he  handle  it  for  less  than  $5  a  bale?  Would  you  buy  cotton 
and  put  it  in  your  warehouse  unless  you  felt  that  you  were  getting 
enough  off  the. price  to  guarantee  that  you  were  going  to  get  good 
interest  and  carrying  charges  out  of  it? 

Mr.  Parker.  As  I  said  a  moment  ago,  I  think  that  in  all  probabiUty 
the  business  would  be  temporarily  comphcated  through  the  aboUtion 
of  the  exchanges.  It  is  a  pure  question,  take  it  all  in  all,  of  the  pros 
and  cons.  To-day  the  cons  overbalance  anything  which  can  be  said 
for  the  pros.  I  reco^ze  the  very  suggestion  made  by  my  friend, 
that,  temporarily,  until  the  South  can  readjust  itself  to  a  condition 
of  marketing  its  crop  only  as  needed  hj  the  spinners,  there  would  neces- 
sarily be  a  certain  amount  of  depression  in  the  sale  of  the  commodity, 
and  possibly  an  extortionate  profit  given  to  the  intermediate  man. 
Let  me  take  a  case  under  the  present  exchange  rules,  and  see  whether 
the  intermediate  man  has  not  at  times  made  an  extortionate  profit. 

The  intermediate  man  who  bought  cotton  in  January,  and  who 
sold  it  a  week  ago  or  ten  days  ago,  made  a  profit  of  about  $10  a  bale, 
or  about  2  cents  a  pound.  I  think  that  is  an  illegitimate  profit,  ana 
I  think  it  was  made  through  illegitimate  conditions.  If  he  hedged 
his  cotton  when  he  bought  it  in  the  first  week  of  January,  and  if  he 
let  his  hedges  go  and  sold  to  the  spinner  at  the  price  he  was  chargii^ 
the  spinner  a  week  or  ten^days  ago,  he  made  a  profit  of  $10  a  bale,  fl 
my  friend,  Mr.  Neville,  will  allow  me,  I  will  give  you  one  illustration 
wnich  aflFects  his  own  firm.  I  was  very  anxious  to  get  a  certain  lot  of 
cotton  of  300  bales  for  one  of  iny  mills  when  cotton  futures  were  16 J 
cents^  and  I  just  stubbornly  said  I  would  not  pay  over  14^  cents  for 
it.  I  was  oflFered  that  cotton  at  14J  cents  at  that  time.  Cotton 
futures  declined  3  cents  a  pound,  but  I  never  got  that  cotton  cheaper 
than  14^  cents.  In  the  meantime  the  intermediate  man  who  had 
bought  cotton  and  had  hedged  it  by  the  futures  got  the  benefit  of  the 
declme  of  3  cents  a  pound  m  futures,  and  only  suffered  a  loss  in  the 
spots  he  had  bought  of  the  difference  between  15  or  15^  cents,  which 
he  said  it  cost  him,  down  to  14^^  cents. 

Mr.  Neville.  You  are  assuming  that  the  man  who  bought  that 
cotton  got  a  lot  of  cotton  which  you  wanted.  We  do  not  operate  in 
that  class  of  cotton. 

Mr.  Pakker.  I  am  assuming  that  he  hedged. 

Mr.  Neville.  You  are  assuming  that  he  hedged  at  16.486,  which 
was  the  highest  point  Maj  Qotton  reached. 

Mr.  Parker.  That  is  right. 

Mr.  Neville.  And  you  are  assuming  that  he  took  his  hedges  out 
at  the  lowest  point. 

Mr.  Parker.  That  is  right. 

Mr.  Neville.  Those  are  two  assumptions. 

Mr.  Parker.  I  will  preface  that  by  this  statement  (I  wish  to  make 
it  clear  now) :  If,  on  the  day  that  futures  were  highest,  he  bought 
cotton  and  hedged  it,  he  did  not  pay  at  that  time  over  15  to  15 J 
cents,  because  the  producer  never  got,  this  last  season,  over  15  to  15| 
cents. 


Digitized  by  VjOOQ IC 


56  PREVENTION   OF  DEALING  IN  FUTUBES. 

Mr.  Nevelle.  You  are  only  talking  about  your  character  of  goods. 
If  you  take  staple  cotton  you  will  see  that  it  ruled  from  1  cent  to  2 
cents  a  pound  higher  than  your  character  of  goods. 

Mr.  Parkeb.  1  am  going  to  compare  them. 

Mr.  Neville.  If  you  are  going  to  compare  staple  cotton,  do  not 
conipare  it  with  vour  character  of  goods. 

Mr.  Parker.  No;  but  the  very  cotton  I  bought  was  raised  right  in 
South  Carolina.  That  very  cotton  that  I  offered  14^  cents  for,  and 
the  man  finally  offered  to  me  for  HJ,  I  bought  at  14A  cents,  or  a 
difference,  you  see,  of  not  quite  half  a  cent  a  pound,  and  m  the  mean- 
time futures  had  changed  3  cents  a  pound. 

Mr.  Neville.  Mr.  Parker,  was  that  cotton  hedged? 

Mr.  Parker.  Yes. 

Mr.  Cone.  Allow  me  to  take  issue  with  you  just  one  moment,  sir. 
You  can  get  evidence  of  what  I  am  going  to  tell  you.     I  will  tell  these 

fentlemen  a  very  remarkable  thing.  Bi  the  spot-cotton  end  of  mj 
usiness  I  try  to  buy  cotton  when  it  is  high;  I  try  to  sell  it  when  it  is 
cheap.  To  illustrate  what  I  mean :  Instead  of  paying  15  cents,  as  you 
say,  1  have  bought  cotton  when  the  market  was  at  the  top;  I  have 
bought  a  thousand  bales  of  cotton  from  the  firm  of  Weil  Brothers,  at 
Montgomery,  Ala.,  and  I  have  bought  cotton  from  A.  P.  Loverman, 
of  Tuscaloosa,  Ala.,  that  I  paid  them  16J  cents  for — strict  middling 
cotton. 

Mr.  Parker.  But  they  were  intermediate  men.  I  am  talking 
about  the  sale  to  the  proaucer. 

Mr.  Cone.  But,  Mr.  Parker,  in  answer  to  that,  let  me  say  that  Mr. 
Loverman  is  a  man  who  handles  about  60,000  bales  of  cotton  per 
annum,  and  has  handled  it  for  years  and  years;  and  I  do  not  suppose 
he  has  $50,000  to  his  name  to-day.  But  in  the  case  of  the  illustra- 
tion I  wish  to  make,  that  I  sold  futures  against,  I  was  glad  to  get  the 
cotton.  I  regarded  it  as  too  h^h,  altogether  too  high;  but  I  bought 
it  because  I  could  hedge  it.  I  sold  futures  against  that  cotton  at 
16.43,  and  I  was  able  to  sell  you  cotton,  when  the  market  went  down, 
cheaper  than  anybody  else. 

Mr.  Parker.  That  is  right.  That  is  the  very  point  I  made,  gen- 
tlemen. That  is  the  very  thing  I  said  he  did — that  he  was  able  to 
buy  the  spot  cotton  even  from  the  intermediate  man.  Weil  Brothers 
had  already  bought  that  spot  cotton.  The  producer  never  got  any 
16i  cents.  The  producer  probably  did  not  get  over  16\  cents  for 
that  cotton.  He  bought  from  Weil  Brothers  at  30  points  under 
the  futures;  and  if  he  did  like  some  of  the  rest  of  my  friends  he  sold 
to  the  spinner  at  100  points  on  futures. 

Mr.  Cone.  I  will  give  you  the  reverse  case:  Right  at  the  same 
time,  sir,  right  when  they  had  this  big  smash  here  through  an  over- 
extension of  speculation  (which  I  regard  as  a  question  of  ethics  and 
morals,  and  not  one  of  commerce),  right  at  the  time  of  that  break, 
I  sold  cotton  to  mills  around  me  a  great  deal  cheaper  than  the  farm- 
ers would. 

Mr.  Parker.  That  is  right. 

Mr.  Cone.  Here  is  where  it  helps  the  farmer:  I  just  had  to  quit 
selling,  I  sold  so  much.  I  sold  them  cotton  around  14J  and  14f 
cents  when  the  farmer  away  down  South  was  asking  me  15  or  15| 
for  it. 

Mr.  Parker.  That  is  right. 
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Mr.  Cone.  And  why?  Because  I  could  bujr  more  of  those  high 
futures;  and  during  tnat  summer  I  was  just  simply  giving  it  away 
around  13f  cents.  I  bought  a  lot  of  it  at  13.63.  Now,  I  have  not 
boii^ht  a  bale  of  that  cotton  yet. 

Wr.  Parker.  Yes. 

Mr.  Cone.  I  sold  clean  up  to  July.  What  will  be  the  result?  I 
have  got  to  go  to  these  gentlemen,  and  I  do  not  care  what  they  charge 
me  for  cotton.  I  believe  I  will  pay  20  cents  for  some  of  that  cotton. 
That  is  my  honest  conviction.  1  will  be  glad  to  do  it.  I  sold  the  mills 
cotton  for  less  than  I  could  buy  it  for;  and  I  am  going  to  take  it  to  the 
mills,  and  I  will  probably  pay  20  cents  a  pound  for  some  of  the  cotton; 
and  then,  when  I  buy  tne  cotton  from  these  gentlemen,  I  will  sell  my 
futures. 

Mr.  Parker.  There  is  no  difference,  gentlemen,  between  Mr.  Cone's 
statement  and  mine.  He  has  just  exactly  confirmed  my  statement — 
that  by  that  method  of  hedging  he  was  able  to  knock  out  the  pro- 
ducer entirely.  And  while  1  admit  very  frankly  that  it  was  a  good 
thing  for  the  spinners — I  admit  that  that  break  tne  other  day  enabled 
many  of  us  to  get  in  on  a  basis  we  never  hoped  to  get  in  on — at  the 
same  time  it  was  a  bad  thing  for  the  producer;  and  the  spinners 
really  are  not  going  to  make  anything  out  of  it,  because  that  break 
has  so  demoralized  the  cotton-goods  market  that  I  would  rather  have 
given  15  cents  for  cotton  three  weeks  ago  than  to  give  14  cents  for  it 
to-day. 

The  Chairman.  We  are  very  much  obliged  to  vou. 

Mr.  Lever.  It  has  been  suggested  that  ii  you  abolish  the  exchanges 
the  only  purchasers  of  cotton  will  be  the  mill  men,  and  it  will  not 
be  a  very  long  time  before  there  will  be  a  great  mill  trust  throughout 
this  country  which  will  control  and  fix  prices  of  cotton.  I  would 
like  to  have  your  judgment  about  that. 

Mr.  Parker.  So  far  as  I  know  a  trust  only  arises  under  two  con- 
ditions: First,  when  a  man  has  got  enough  of  a  business  and  wants 
to  sell  out  and  is  willing  to  have  somebody  else  make  whatever 
money  there  is  in  it  out  of  it.  Most  of  us  in  the  cotton-mill  business 
in  the  South  are  voung  men  who  have  not  made  our  pile  and  are 
going  to  stay  in  there  until  we  make  something  out  of  it.  Outside 
of  that,  1  regard  a  trust  in  cotton-mill  manufacturing  as  an  impossi- 
bility. There  are  too  many  styles  of  goods  and  too  many  grades  of 
goods  and  there  is  too  much  characterization  of  goods  to  make  a 
trust  possible. 

Mr.  Lever.  You  would  not  consider  that  there  was  any  danger  of 
that? 

Mr.  Parker.  I  would  not  say  that  there  was  the  least  danger  of  it. 

Mr.  Neville.  Referring  to  your  association  of  manufacturers,  you 
have  stated  in  your  recommendations  to  the  Cotton  Manufacturers' 
Association  that  the  cotton  exchanges  should  fix  the  price  running 
through  several  grades,  strict  middling,  low  middling,  and  fair.  You 
recognize,  of  course,  that  the  basis  of  contract  should  be  such  as 
will  take  care  of  the  grades  that  nature  enables  the  farmers  to  raise? 

Mr.  Parker.  That  is  right. 

Mr.  Neville.  Take  the  crop  of  1906  and  1907,  where  you  practi- 
cally had  a  14,000,000-bale  crop  raised  with  an  average  grade,  1  dare 
say,  of  low  middling;  over  half  the  crop  raised  that  year  would  have 
been  debarred  from  any  contract.     How  low  do  you  think  those  lower 
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grades  would  have  sold  to  the.  trade  that  would  have  been  the  only 
buyers  for  them  ? 

Mr.  Parker.  If  I  understand  the  result  of  that  question,  you  hold 
that  the  exchanges  are  the  only  places  where  the  low  grades  can  be 
delivered? 

Mr.  Neville.  I  hold  that  their  contract  by  experience  provides  for 
the  deUvery  of  cotton  of  spinnable  cotton  that  nature  enables  the 
producer  to  raise,  and  any  basis  such  as  jou  ask  the  exchanges  to 
adopt  would  have  only  resulted  in  one  thing,  namely,  the  disorgani- 
zation and  the  bankruptcy  of  everybody  connected  with  the  cotton 
business;  not  to  such  a  large  extent  with  the  spinners,  but  to  every 
other  interest  in  the  trade. 

Mr.  Parker.  Gentlemen,  all  I  can  say  is  that  I  take  issue  right 
there  with  my  friend  Mr.  Neville.  In  that  particular  season  he  will 
bear  me  out  that  at  the  very  time  that  the  strict  middling  cotton  in 
the  South — which  is  an  average  grade  used  by  spinners — was  selling 
in  the  South  at  12  to  12^  cents,  cotton  futures  were  selling  in  New 
York  at  9.50.  Why?  Because  imder  that  rule  of  cotton  futures 
they  could  apply  these  very  low  grades,  and  the  spinner  ran  away 
from  these  verv  low  grades;  and  therefore  my  friend  would  have  the 
condition  in  wnich  the  great  mass  of  cotton  is  depressed,  in  order  to 
take  care  of  these  low  grades.  He  and  I  will  a^ee  that  this  year 
there  is  not  10  per  cent  of  the  cotton  below  low  middling. 

Mr.  Neville.  I  do  not  know  about  that. 

Mr.  Parker.  Not  10  per  cent  below  low  middUng,  and  yet  on 
the  average  it  is  that  10  per  cent  of  those  low  grades  that  will  fix 
the  price  on  the  exchange  as  a  whole. 

Mr.  Neville.  I  will  not  cite  the  New  Orleans  Cotton  Exchange, 
because  that  seems  to  be  debarred  from  discussion,  but  take  New 
Orleans  and  Liverpool,  where  you  have  the  system  of  differences 
known  as  commercial  differences;  take  the  basis  middhng  price  of 
those  markets,  does  it  rule  close  to  the  price  of  spots? 

Mr.  Parker.  Reasonably  close. 

Mr.  Neville.  Well,  take  the  two  seasons  that  have  been  spoken 
about  in  this  discussion,  what  do  you  say  about  the  difference  between 
spots  and  best  middhng? 

Mr.  Parker.  Take  those  two  seasons;  on  the  basis  middhng  con- 
tract, even  where  it  was  based  on  the  market  differences  instead  of 
the  fixed  differences  in  New  York,  they  got  pretty  far  apart.  They 
were  not  so  far  apart  in  New  York  as  in  New  Orleans,  but  our  asso- 
ciation has  not  expressed  approval  of  the  New  Orleans  contract, 
absolutely.  We  think  it  is  oetter  than  that  in  New  York,  but  we 
claim  there  that  in  New  York  it  is  unfair  to  both  spinner  and  pro- 
ducer; that  this  low  grade  should  fix  the  price  of  the  whole,  and  our 
view  IS  to-day  that  there  ought  to  be  deUverable  on  the  contract 
only  a  class  of  cotton  which  represents  the  great  mass  of  the  cotton 
which  is  spun;  and  the  great  mass  of  the  cotton,  80  or  90  per  cent  of 
the  cotton  that  the  spinners  in  the  United  States  or  the  world — cer- 
tainly in  the  United  States — use  now  is  middhng  and  strict  middling, 
and  therefore  to  aUow  the  low  grades,  whether  in  New  York  or  any- 
where else,  to  be  a  depressing  factor  to  affect  the  price  of  all  the  cotton 
is  to  allow  the  tail  to  wag  the  dog,  and  it  is  the  tail  which  is  wagging 
the  dog  on  the  exchanges  all  the  time. 
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Mr.  Neville.  That  is  a  debatable  question  which  we  will  present 
when  it  comes  our  turn. 

Mr.  Parker.  Well,  I  was  simply  expressing  my  opinion. 

Mr.  Neville.  You  are  taking  this  year's  crop,  which  is  an  unusu- 
ally high-grade  crop. 

Mr.  Parb:er.  Last  year  was  not  a  high-grade  crop. 

Mr.  Neville.  Yes,  but  the  proportion  picked  in  the  field  after  the 
1st  of  December  last  year  was  ^eater  tnan  the  proportion  in  any 
season  that  we  have  had  that  I  can  recall. 

Mr.  Parker.  Yes. 

Mr.  Neville.  Now,  this  year  all  your  crop  or  practically  all  your 
crop  was  picked  by  the  15th  of  December,  oefore  any  bad  weather 
came  to  reduce  the  grades. 

Mr.  Parker.  Yes. 

Mr.  Neville.  Consequently  this  year  you  have  got  an  exceptional 
crop  in  two  ways;  you  have  a  crop  that  has  not  as  good  spinning 
value  as  last  year's  crop,  so  far  as  the  staple  is  concerned,  but  you 
have  the  highest  grade  average  crop  that  you  have  had  in  the  history 
of  the  cotton  trade;  so  that  vou  can  not  take  this  year's  cotton  crop 
to  support  your  contention  for  a  low  middling  contract  for  middling 
and  fair.  Why?  Because  it  is  not  one  season  you  have  got  to  pro- 
vide for,  but  you  have  got  to  provide  for  the  grades  that  God  Almighty 
enables  the  farmers  to  raise. 

Mr.  Parker.  And  yet,  Mr.  Neville,  it  is  a  curious  coincidence  that 
it  happens  that  the  very  year  you  say  there  was  a  preponderance  of 
high  grades,  and  therefore  there  shomd  be  less  low  grades  to  deliver 
on  the  exchange,  is  the  first  year  that  the  South  has  got  a  good 
price  in  the  fall  for  its  product. 

Mr.  Neville.  I  differ  with  you. 

Mr.  Parker.  It  is  a  singular  coincidence,  I  say,  that  the  very  year 
that  there  were  no  low  grades  to  deliver  is  the  year  that  futures  were 
not  depressed  and  the  very  year  that  the  price  of  spot  cotton  was  the 
best. 

Mr.  Neville.  We  will  produce  evidence  to  the  committee  to  show 
them  that  the  contrary  was  the  fact;  we  will  produce  facts,  and  not 
theory.  And  r^ht  on  that  question  of  differences,  referring  to  the 
report  of  Mr.  Herbert  Knox  Smith  (and  by  the  way,  gentlemen,  I 
want  to  say  that  Mr.  Herbert  Knox  Smith's  treatise  on  prices  is  a 
masterpiece,  theoretically,  practically  the  working  out  of  some 
theories  he  advances  is  one  that  is  of  extreme  difficulty,  and  impracti- 
cable; we  will  dwell  on  that  later),  Mr.  Parker,  the  Liverpool  cotton 
market,  as  we  who  are  actively  in  the  trade  know,  and  according  to 
Mr.  Smith's  report,  is  the  most  drastic  commercial-difference  market 
that  there  is  in  existence.  In  the  Havre  market  they  have  absolutely 
fixed  differences  between  grades,  based  on  the  presumed  spinning 
value  of  those  grades.  In  Liverpool  the  prices  are  fixed  by  the  law 
of  supply  and  demand,  so  called.  Now,  in  Liverpool  in  1906-7 
and  in  1907-8,  with  the  most  drastic  commercial-difference  system 
in  the  world,  in  that  market  with  the  most  drastic  commercial  differ- 
ences, the  difference  between  the  price  of  best  middling  and  spot  was 
160  points.  They  are  a  buyer^s  market;  thev  have  no  regard  for 
the  producer  of  cotton,  nor  lor  the  man  who  has  the  cotton  to  sell, 
and  it  is  the  man  who  buys  the  cotton  that  fixes  the  price  to  meet  his 
own  particular  idea. 
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Mr.  Pabkeb.  At  the  same  time  in  New  York  it  was  150. 

Mr.  Neville.  Two  hundred  and  twenty-eight. 

Mr.  Pabkeb.  Two  hundred  and  twenty-eight.  And  further, 
gentlemen,  do  not  forget  that  I  have  never  contended  that  the  change 
from  arbitrarily  fixed  diflFerencea  to  commercial  diflferences  is  going 
to  do  away  with  all  difficulty.  The  New  Orleans  Exchange  has  got 
the  commercial  diflferences.  We  say  that  they  should  not  allo'W 
these  low  grades,  this  trashy,  dusty  cotton,  and  cotton  that  can  not 
be  spim  to  come  in  there,  and  as  long  as  it  does  you  are  going  to 
have  this  condition,  and  you  are  going  to  have  the  low  grades  fixing 
the  price  of  the  whole.     The  spinners'  request  is  as  follows.    We  ask: 

Cotton  to  be  of  any  grade  from  low  middling  to  &dr,  inclusive,  and  if  tinged  or 
stained,  not  below  low  middling  (four  color)  in  value. 

Price  to  be  based  on  middling,  with  additions  and  deductions  for  other  grades  to 
be  made  according  to  rates  of  cotton  exchange  existing  on  the  afternoon  of  the  day 
previous  to  the  date  of  notice  of  delivery. 

No  certificate  of  classification  to  embrace  qualities  more  than  four  quarter  gradee 
above  or  below  the  mean  grade  of  the  cotton  covered  in  such  certificate. 

No  dusty  or  gin-cut  cotton  to  be  deliverable,  dusty  cotton  being  defined  as  cotton 
lessened  in  value  more  than  one-eighth  cent  bv  reason  of  dust. 

No  cotton  containing  more  than  1  per  cent  of  sand,  or  more  than  1  per  cent  of  burr, 
or  more  than  1  per  cent  of  any  other  foreign  substance  to  be  deliverable  under  the 
contract. 

No  cotton  to  be  deliverable  under  the  contract  unless  80  per  cent  of  said  cotton 
has  a  staple  over  eleven-sixteenths  of  an  inch  in  length,  as  determined  by  the  classi- 
fication committee. 

At  one  time,  I  believe,  linters  were  delivered;  they  were  down  so 
low  you  could  not  distinguish  them  from  linters. 

Mr.  Neville.  No. 

Mr.  Parker.  They  were  offered  me.  I  saw  cotton  with  my  own 
eyes  that  I  do  not  hesitate  to  say  was  as  rotten  as  cotton  could  be, 
and  yet  it  was  deliverable  and  was  delivered  on  the  New  York  Ex- 
change. That  has  been  rectified  now.  I  see  that  the  New  York 
Exchange  responded  to  the  protest  against  that,  and  rectified  it. 
Eleven-sixteenths  of  an  inch  m  length  is  the  minimum  length  that 
the  spinners  use  in  this  coimtry.  What  right  have  they  to  allow  a 
man  to  put  anything  less  than  eleven-sixteenths  in  deliveries  to  be 
fixed  ?  They  have  got  their  fixed  differences.  But  that  is  onl v  one 
trouble.  If  they  will  just  put  a  contract  there  that  will  enable  the 
cotton  spinner  to  get  cotton  that  he  can  spin,  I  am  not  afraid 

Mr.  Cone.  You  are  speaking  of  that  low-grade  crop  year.  Was 
not  the  stock  of  cotton  in  New  York  one  of  the  largest  stocks  you 
have  ever  known  to  be  gathered  in  the  market? 

Mr.  Parker.  Yes,  exactly;  because  every  bit  of  cotton  of  a  low 
grade  gravitated  to  New  York. 

Mr.  Cone.  \''as  it  not  of  immense  value  to  the  South  that  New  York 
should  finance  that  cotton?  Was  there  not  such  a  preponderance 
of  that  grade  of  cotton  grown  that  year,  all  the  way  from  Greorgia 
to  Arkansas,  that  the  South  if  it  had  had  to  finance  it  itself  would 
have  been  in  great  distress;  and  did  not  New  York  become  the  banking 
center  for  that  cotton,  and  carry  that  cotton  until  the  following  season, 
when  it  not  only  ceased  to  be  poor  cotton  but  became  good  cotton 
and  the  whole  world  bought  it,  even  including  myself  I  I  went  to 
New  York  and  brought  some  of  that  cotton  back  down  South. 

Mr.  Parker.  I  will  only  say  that  if  the  South  is  satisfied  to  have 
the  best  part  of  its  products  depreciated  to  give  a  value  to  a  small 
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part — and  that  year  a  large  part — and  not  only  that  year  but  the 
succeeding  year  and  the  next  year  after  that,  by  depreciation,  by 
the  fact  that  there  was  a  lot  of  this  low-grade  cotton  there  on  the 
market  to  be  tendered,  why,  it  is  mighty  poor  judgment.  What 
we  want  is  to  have  cotton  in  New  York  to  be  of  the  same  quaUty  as 
cotton  elsewhere,  and  not  to  have  this  low-grade  cotton  used  as  it 
is  to  depreciate  the  price  of  all  the  rest  of  the  cotton  because  of  the 
accumulation  of  a  stock  of  low  grades  in  New  York. 

Mr.  Beall.  Some  reference  has  been  made  here  to  certain  abnormal 
conditions  that  prevailed  in  1906. 

Mr.  Parkeb.  Yes. 

Mr.  Beall.  I  want  to  ask  you  if,  in  your  judgment,  the  New  York 
Cotton  Exchange  was  to  any  extent  responsible  for  those  abnormal 
conditions?  In  that  connection  Mr.  Nevdle  paid  a  tribute  to  this  re- 
port of  Herbert  Knox  Smith,  and  I  want  to  read  this  extract  to  you : 

This  revision  of  1906  and  its  consequent  loss  caused  intensely  bitter  feeling  in  the 
cotton  trade.  Dissatisfaction  was  aggravated  because  of  a  well-founded  belief  that 
some  members  of  the  revision  committee  were  short  of  the  market  at  the  time  the  re- 
vision was  made  and  thus  reaped  heavy  profits  from  the  subseauent  fall  in  the  contract 
price,  and  that  others  were  carrying  considerable  stocks  of  low-crade  cotton  which 
they  could,  by  reason  of  the  unduly  narrow  differences  off  for  such  grades,  deliver  on 
contracts  at  ao  overvaluation .  Charges  were  freely  made  that  members  of  the  revision 
committee  had  deliberately  abused  tneir  trust  and  had,  in  their  own  interest,  estab- 
lished differences  which  they  knew  to  be  false. 

Mr.  Park£R.  I  do  not  make  the  charge,  and  I  would  not  make  it. 
It  seems  to  me  there  is  no  doubt  that  the  cnarge  was  made.  It  is  also 
true  that  the  meeting  ^as  held  in  New  York.  The  storm  had  taken 
place  in  September  or  early  in  October.  Therefore  the  per  cent  of  low- 
grade  cotton  was  known,  or  reasonably  well  known,  in  November; 
and  yet  the  diflFerences  were  so  fixed,  the  arbitrary  differences,  that 
those  low  grades  were  not  near  what  commercial  differences  fixed 
them,  and  there  was  a  charge  of  interested  parties.  I  do  not  make 
such  a  charge. 

Mr.  Beaix.  Is  it  your  opinion  that  there  was  anything  wrong  in  the 
differences  as  fixed? 

Mr.  Parker.  I  think  the  differences  were  wrong.  I  will  not  say 
or  intimate  for  one  moment  that  the  differences  were  fixed  on  any- 
thing except  honest  differences  of  opinion.  The  differences  certainly 
proved  wrong,  because  it  had  the  effect,  a  little  later  in  the  season, 
of  making  a  difference  of  228  points — I  said  150,  but  Mr.  Neville  says 
228 — between  the  price  of  middling  and  the  price  of  contracts,  which 
I  think  showed  that  they  were  very  wrong  m  their  differences:  and 
there  was  no  question  about  it  that  they  made  a  great  mistake  in 
opinion,  putting  it  on  the  best  plane,  as  I  most  carefully  do. 

Mr.  McLaughlin.  I  want  to  know  why  a  man  will  make  a  contract 
to  buy  a  quantity  of  cotton,  calling  for  a  ffood  quaUty,  when  he 
knows  that  poor  quaUty  can  be  forced  upon  nim? 

Mr.  Parker.  He  does  not;  that  is  the  point.  Therefore  he  runs 
away  from  the  deUvery;  and  if  they  will  modify  their  contract  so 
that  I  can  take  deUvery,  I  can  put  that  contact  up  to  futures.  But 
I  run  away  from  it.  I  would  rather  take  my  loss  of  1  or  2  cents 
than  to  have  imdesirable  cotton  put  upon  me. 

Mr.  Cooks.  I  do  not  see  why,  as  Mr.  McLaughlin  says,  a  man  will 
make  a  contract  of  that  kind  when  he  knows  that  a  poor  quality  of 
cotton  can  be  forced  upon  him. 
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Mr.  Parker.  He  does  not  make  that  kind  of  a  contract,  because 
he  can  not. 

Mr.  Cocks.  VvTiv  do  you  make  a  contract  at  all,  if  you  do  not 
know  what  kind  or  a  contract  you  are  ^oing  to  get  ? 

Mr.  Parker.  That  is  about  the  point  I  am  arguing  now..  If  we 
can  not  get  the  New  York  contractor  to  give  us  a  contract  so  that  we 
know  what  we  are  going  to  get,  it  is  time  to  abolish  the  exchange. 

Mr.  Burleson.  If  he  took  dehveries  there  would  not  be  so  many 
commissions,  maybe.  It  is  because  of  the  commissions;  it  is  to  the 
interest  of  the  exchange  to  have  as  many  commissions  as  possible. 

Mr.  Cocks.  Could  you  not  buy  cotton  elsewhere  and  eliminate  the 
New  York  Cotton  Exchange? 

Mr.  Parker.  I  have  tried  to  do  that,  and  what  was  the  effect?  I 
bought  from  as  responsible  a  firm  as  there  was  in  the  United  States. 
I  bought  their  futures.  They  hedged  themselves  on  the  New  York 
Exchange.  They  failed.  I  might  as  well  have  taken  my  own  losses 
on  the  exchange.  It  is  because  I  do  not  know  what  to  do.  If  I 
hedge,  if  I  protect  myself  bv  buying  from  the  ordinary  dealer,  I 
know  what  he  is  going  to  do ;  he  is  going  to  protect  himseli  by  buying 
on  the  exchange.  Tlierefore  if  the  losses  come  so  as  not  to  project 
him,  he  can  not  respond  to  his  promise  to  me,  so  that  I  am  the  loser 
in  the  end.  I  do  not  know  just  what  to  do.  If  I  buy  on  the  exchange 
I  lose  and  if  I  buy  from  the  dealer  I  take  the  chance  of  loss. 

The  Chairman.  The  idea  his  Question  suggested  to  me  was  the 
query  why,  if  you  are  not  satisfiea  with  the  present  operations  of  the 
board  of  trade,  you  do  not  buy  your  cotton  ir^  the  warehouses. 

Mr.  Parker.  I  am  glad  to  say  that  I  have  to-day  every  bale  of 
cotton  in  my  warehouses  which  I  will  need  to  run  me  until  next 
October,  so  that  I  am  not  worrying  at  all.  But  take  it  last  April;  it 
is  true  we  have  got  into  the  practice  of  using  the  exchange  and  using 
the  intermediate  man.  Take  it  last  April,  when  I  sold  tnat  big  sale, 
carrying  my  mill  from  January,  1909,  to  Januarv',  1911.  I  could 
have  gone  out  and  bought  spots  if  there  had  not  been  exchanges,  and 
we  hope  that  things  will  be  all  right,  and  therefore  I  use  the  exchange 
or  the  intermediate  man  who  did  use  the  exchange;  it  is  the  same 
thing  in  the  end. 

Mr.  Cocks.  That  would  require  a  great  deal  more  capital? 

Mr.  Parker.  That  would  require  a  great  deal  more  capital;  yes. 
But  still,  I  am  glad  to  say,  that  particular  mill  I  could  have  done  it 
with;  but  I  womd  have  had  a  loss  and  a  locking  up  at  that  particular 
time.  Just  at  that  particular  time,  to  illustrate  to  j^ou,  if  I  had 
pursued  that  particular  practice,  right  at  that  particular  time  spot 
cotton  was  then  selling  in  the  South  at  9  J  cents.  I  made  my  con- 
tracts for  delivery  in  tne  fall  at  9f,  just  J  up  for  what  I  would  have 
had  to  pay  for  spots.  If  I  had  carried  the  cotton  from  April  to  next 
November,  when  I  was  bujdng  the  other  cotton,  I  would  have  been 
out  a  good  deal  of  money  in  mterest  and  charges;  therefore  it  was 
better  for  me  to  buy  that  way. 

Mr.  Cocks.  Your  idea  is  that  when  this  warehouse  proposition 
gets  in  shape  yoii  can  buy  this  cotton  from  the  warehouse  as  you 
need  it? 

Mr.  Parker.  As  I  need  it,  and  as  the  farmer  thinks  it  is  the  price 
for  him  to  dispose  of  it. 
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Mr.  Cooks.  Then  it  will  be  a  question  between  you  and  the  specu- 
lator on  the  exchange? 

Mr.  Parker.  Yes;  that  is  it. 

Mr.  CJoNE.  Take  the  man  who  sold  you  that  cotton  for  delivery 
months  and  months  ahead;  if  he  had  not  been  able  to  hedge  himself, 
could  he  have  possibly  sold  you  the  cotton  at  anything  Uke  that 
price? 

Mr.  Parker.  No,  sir.  That  is  the  reason  I  have  said,  in  all  sin- 
cerity, there  were  certain  good  effects  from  the  exchange.  There  is 
no  Question  about  that.  He  could  not  have  sold  me  at  9 f  if  he  could 
not  nave  hedged  on  the  exchange;  and  the  fact  that  he  could^  enabled 
him  to  sell  me.  He  would  not  nave  sold  those  goods  ahead  if  he  had 
not  been  able  to  hedge,  and  I  admit  that  it  would  have  changed  my 
course  of  business.  But  I  would  rather  have  the  change  in  the  course 
of  business  than  take  the  risk  I  am  now  taking. 

Mr.  Cone.  You  admit  there  is  a  certain  amount  of  risk,  anyway? 

Mr.  Parker.  Yes. 

Mr.  Cone.  Would  you  not  put  the  market  in  New  York  so  that  it 
could  be  cornered  by  any  man  with  a  few  millions  ? 

Mr.  Parker.  No;  not  if  you  will  do  what  we  ask  you  to  do.  We 
recognized  that  possibility,  and  therefore  we  say  as  follows : 

If  it  be  contended  that  such  a  requirement  would  tend  to  manipulation  in  making 
it  practicable  for  buyers  to  8C]ueeze  sellers,  then  your  committee  feel  that  a  further 
provision  would  wholly  eliminate  this  possibility,  namely,  that  a  provision  should 
be  made  for  the  certification  of  cotton  in  standard  warehouses  in  the  cotton-producing 
States,  and  that  delivery  may  be  made  on  contracts  of  cotton  in  these  standard  ware- 
houses, with  a  proper  allowance  of  freight  to  the  exchange  point. 

I  do  not  claim  that  that  cotton  must  necessarily  be  in  New  York. 
Let  us  standardize  our  warehouses  and  put  the  cotton  in  the  ware- 
houses there,  and  if  a  squeeze  takes  place  in  New  York  during  the 
cotton  season  we  can  get  100  bales  or  200  bales. 

The  Chairman.  Is  it  not  true  also  that  in  margin  dealing  we  elimi- 
nate the  danger  of  a  comer  bv  making  the  amount  that  would  be  nec- 
essary so  large  that  it  would  be  impossible  to  assemble  capital  enough 
to  do  it? 

Mr.  Parker,  It  is,  except  in  this  way.  Take  what  occurred  this 
last  fall.  Why  did  futures  run  so  high  over  spots?  It  was  because 
the  stock  of  cotton  in  New  York  had  gotten  do>^Ti  to  38,000  bales;  or 
30,000  bales,  was  it  not? 

Mr.  Neville.  Never  that  Ibw. 

Mr.  Parker.  How  low  was  it? 

Mr.  Neville.  Thirty-eight  thousand  bales. 

Mr.  Parker.  Thirty-ei^t  thousand  bales.  The  stock  of  cotton  in 
New  York  had  gotten  down  to  38,000  bales.  That  is  not  so  much. 
I  myself  use  75,000  bales.  Therefore  I  could  comer  that  38,000 
bales  by  taking  it  up.    What  happened?    The  fear  of  a  comer  there 

Eut  futures  up  to  17i  cents,  li  cents  over  spots.  That  is  what 
apijened.  Tney  got  the  futures  up  so  high  that  in  comes  the  dealer, 
and  in  a  very  short  time  they  increased  the  stock  in  New  York  three 
or  four  times  over. 

Mr.  Neville.  Oh,  that  stock  was  increasing  in  New  York  all  the 
season.     It  was  a  gradual  increase. 

Mr.  Parker.  Well,  a  gradual  increase;  and  the.  amount  finally 
got  to  the  point  where  it  was  160,000  bales,  and  then  it  got  beyond 
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the  point  where  there  was  a  squeeze,  where  they  could  take  it  up, 
and  then  occurred  this  break  of  3  cents  a  pound.  That  is  the  manipu- 
lative feature  that  goes  on  all  the  time. 

Mr.  Neville.  Do  you  mean  to  say  that  the  smallness  of  the  stock 
in  New  York  was  responsible  for  the  advance  of  the  market? 

Mr.  Parker.  The  smallness  of  the  stock  in  New  York  was  responsi- 
ble for  the  advance  in  the  market,  of  futures  as  compared  with  spots. 
Take  it  in  the  fall  of  1903.  I  will  leave  it  to  my  friend  whether  1  am 
right  or  not.  I  saw  a  condition  in  1903,  in  September — I  think  I 
have  the  date  rieht — ^in  the  Hayne-Brown  comer  in  New  York, 
where  cotton  on  me  30th  of  September  was  worth  13  cents  and  on 
the  1st  of  October  it  was  worth  9  cents.     Is  not  that  right? 

Mr.  Neville.  That  was  a  comer. 

Mr.  Parker.  We  propose  to  protect  you  against  the  comer  by 
providing  that  you  can  deliver  cotton  anvwhere  in  the  South,  wher- 
ever it  is.  I  recollect  one  of  my  friends  sent  by  express  a  whole 
train  load  of  cotton  in  order  to  get  it  there  before  the  1st  of  October. 

Mr.  Hubbard.  There  was  not  any  cotton  in  the  South  at  that 
time.     The  crop  was  late. 

Mr.  Mendelbaum.  You  have  testified  here  that  on  the  day  when 
cotton  sold  at  16i  cents  in  New  York  you  bought  cotton  in  the  South 
at  14.75  cents. 

Mr.  Parker.  No;  I  told  you  I  was  offered  a  certain  grade  of  spot 
ootton  at  14.75. 

Mr.  Mendelbaum.  What  would  have  prevented  that  producer 
from  sending  his  cotton  to  New  York  ana  selling  it  at  16.50  cents 
at  that  time? 

Mr.  Parker.  Nothing  in  the  world,  except  he  did  not  know 
enough.  If  that  producer  had  been  as  smart  as  the  speculator,  he 
would  have  forwarded  that  cotton  to  New  York  and  delivered  it  on 
the  contract. 

Mr.  Mendelbaum.  He  would  have  gotten  16.50  cents? 

Mr.  Parker.  Yes,  he  would  have  gotten  16.50  cents,  subject  to  the 
charges  for  transporting  the  cotton.  But  our  farmers  do  not  appreci- 
ate the  benefit  they  can  get  in  that  way.  Of  course  they  do  not  mow. 
They  can  not  follow  all  these  things  all  the  time.  I  can  not  do  it 
myself. 

The  Chairman.  We  are  verj^  much  obliged  to  you  for  the  informa- 
tion you  have  given  the  committee. 

TESTIHOirr  OF  MB.  CHABLES  S.  WEBB,  OF  OBEENVILLE,  S.  C. 

(The  witness  was  sworn  by  the  chairman.) 

The  Chairman.  Will  you  state  what  your  business  connections  are  ? 

Mr.  Webb.  I  am  in  the  spot  cotton  and  brokerage  business;  spot 
brokerage.  I  just  want  to  start  out,  gentlemen,  by  saying  that  I 
have  been  selling  cotton  to  the  mills  in  the  South  for  twenty  years, 
and  I  will  say  this,  that  I  have  not  yet  found  a  bull  among  the  spin- 
ners. Ninety  per  cent  of  them  are  bears  all  the  time.  I  buy  spot 
cotton  and  sell  contracts  against  it,  when  I  can  not  seU  the  spot 
cotton.  I  probably  to-day  could  get  an  order  for  100  bales  or  200 
bales  of  cotton  from  a  mill  and  go  mto  the  market  and  buy  it  from  a 
farmer.  I  buy  direct  from  the  farmer.  But  if  I  can  not  get  an  order 
from  the  mill  1  can  not  afford  to  drop  out  of  the  market,  so  therefore 
I  have  got  to  fix  a  figure  on  a  legitimate  profit  by  hedging  the-  spot 
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cotton  that  I  buy,  and  if  I  buy  100  bales  of  spot  cotton  to-day  and  can 
not  sell  it  to  a  mill,  I  sell  contracts  against  it  until  I  can  find  a  place 
to  sell  this  cotton,  and  then  I  unhedge,  and  I  figure  on  a  legitimate 
profit.     Now,  sometimes  I  get  left. 

The  Chaikman.  By  that  word  ^'unhedge"  you  mean  that  you  sell 
yoin*  contract? 

Mr.  Wbbb.  I  buy  it  in. 

The  Chairman.  I  see. 

Mr.  Webb.  I  buy  it  in.  In  other  words,  I  ^ly  100  bales  of  cotton 
from  Jones.  He  comes  to  town  and  he  says, ''  Webb,  I  have  100  bales 
of  cotton  that  I  want  to  sell."  I  say  "I  am  very  sorry;  I  have  not 
any  place  for  it."  I  go  to  the  mill,  and  they  are  not  in  the  market. 
Jones  says,  "I  want  to  sell  my  cotton."  I  say,  "I  will  give  you  so 
and  so  for  it;"  and  then  I  will  just  telegraph  to  New  York  and  sell 
100  bales  against  it,  because  I  have  bought  100  bales  of  spot  cotton. 
I  will  probably  keep  that  cotton  sometimes  a  week  or  a  month,  until 
I  can  sell  it.  K  I  sell  that  cotton  in  a  week's  time,  100  bales,  I  tele- 
graph to  New  York  to  sell  those  100  bales  and  close  out  my  contract. 

Then  the  mill  mem  comes  to  me.  He  rings  me  up  on  the  telephone 
and  he  says,  "Mr.  Webb,  I  want  to  buy  50  bales  of  cotton."  Mr. 
Parker  is  a  niend  of  mine  and  a  very  good  one,  and  a  good  customer, 
and  he  buys  a  great  deal  of  cotton  from  me,  and  I  must  say  that  I 
hardly  ever  seu  him  cotton  for  immediate  shipment.  He  sells  his 
goods  probably  six  months  ahead.  As  I  say,  he  will  call  up  the 
cotton  men  all  over  the  country  and  say  "Gentlemen,  I  want  to  buy 
5,000  bales  of  cotton."  I  will  go  to  work  and  figure  what  I  can  do. 
If  I  do  not  want  to  sell  it  myseff ,  I  have  other  merchants  I  represent. 
I  represent  Weld  &  Neville,  and  I  will  call  them  up  and  I  will  say, 
"Gentlemen,  Mr.  Parker  wants  to  buy  6,000  bales,  from  January  to 
July."  This  is  in  the  fall,  when  cotton  is  moving  freely.  They  will 
give  me  the  price;  "Sell  it  to  him  60  points  on  May." 

Mr.  Lever.  What  does  that  mean? 

Mr.  Webb.  "Sixty  points  on  May"  is  sixty-himdredths. 

Mr.  Leveb.  Based  on  what! 

Mr.  Webb.  Based  on  May. 

Mr.  Levi^.  On  May  what? 

Mr.  Webb.  Contracts  in  New  York. 

Mr.  Lever.  Spot  or  future? 

iir,  Webb.  Future  contracts,  because  he  is  btmng  future  cotton; 
buying  it  for  future  deUverjr.  Mr.  Parker  fixes  tne  price  right  then. 
He  says,  '*Fix  the  price  on  it  at  60  points  on."  We  buy  then  6,000 
bales  of  cotton  in  New  York.  Weld  &  Neville  sends  word  to  his  mfen 
all  over  the  coimtry,  while  cotton  is  moving,  and  buys  the  cotton  in 
and  puts  it  in  the  warehouse  and  carries  (hat  cotton  for  the  spinner. 
The  moment  he  buys  this  cotton  in,  if  he  buys  100  bales  a  aay,  he 
unhedges  and  he  closes  out  100  bales;  and  so  on  until  he  has  closed 
the  whole  contract  out.  Now,  if  we  had  no  place  to  hedge,  we  could 
not  sell  him  tha;t  cotton.  It  is  absolutely  impossible  for  us  to  do 
business,  and  I  believe  it  would  be  impossible  for  Mr.  Parker  to  sell  a 
yard  of  goods  ahead.  You  aboUsh  the  cotton  exchange  and,  in  my 
opinion,  you  put  the  price  of  cotton  in  the  spinner's  hands. 

The  Chairman.  I  beUeve  there  is  no  future  market  in  wool. 

Mr.  Webb.  In  wool? 

The  Chairman.  Yes. 
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Mr.  Webb.  No,  sir. 

The  Chaibman.  Why  is  it  not  just  as  necessary  for  the  wool  factor 
to  have  a  future  market  in  which  to  hedge  his  sales  as  it  is  for  you 
as  a  cotton  factor? 

Mr.  Webb.  I  do  not  know  how  the  wool  market  is  controlled.  I 
am  not  familiar  with  the  wool  market.  I  am  only  familiar  with  the 
spot  end  of  the  cotton  business.  I  am  not  famihar  with  the  future 
market.     I  do  not  speculate. 

The  Chairman.  How  was  the  business  handled  before  there  was 
future  market  in  cotton? 

Mr.  Webb.  That  goes  back  too  long.  I  have  been  in  the  spot 
business  for  twenty-nve  years,  and  we  have  always  handled  it  in  tnat 
way. 

The  Chairman.  There  must  have  been  a  time  when  you  handled 
it  some  other  way.  The  future  market  has  only  been  in  existence 
since  1870,  I  beheve. 

Mr.  Webb.  Yes,  sir.  Back  beyond  that  time  there  was  very  little 
cotton  raised,  though.  Now  we  are  getting  up  to  thirteen  and  four^ 
teen  million  bales  a  year,  and  we  have  got  to  take  care  of  it  some 
way. 

The  Chairman.  There  must  have  been  relatively  large  crops 
before  that. 

Mr.  Webb.  Of  course,  there  were  large  crops  of  cotton,  but  nothing 
like  what  we  are  having  now. 

The  Chairman.  And  whatever  was  grown  had  to  be  marketed  and 
sold? 

Mr.  Webb.  I  do  not  know  how  they  took  care  of  it  back  there. 

The  Chairman.  Woolen  cloth  is  worth  more  than  cotton  cloth. 

Mr.  Webb.  Yes. 

The  Chairman.  Therefore  a  woolen  manufacturer  who  makes 
sales  for  future  dehvery  must  invest  a  great  deal  more  money  than  a 
cotton  manufacturer. 

Mr.  Webb.  Yes. 

The  Chairman.  If  it  is  necessary  for  the  cotton  manufacturer  to 
hedge  against  the  dehvery  of  his  goods  in  the  future,  it  would  seem  to 
be  all  tne  more  essential  for  a  woolen  manufacturer  to  hedge;  and 
pari  passu,  if  the  cotton  dealer  is  obliged  to  hed^e  against  his  future 
sales,  you  would  think  that  the  wool  dealer  woula  al^  have  to  hedge. 

Mr.  Webb.  I  can  not  answer  any  question  about  the  wool  busiiiess. 
I  am  not  in  that  busmess. 

Mr.  Cone.  May  I  have  your  attention  a  while?  I  may  be  able  to 
give  some  explanation  to  this  wool  question. 

The  Chairman.  You  will  be  before  the  committee  to-morrow, 
Mr.  Cone.  I  do  not  want  to  protract  this  hearing  this  evening.  1 
only  thought  that  Mr.  Webb*,  being  in  business  as  a  cotton  defder,  had 
haa  his  attention  called  to  the  manner  in  which  the  wool  business  is 
carried  on. 

Mr.  Webb.  No;  I  do  not  know  anything  about  that. 

Mr.  Lever.  I  imderstand  that  you  represent  the  firm  of  Weld  & 
Neville. 

Mr.  Webb.  No,  sir;  I  sell  cotton  for  Weld  &  Neville.  I  sell  cotton 
for  15  different  concerns. 

Mr.  Lever.  You  represent  New  York  houses? 
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Mr.  Webb.  I  represent  more  southern  houses  than  New  York 
houses.     They  are  the  only  New  York  house  I  represent. 

Mr.  Lever.  I  only  take  your  illustration  to  get  at  one  point  that  I 
am  not  clear  on.  Mr.  Parker  telephones  you  that  he  wants  6,000 
bales  of  cotton,  to  be  deUvered  to  him  from  January  to  July? 

Mr.  Webb.  Yes. 

Mr.  Lever.  You  telcCTaph  Mr.  Neville,  you  say,  and  he  tele- 
graphs back  to  you  to  sell  tnat  cotton  60  points  on  May.  That  means 
60  points  on  futures,  did  I  understand  you? 

Mr.  Webb.  Yes.  If  May  cotton  is  15,  that  means  16.60  for  six 
months,  figurii^ carrying  charges  and  all. 

Mr.  Lever.  Then,  am  I  right  in  my  deduction  that  futures  make 
the  price  of  spots? 

Mr.  Webb.  Futures  make  the  price  of  spots? 

Mr.  Lever.  Yes. 

Mr.  Webb.  I  do  not  know  whether  futures  make  the  price  of  spots 
or  not.  They  are  willing  to  sell  him  this  cotton  at  15.60.  They  fix 
the  price,  and  the  only  way  that  they  could  afford  to  do  that,  I  would 
say,  is  this.  I  do  it  myself.  We  will  leave  out  Weld  &  Neville,  and 
suppose  that  I  do  it  myself.  Last  fall  a  mill  in  my  territory  called 
me  up  and  wanted  4,000  bales  of  cotton,  January  to  July.  I  knew 
what  cotton  was  selling  at,  and  I  fimired  a  profit' in  the  business  and 
made  him  a  price — 60  points  on  May,  January  to  July  shipments. 
He  says,  **I  will  take  it."  I  wired  and  bought  the  4,000  bales  at  60 
points  on.     That  fixed  the  price  with  him. 

Mr.  Lever.  Yes. 

Mr.  Webb.  Now,  I  was  to  deliver  to  him  that  cotton  along  each 
month,  an  eaual  number  of  bales  each  month,  from  January  to  July. 
I  was  hedgea,  and  when  I  would  buy  100  bales  I  would  wire  to  my 
broker  in  New  York  to  unhedge  and  close  me  out  of  100  bales.  I 
had  the  spot  cotton  then  and  put  it  in  the  warehouse,  and  I  have 
bought  all  of  that  cotton  in  and  am  out  of  the  future  market  entirely. 
That  enables  me  to  do  a  spot  business  that  I  could  not  have  done 
without  a  contract  market. 

Mr.  Lever.  But  you  did  not  buy  the  spots  until  you  had  got  a 
line  on  the  futures? 

Mr.  Webb.  No;  I  had  a  line  on  spots, and  I  got  a  Une  on  futures. 

Mr.  Lever.  You  had  a  line  on  the  spots,  but  you  did  not  dare  to 
buy  until  you  got  a  line  on  futures? 

Mr.  Webb.  No.  The  trade  with  the  mill  man  was  made  and  then 
I  got  those  futures.  He  was  to  pay  60  points  on.  I  phoned  to  him 
tlmt  I  had  bought  the  4,000  bales  m  New  York,  say,  at  15  cents  for 
May.  Then  he  says,  '*A11  right;  send  me  a  contract  at  15.60;"  so 
I  sent  him  a  contract  at  15.60. 

Mr.  Lever.  But  your  spot  transaction  was  based  entirely  upon 
your  future  proposition? 

Mr.  Webb.  I  could  not  have  carried  out  the  spot  transaction 
unless  I  had  had  the  future  market  to  ^o  into. 

Mr.  Lever.  That  is  what  I  was  getting  at. 

Mr.  Webb.  I  would  have  had  to  give  up  the  trade.  I  would  have 
had  to  say:  *'I  can  not  sell  it  to  you." 

Mr.  Parker.  At  Greenville  in  the  fall  you  were  able  to  buy  spot 
cotton  at  about  30  points  imder  December  quotation? 
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Mr.  Webb.  Thirty  points  under  May  is  what  I  bought  it  at. 

Mr.  Pabkeb.  Now,  when  this  breaK  occurred  the  other  day,  that 
cotton  which  he  had  bought  from  the  fanner  at  100  you  were  able  to 
sell  to  the  spinner  at  over  100  points  on  May,  were  you  not? 

Mr.  Webb.  I  think  there  was  some  cotton  sold  tliat  way. 

Mr.  Pabkeb.  Yes;  the  spinner  ^ot  it  at  100  points  on  May.  You 
bought  it  at  60  points  under  Mayf 

W&.  Webb.  But,  Mr.  Parker,  listen  to  me  one  minute.  You  said 
here  a  while  ago  that  when  cotton  went  up  the  spot  people  wanted  to 
depress  the  spot  market.  Now,  gentlemen,  the  higher  the  future 
market  gets  tne  cheaper  basis  we  can  buy  spot  cotton  on.  Is  not 
that  so? 

Mr.  Pabkeb.  When  futures  in  New  York  went  the  other  day  to 
16.47,  I  think  it  was — somewhere  along  in  there — spot  cotton  in  the 
South,  for  instance,  at  Greenville,  was  bringing  from  15  to  15.75. 

Mr.  Webb.  Fifteen  and  fifty  one-himdreaths  was  the  highest. 

Mr.  Pabkeb.  In  other  words,  spot  cotton  there  was  100  points 
under  the  futiu*e,  to  the  farmer?  It  was  100  points  then  under  the 
future? 

Mr.  Webb.  Yes. 

Mr.  Pabkeb.  In  less  than  three  weeks  after  that  the  same  spot 
cotton,  the  very  same  cotton  that  you  bought  from  the  farmer  at 
100  points  imder  the  future,  you  were  selling  to  the  spinners  at  100 
points  on  futures? 

Mr.  Webb.  Yes;  because  the  future  market  broke  down. 

The  farmer  did  not  pay  any  attention  to  what  was  going  on  and  did 
not  turn  his  cotton  loose  when  it  was  up.  He  swung  on  to  it.  He 
said:  ''I  am  going  to  get  20  cents. ^'  You  can  not  take  it  away  from 
the  farmer,  pliaughter.]  But  Mr.  Parker  and  his  spinner  friends  down 
there  would  not  pay  them  15  cents.  They  would  oflFer  it  to  them,  but 
he  would  say,  ''No;  I  can  not  do  it.''  If  ne  could  not  do  it,  I  can  not 
do  it.  If  you  put  the  spot  men  out  of  the  way  and  put  them  where 
they  can  not  get  any  place  to  hedge,  Mr.  Farmer  will  have  to  go  to 
the  mill  men,  and  they  are  the  best  organized  people  in  the  world 
to-day.  They  have  a  South  CaroUna  association  and  they  have  a 
North  Carolina  association,  and  they  have  the  American  Cotton 
Spinners'  Association,  and  their  Liverpool  association,  and  they  are 
organized  in  Europe,  and  they  know  wnat  is  going  on;  and  I  want  to 
teU  you,  if  you  want  to  take  and  put  away  the  cotton  exchange,  and 
fix  us  so  that  we  can  not  go  in  and  buy  the  farmer's  cotton  and  pro- 
tect him,  you  will  turn  it  over  to  the  spinner.  Mr.  Parker  will  bear 
me  out.  1  must  say  that  he  has  been  a  bull  this  year,  but  in  nine 
cases  out  of  ten  he  is  a  bear.  He  wants  to  get  it  as  cheap  as  he  can; 
and  it  h  natural  for  a  man  to  want  to  buy  as  cheap  as  ne  can,  and 
that  is  liie  way  with  the  spinner. 

The  Chaibman.  Your  idea  is  that  the  abolition  of  the  future  market 
would  depress  the  price  of  the  cotton  to  the  producer,  as  a  general 
proposition? 

Mr.  Webb.  It  certainly  would. 

Mr.  BuBLESON.  Then  now  do  vou  explain  the  fact  that  the  pro- 
ducers of  cotton  are  so  universally  in  favor  of  destroying  this  gam- 
bling in  cotton? 

i&.  Webb  I  do  not  think  they  imderstand  it.  I  do  not  think 
you  understand  how  these  people  handle  it. 
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The  Chairman.  I  would  like  to  call  the  attention  of  the  gentleman 
to  this  mornings  mail  to  the  chairman  of  this  committee,  in  which 
there  were  in  the  neighborhood  of  200  letters  asking  for  the  passage 
of  this  l^islation. 

Mr.  Webb.  Yes. 

The  Chairman.  From  men  who  claim  to  be  producers  of  cotton. 

Mr.  Webb.  Now,  gentlemen,  I  want  to  say  another  word  on  some- 
thing else. 

Mr.  Burleson.  Just  one  other  question.  You  spoke  about  buy- 
ing 100  bides  of  cotton.  You  had  no  purchaser  for  it.  You  imme- 
diately sold  20  bales  on  the  New  York  Exchange.  Now,  in  order 
for  that  hedge  to  be  successful,  there  must  be  a  parity  maintained 
between  the  price  of  futures  and  the  price  of  middling  cotton,  must 
there  not  ? 

Mr.  Webb.  Yes. 

Mr.  Burleson.  Suppose  that  for  some  reason,  either  because  of 
the  difference  of  values  that  has  been  arbitrarily  fixed  by  the  com- 
mittee or  some  other  reason,  the  price  of  your  futures  goes  up  and 
the  price  of  your  spots  goes  down,  and  there  arises  a  great  disparity, 
what  becomes  of  that  hedge? 

Mr.  Webb.  If  the  futures  go  up  and  the  spots  go  down,  I  make 
more  money  than  ever. 

Mr.  Burleson.  You  make  more? 

Mr.  Webb.  Yes;  because  I  have  got  futures  bought  against  the 
spots. 

Mr.  Burleson.  You  said  jou  sold  futures? 

Mr.  Webb.  Yes;. you  are  right  there.  When  I  buy  100  bales  of 
spots  I  sell  100  bales  of  futures. 

Mr.  Burleson.  Then  you  take  it  back  that  you  make  more  money? 

Mr.  Webb.  Yes. 

Mr.  Burleson.  What  do  you  do,  then? 

Mr.  Webb.  I  lose. 

Mr.  Burleson.  You  lose? 

Mr.  Webb.  Yes.  Now,  if  futures  go  down  and  spots  are  up,  I  am 
bound  to  lose. 

Mr.  Burleson.  Yes.  Does  not  that  frequently  happen  on  the 
New  York  Stock  Exchange? 

Mr.  Webb.  No,  sir. 

Mr.  Burleson.  Has  it  not  frequently  happened  in  the  last  few 
years? 

Mr.  Webb.  No;  only  once  in  my  experience. 

Mr.  Burleson.  Only  once  ? 

Mr.  Webb.  It  happened  the  other  day,  and  it  happened  in  that 
break;  and  the  year  that  we  had  the  bad  crop  year,  1  was  into  that 
myself,  and  I  was  with  those  neople  and  I  know  all  about  it. 

Mr.  Burleson.  What  do  tnese  spinners  mean,  then,  when  they 
adopt  resolutions  saying  that  the  disparity  between  the  prices  of 
future  contracts  and  spots  has  become  so  much  that  they  can  not 
safely  go  to  New  York  to  hedge?    Are  they  ignorant,  too? 

Mr.  Webb.  No,  sir. 

Mr.  Burleson.  If  they  adopted  resolutions  of  that  kind,  were 
they  ignorant,  too? 
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Mr.  Webb.  I  do  not  say  that  the  spinners  are  ignorant.  I  say  the 
farmers  are  ignorant. 

Mr.  Burleson.  Did  they  understand  the  situation? 

Mr.  Webb.  I  do  not  think  they  understand  the  situation;  no. 

Mr.  Burleson.  The  spinners  nave  adopted  a  resolution  of  that 
kind.  If  the  farmer  was  ignorant,  would  ne  ask  for  the  abolition  of 
gambling?     Now.  who  is  it  that  is  wise  in  this  transaction? 

Mr.  Webb.  I  do  not  know. 

Mr.  Burleson.  Is  it  the  men  who  represent  firms  in  New  York 
who  belong  to  the  cotton  exchange  and  ^e  members  of  the  exchange; 
are  they  the  ones  who  are  wise? 

Mr.  Webb.  I  am  telling  you,  sir,  exactly  what  I  know  about  spot 
cotton  and  how  I  have  been  in  the  spot  busmess  for  twenty-five  years, 
and  I  do  say  that  if  you  cut  out  the  exchange,  the  place  where  I  can 
go  to  hedge  my  spot  sales*  you  take  me  out  of  the  market;  you  take 
everybody  out  of  the  market  from  South  Carolina  to  Texas,  and  you 
put  the  -market  in  the  hands  of  the  spinners. 

Mr.  Neville.  Mr.  Burleson  asked  you,  in  case  vou  bought  100 
bales  of  spot  cotton  and  sold  100  bales  of  futures,  if  futures  should  go 
down  and  spot  cotton  should  stay  where  it  was,  if  you  would  lose 
money. 

Mr.  Burleson.  No;  I  said  if  futures  go  up  and  spots  go  down.  I 
put  it  exactly  right. 

Mr.  Neville.  Well;  I  will  take  your  correction.  I  had  the  result 
of  the  proposition  in  mind.  You  bought  100  bales  of  spot  cotton  and 
sold  100  bales  of  futures.  If  the  worst  came  to  the  worst,  you  could 
sell  that  100  bales  and  deliver  it  on  contract,  could  you  not? 

Mr.  Webb.  Yes. 

Mr.  Neville.  So  that  the  only  money  you  would  lose  would  be 
the  diflFerence  between  the  price  you  bought  that  cotton,  oflP  the  con- 
tract that  you  sold,  and  tne  freight  and  dehvery  expenses  on  the 
contract? 

Mr.  Webb.  Yes. 

Mr.  Neville.  Your  loss,  then,  would  be  determined  by  your  judg- 
ment as  a  merchant  in  buying  spot  cotton  at  a  price  and  the  selling 
price? 

Mr.  Webb.  Yes,  sir. 

Mr.  Burleson.  Then,  if  you  make  a  loss  it  ceases  to  be  a  protec- 
tion for  you? 

Mr.  Webb.  No;  when  I  close  out,  the  transaction  is  closed. 

Mr.  Burleson.  On  the  case  put  by  Mr.  Neville  he  says  you  are  to 
lose  the  freight  and  the  diflFerence  in  price  and  other  items.  Then,  if 
you  lose,  your  transaction  on  the  exchange  did  not  aflFord  you  pro- 
tection, did  it? 

Mr.  Webb.  Not  that  particular  transaction;  no,  sir. 

Mr.  Parker.  You  recollect  the  sale  that  I  refer  to,  where  you  sold 
me  5,000  bales  of  cotton? 

Mr.  Webb.  Yes. 

Mr.  Parker.  At  110  points  on  May,  in  the  spring  of  1908? 

Mr.  Webb.  Yes. 

Mr.  Parker.  To  be  dehvered  January,  February,  March,  April, 
and  May? 

Mr.  Webb.  Yes. 
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Mr.  Parker.  You  remember  that  I  fixed  9.90  on  May.  That  made 
the  cotton  cost  me  11  cents? 

Mr.  Webb.  Yes. 

Mr.  Parker.  When  that  particular  contractor  failed,  spots  had 
gone  down  to  9.19. 

Mr.  Webb.  That  was  the  year  when  they  had  the  low  cotton  in 
New  York. 

Mr.  Parker.  Yes. 

Mr.  Webb.  That  was  two  years  ago. 

Mr.  Parker.  No;  that  was  the  low-crop  year. 

Mr.  W^EBB.  They  were  not  in  business  in  1908. 

Mr.  Pabker.  Gentlemen,  that  was  in  1908.  The  low-crop  year 
was  in  the  fall  of  1908;  and  yet  the  effect  of  that  low-grade  cotton 
which  gravitated  to  New  York  was  such  that  even  in  1908,  Mr.  Webb, 
you  sold  me  the  cotton  at  110  points  on  May,  which  was  unnaturd, 
when  I  ought  to  have  been  paymg  less  than  New  York,  and  yet  the 
man  who  sold  me  the  cotton  broke  because  futures  went  down  and 
spots  went  up. 

Mr.  Webb.  I  think  you  have  it  wrong.  The  year  they  lost  so 
much  money  and  they  went  broke  was  the  bad-crop  year.  I  remember 
it  distinctly. 

Mr.  Pabker.  Let  us  get  the  facts  right.  Do  you  not  recall  that  I 
had  to  make  claim  against  the  bankrupt  firm,  growing  out  of  the  fact 
that  I  had  to  go  out  in  the  open  market  and  buy  that  cotton  at  their 
expense? 

Mr.  Webb.  That  was  the  bad  year. 

Mr.  Packer.  That  was  the  year  that  the  firm  became  bankrupt. 

Mr.  Webb.  Two  years  ago. 

Mr.  Parker.  That  was  1908.  That  was  the  year  the  firm  became 
bankrupt:  the  spring  of  1908,  was  it  not? 

Mr.  Neville.  Let  me  make  a  suggestion  which  may  straighten 
you  both  out:  1906  and  19Q7  was  an  extremely  low-grade  year? 

Mr.  Pabker.  Yes. 

Mr.  Neville.  The  crop  of  1907  was  better,  but  not  a  high-grade 
crop. 

Mr.  Parker.  But  in  May,  1908,  futures  were  seUing  on  the  New 
York  Cotton  Exchange  at  9.18  at  the  very  time  I  had  to  buy  the  spot 
cotton  at  the  expense  of  that  firm  that  you  had  sold  me,  and  had  to 
pay  11.50  cents  for  it. 

Mr.  Webb.  Yes.  Now,  I  am  going  to  explain  about  why  you  had 
to  do  that.  There  was  a  great  scarcity  of  the  grade  I  sold  you.  I  sold 
you  strict  middUngj  and  that  was  bringing  a  premium  over  middling 
or  strict  low  middhng  of  150  points.  That  was  something  abnormal. 
If  it  had  not  been  we  could  have  gotten  it  in  New  York  tor  9.13  and 
shipped  it  to  you.  We  went  to  Memphis  and  bought  some  of  that 
cotton  and  we  bought  it  all  over  the  coimtry  and  took  these  low  grades 
out  and  shipped  you  the  high  grades.  The  high-grade  cotton  brought 
a  premium.  We  paid  150  to  250  points  on  for  strict  middUng.  That 
was  the  cause  of  it.  It  was  a  very  low-grade  crop  year,  and  we  could 
not  get  the  grades  we  sold  you.  It  was  just  like  Ihad  sold  Mr.  Parker, 
something  1  could  not  get  and  some  fellow  had  it,  and  he  would  say, 
"You  have  got  to  pay  me  for  it;"  and  we  went  after  it  and  got  it 
where  we  coiud.  It  was  impossible  to  get  it  on  the  New  York  Exchange 
or  on  the  New  Orleans  Cotton  Exchange,  and  we  had  to  scour  the 
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country  to  get  that  grade,  and  in  getting  that  we  had  to  take  these 
low  grades  and  select  these  high  grades  out.  That  is  why  we  had  to 
pay  a  premium.  That  will  happen.  It  has  happened  only  once  in 
my  twenty-five  years'  experience. 

(At  5  o'clock  p.  m.  the  committee  adjourned  until  to-morrow, 
Thursday,  February  10,  1910,  at  10.30  o'clock  a.  m.) 


Committee  on  Agriculture, 

Thursday,  February  iO,  1910. 
The  committee  met  at  10.30  o'clock  a.  m.,  Hon.  Charles  F.  Scott 
(chau*man)  presiding. 

TESTIMOFT  OF  MK.  THOMAS  J.  BBOOES— Continued. 

(This  witness  had  been  previously  sworn.) 

The  Chairman.  I  shoula  like  to  make  this  statement  in  the  intei-est 
of  the  clearness  and  correctness  of  the  record.  This  is  not  a  law- 
suit and  we  are  not  attempting  to  impose  any  rules  of  evidence;  our 
purpose  is  simply  to  elicit  as  much  information  as  possible,  and  we 
recognize  that  the  best  way  to  do  that,  perhaps,  is  to  allow  a  wide 
latitude  in  questioning;  so  we  have  no  oojections  to  any  gentleman 
in  the  room  asking  a  Question  at  any  time  of  the  witness  who  may 
be  testifying;  we  do  believe,  however,  that  in  the  interest  of  orderly 
procedure,  and  so  that  the  record  may  be  accurate,  it  would  be  best, 
if  any  gentleman  wishes  to  interrogate  a  witness,  to  first  address  the 
chair  and  be  recognized  by  name,  so  that  the  reporter  can  note  the 
name  and  in  order  that  the  interrogator  may  proceed  in  proper  order. 

On  yesterday  Mr.  Brooks  made  a  statement  before  the  committee, 
but  in  order  to  permit  gentlemen  to  be  heard  who  could  not  remain 
until  to-day  he  yielded  the  floor  before  being  cross-examined.  If 
there  are  no  objections  we  will  ask  Mr. -Brooks  to  resume  the  stand 
this  morning  and  submit  to  such  questions  as  members  of  the  com- 
mittee or  others  may  desire  to  ask.  Mr.  Brooks,  I  should  Uke  to  in- 
quire briefly  as  to  the  extent  to  which  warehousing  has  gone  in  the 
South  up  to  the  present  time,  either  on  the  part  of  individual  growers 
of  cotton  or  of  warehouse  companies. 

Mr.  Brooks.  Well,  for  the  last  three  of  four  years,  I  would  say 
four  years,  the  farmers  in  the  cotton  belt  have  gone  into  the  business 
of  building  their  own  cotton  warehouses  more  than  ever  was  known 
in  the  history  of  the  country,  and  there  have  been  some  very  ex- 
pensive and  very  elaborate  warehouses  built  by  private  concerns  for 
the  business  of  storing  merely  for  the  charges  they  might  get  out  of 
the  storage.  The  farmers,  under  the  direction  ana  influence  of  farm- 
ers' unions,  for  short,  have  built^  I  do  not  know  the  exact  number, 
but  several  hundred,  something  hke  two  thousand  warehouses  of  iron, 
brick,  stone,  and  concrete,  with  a  view  of  regulating  the  supply  or 
cotton  to  the  mills  throughout  the  year  as  they  needed  it. 

The  philosophy  upon  which  we  base  this  work  in  the  organization 
is  that  the  flow  of  cotton  to  the  mill  should  be  regulated  by  the  flow 
of  cotton  goods  from  the  mills,  to  stop  this  spasmodic  supply,  and 
necessarily  disturbing  the  general  level  of  prices.  One  thing  that 
has  been  against  that  practice  being  carried  out,  as  it  was  proposed 
to  be,  has  been  the  fact  that  it  has  been  almost  impossible  for  the 
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larmer  to  sell  direct  to  tlie  spinner,  for  the  very  reason  that  when 
he  produced  his  cotton  and  got  it  ready  for  the  market,  and  went  to 
the  spinner  to  sell  it,  through  his  agents,  he  was  informed  by  the 
spinner  that  he  had  already  bought,  Uie  spinner  having  bought  from 
heavy  cotton  dealers  months  ^ead,  and  therefore,  depending  on 
those  contracts,  he  was  not  in  the  market  and  could  not  buy  direct 
from  the  farmer.  Now,  as  was  mtimated  vesterday  by  some  of  the 
stock  cotton  dealers,  that  the  forbidding  or  hedging  would  put  them 
out  of  business,  the  deals  that  the  spinners  would  make,  in  case  that 
resulted,  would  be  made  directly  with  the  farmers  through  the 
central  sales  offices  established  in  the  cities  where  their  war^ouses 
are  located. 

The  CHAiRiiAN.  Are  there  any  such  central  warehouses  already 
located? 

Mr.  Brooks.  I  will  take  for  illustration  the  State  of  Mississippi. 
They  have,  I  think,  about  80  warehouses  in  that  State.  I  do  not  know 
the  exact  number;  and  in  each  of  those  warehouses  cotton  is  stored 
by  the  farmers  and  each  bale  is  sampled,  that  sample  is  sent  to  a  cen- 
tral sales  office  in  Jackson  and  graded  by  an  expert  grader,  classified 
in  all  of  its  departments,  and  the  salesmen  there  then  can  be  in  touch 
with  any  mill  at  any  season  of  the  year  and  supply  any  kind  of  cotton 
that  is  wanted  at  any  month  in  the  year,  if  they  can  agree  upon  prices; 
and  we  feel  that  by  reason  of  these  central  offices  in  cotton  States 
being  in  direct  communication  with  each  other  the  effect  would  soon 
be  t£at  a  mill  could  make  a  deal  to  get  any  cotton  it  wanted,  any  kind 
of  cotton  it  wanted  for  futiu-e  delivery,  and  let  it  remain  in  the  ware- 
house or  have  it  shipped  right  to  the  mill  and  stored  there  in  the  store- 
house as  they  shoula  determine. 

The  Chairman.  As  a  matter  of  fact,  the  intermediary  is  already 
eliminated,  to  a  certain  extent,  in  the  State  of  Mississippi  through  the 
system  you  have  mentioned? 

Mr.  Brooks.  They  are  already  using  that  plan,  but,  as  I  say,  they 
are  handicappecl  by  the  very  fact  that  the  mills  have  so  often  made 
their  contracts  before  they  get  to  them.  Now,  the  elimination  of  the 
so-called  middle  man  is  not  the  object;  it  is  an  incident,  merely  an 
incident.  I  would  like  to  be  permitted  just  on  that  point  to  read  a 
resolution — I  find  I  haven^t  the  book  here,  but  will  send  for  it — a 
resolution  that  was  indorsed  and  passed  unanimously  by  the  Inter- 
national Congress  of  Spinners  and  (Jot ton  Growers  in  Atlanta,  Ga.,  on 
this  very  subject,  indorsing  this  plan. 

The  Chairman.  Suppose  you  go  on  and  give  us,  while  you  are 
waiting  for  your  pamphlet,  a  little  idea  of  the  way  the  cotton  crop  is 
distributed.  Now,  one  of  the  arguments  against  the  elimination  of 
future  dealings  is  that  it  would  interfere  materially  with  the  distri- 
bution of  the  crop,  that  the  necessitv  of  carrying  a  great  quantity  of 
cotton  would  impose  a  heavier  burden  upon  it  than  that  which  the 
exchanges  now  impose. 

Mr.  Brooks.  All  cotton,  after  it  is  picked  and  ginned,  has  to  be 
carried  by  somebody  until  it  is  spun  by  the  mills;  that  is  a  certainty; 
we  can  not  get  around  that.  Now,  then,  the  expense  of  carrying  that 
cotton,  the  warehouse  expenses,  and  insurance  expenses,  and  the 
investment  of  money  necessary  to  hold  it,  has  all  got  to  be  borne  by 
somebody;  it  is  not  a  matter  whether  the  exchanges  exist  or  not. 
We  do  not  see  how  they  could  possibly  eliminate  that  expense;  the 
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only  thing  in  the  world  they  could  do  would  be  to  shift  the  responsi- 
bility of  that  expense  onto  an  irresponsible  party. 

The  Chairman,  As  a  matter  of  practice  at  the  present  time,  is  it 
true  that  most  of  the  cotton  farmers  market  their  cotton  just  as  fast 
as  they  can  get  it  out  of  the  field? 

Mr.  Brooks.  It  has  been  the  custom  generally  in  the  past. 

The  Chairman.  It  is  bought  by  the  dealer  at  the  local  town  and 
he  ships  it  to  the  central  market,  like  Memphis  or  New  Orleans? 

Mr.  Brooks.  Well,  it  depends  on  what  kind  of  a  buyer  he  is;  if  he 
buys  it  on  orders,  he  may  ship  it  at  once  to  the  point  of  destination; 
if  he  is  merely  a  speculator,  he  may  store  it  in  Memphis  or  somewhere 
else,  and  it  may  be  that  sometimes  a  farmer  ships  to  the  Memphis 
warehouse  for  storage  and  lets  the  factors  sell  it  for  him. 

The  Chairman.  There  is  a  cash  market  in  every  neighborhood  for 
cotton  that  is  grown  there  ? 

Mr.  Brooks.  Yes.  But  we  have  developed  a  plan  by  which,  if  a 
farmer  needs  the  money,  he  can  get  about  80  per  cent  of  it,  some- 
times more  and  sometimes  less,  loaned  to  him  hj  the  banks  ou  ware- 
house certificates,  at  the  lowest  possible  rate  of  mterest.  lu  my  own 
State,  Tennessee,  the  State  Bankers'  Association,  in  their  annual  con- 
vention, passed  a  resolution  openly  publishing  to  the  world  that  they 
would  loan  money  on  cotton  stored  in  warehouses,  at  6  per  cent,  when 
the  ruling  price  for  interest  on  money  loaned  on  real  estate  was  8 
and  10  per  cent.  They  gave  us  their  moral  support,  because  they 
felt  like  it  was  tiding  us  over,  keeping  the  farmers  from  unnecessarily 
crowdic^  the  market  with  their  cotton. 

The  (&AIRMAN.  At  what  period  of  the  year,  ordinarily,  is  the  price 
of  cotton  lowest? 

Mr.  Brooks.  Well,  to  take  it  for  a  considerable  number  of  years, 
we  usually  feel  the  pressure  of  prices  in  the  fall  when  it  is  dehvered 
the  fastest.  Now,  year  before  last  that  was  not  the  case;  the  farm- 
ers held  their  cotton  better  than  usual  and  the  fall  pirices  were  better 
than  they  were  in  the  spring,  and  the  very  fact  that  it  worked  out 
that  way  was  because  or  so  much  cotton  being  sold  early  in  the  fall, 
this  last  fall,  and  another  reason  was  that  the  short  crop  necessitatea 
those  who  didn't  raise  but  little  selling  it  and  getting  the  money,  as 
they  needed  it  worse  than  usual. 

The  Chairman.  Do  you  know  of  any  growers  who  hedge? 

Mr.  Brooks.  No,  sir;  I  am  not  personSly  acquainted  with  a  single 
grower  that  hedges. 

The  Chairman.  Yesterday  you  used  the  expression,  ''ringing 
out.'*     What  do  you  mean  by  that? 

Mr.  Brooks.  As  I  was  raised  in  the  cotton  patch  and  not  on  an 
exchange,  perhaps  the  gentlemen  on  that  side  could  explain  it  clearer 
than  I  could;  but  it  is  sales  that  are  made,  that  go  circulating  around 
among  the  brokers  and  return  back  to  the  original,  seller,  and  is 
torn  up  and  thrown  on  the  floor  without  any  trade  being  made. 

The  Chairman.  Practically  equivalent  to  a  wash  sale. 

Mr.  Burleson.  I  will  read  you  from  a  letter  written  by  a  man 
who  has  been  in  the  cotton  business  for  many,  many  years;  he  takes 
the  trouble  to  explain  this  ringing-out  system. 

Mr.  Mendelbalt^i.  I  would  like  to  aske  one  question  before  the 
gentleman  from  Texas  reads  that  letter,  and  the  question  is  this: 
This  committee  has  ruled  that  the  testimony  that  goes  into  this  case 
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should  be  sworn  to;  I  do  not  think  it  would  be  quite  fair  to  admit 
testimony  that  has  not  been  sworn  to. 

The  Chairman.  Well,  the  committee  has  admitted  thus  far  in  this 
case  a  great  deal  of  printed  matter,  reports  of  various  organizations, 
and  other  material  or  that  sort,  which,  m  the  nature  of  the  case^  could 
not  be  sworn  to,  and  in  view  of  the  fact,  as  I  stated  in  the  begmning. 
that  we  are  not  trying  a  lawsuit,  but  tiering  to  eUcit  information,  ana 
in  view  of  the  fact  that  the  committee  will  take  notice  of  the  source  of 
all  the  information  it  receives,  I  believe  that  we  wiU  not  object  to  the 
introduction  of  it. 

Mr.  Mesndelbaum.  I  did  not  want  to  object  to  it.  I  only  wanted 
to  call  to  the  attention  of  the  committee  the  aiflference  it  should  make  in 
considering  sworn  testimony  and  that  brought  in  by  people  who  do 
not  appear  themselves  and  give  that  information. 

Mr.  Burleson.  I  will  withdraw  that  for  the  present. 

Mr.  Brooks.  Mr.  Chairman,  if  you  are  ready  to  have  this  resolu- 
tion read,  I  am  now  ready  to  read  it. 

The  Chairman.  To  what  does  that  resolution  refer? 

Mr.  Brooks.  The  resolution  was  adopted  by  this  Congress  of  Spin- 
ners and  Cotton  Growers  at  Atlanta,  Ga.,  in  October.  1907;  it  was  a 
report  of  a  committee  appointed  by  that  body  on  *' closer  trade  rela- 
tionship between  the  farmer  and  manufacturer, ''  and  the  report  of 
the  committee  was  adopted  unanimously,  and  it  is  the  report  that  I 
want  to  read: 

That  this  conference  of  cotton  growers  and  manufacturers  is  of  the  opinion  that  by 
cloeer  trade  relations  between  grower  and  spinner  a  great  deal  of  the  present  expense  in 
handling  cotton  can  be  saved,  and  the  evus  attendant  on  violent  nuctuations  of  the 
market  be  mitigated .  We  are  further  of  the  o{)inion  that  the  extension  of  the  warehouse 
system  in  the  Southern  States,  and  the  creation  of  central  selling  offices,  will  tend  to 
bring  about  closer  trade  relations,  and  are  therefore  worthy  of  encouragement  by  both 
producer  and  spinner. 

Now,  Mr.  Chairman,  that  resolution  was  worded  by  Herr  Arthur 
Kuffler,  of  Vienna.  I  was  with  him  on  the  subconunittee  that 
drafted  it  in  the  Piedmont  Hotel,  and  it  was  passed  without  one 
dissenting  vote.  The  rule  adopted  at  that  convention  was  this,  that 
nothing  Siould  go  on  record  as  having  been  passed  and  indorsed  at 
the  convention  that  was  not  unanimously  passed;  the  farmers  were 
in  the  majority  and  we  could  have  outvoted  them,  and  that  was 
unfair;  but  this  went  through  without  objection. 

The  Chairman.  You  heard  the  statement  made  here  yesterday  by 
Mr.  Parker  to  the  effect  that  the  eUmination  of  futures  would  involve 
a  pretty  complete  and  radical  change  in  the  system  of  handling  and 
distributing  cotton.     Do  you  agree  in  the  main  with  what  he  said  ? 

Mi.  Brooks.  Yes,  sir. 

The  Chairman.  The  purpose  of  my  line  of  questioning  in  regard  to 
the  warehouse  system  m  the  South  was  to  develop  the  fact,  if  it 
were  a  fact,  that  the  producers  are  getting  ready  for  that  change. 

Mr.  Brooks.  Yes,  sir. 

The  Chairman.  In  your  judgment  is  it  a  movement  in  that 
direction? 

Mr.  Brooks.  Yes,  sir;  and  we  are  prepared  for  what  the  change 
will  be;  we  have  been  preparing  for  it  for  years. 

The  Chairman.  You  do  not  oelieve,  then,  that  the  elimination  of 
the  future  market  would  compel  the  farmers  or  cotton  growers  to 
accept  a  lower  price  eventually  ? 
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Mr.  Brooks.  No,  sir;  we  are  willing  to  take  the  risk  of  the  result, 
or  whatever  you  may  call  it;  we  are  willing  to  take  what  follows  and 
we  are  willing  to  be  at  the  picnic  that  the  ^ntleman  referred  to 
yesterday,  and  furnish  half  the  music  and  half  the  dancing. 

Mr.  McLaughlin.  Do  you  agree  with  Mr.  Parker  in  what  he  said, 
to  the  effect  that  these  exchanges  should  be  permitted  to  continue 
to  do  business  and  change  some  of  its  rules  so  as  to  play  this  game 
fairly? 

Mr.  Brooks.  Well,  Mr.  Chairman,  that  is  rather  a  difficult  questioii 
to  answer  with  a  yes  or  no,  because  this  Congress  can  not  regulate 
the  rules  of  any  exchange ;  if  they  have  grown  up  and  all  these  years 
have  followed  the  rules  thej  can  continue  under  those  rules  iinless 
they  are  prohibited  to  use  mterstate  connections  or  by  some  other 
method,  and  to  ask  if  they  should  change  their  rules  would  it  be  all 
ri^ht  is  almost  like  the  problem:  If  5  and  6  are  15  what  would  7  and 
9  be?  It  seems  to  me  to  be  hardly  a  practical  question,  because  we 
are  not  looking  for  anything  of  that  sort  to  be  done. 

Mr.  Lever.  Mr.  Parker  was  not  looking  for  that  either,  was  he? 

Mr.  Brooks.  No;  I  do  not  think  he  was. 

Mr.  Lever.  I  would  like  to  ask,  Mr.  Brooks,  on  the  matter  of 
hedging,  if  you  regard  hedging  as  any  different  in  its  results  from  the 
ordinary  gambling  transactions  on  the  exchange? 

Mr.  Brooks.  No,  sir;  they  are  exactly  the  same,  as  far  as  I  see; 
the  processes  are  identical;  the  only  difference  is.  that  the  hedgtt* 
hanoles  spot  cotton  while  he  is  hedgmg,  while  the  gambler  does  not. 

Mr.  Lever.  You  are,  then,  as  much  opposed  to  hedging  transac- 
tions as  you  are  to  the  ordinary  gambling  transactions? 

Mr.  Brooks.  Yes;  I  do  not  tmnk  it  possible  to  make  a  law  that 
would  apply  to  one  without  having  it  apply  to  the  other. 

Mr.  Lever.  In  other  words,  you  do  not  think  you  could  separate 
the  two  ? 

Mr.  Brooks.  No,  sir:  I  do  not. 

Mr.  Lever.  Do  you  nave  any  information  as  to  the  percentage  of 
gambUng  transactions  carried  on  on  the  exchange  in  comparison  with 
the  legitimate  transactions  ? 

Mr.  Brooks.  I  have  no  official  figures,  and  it  is  almost  impossible 
to  get  them. 

Mr.  Lever.  Do  you  have  an  opinion  about  it  that  you  would  like 
to  express? 

Mr.  Brooks.  Well,  so  far  as  I  have  been  able  to  obtain,  90  per 
cent  is  usually  what  is  expressed  as  the  purely  speculative  feature. 

Mr.  Lever.  Ninety  per  cent  is  purely  speculative? 

Mr.  Brooks.  Yes,  sir. 

Mr.  Lever.  The  statement  has  been  made  that  the  effect  of  the 
change  in  this  country  would  be  to  transfer  the  gambUng  transac- 
tions to  Liverpool  and  Bremen.    Wliat  have  you  to  say  as  to  that? 

Mr.  Brooks.  Well,  I  think  we' could  be  more  independent  of  one  in 
Liverpool  than  we  could  in  this  country,  and  I  know  there  is  a  way 
by  which,  if  Liverpool  interfered  with  us  too  much,  we  could  force  a 
readjustment  there;  but  I  won't  go  into  a  discussion  of  the  details 
of  that. 

Mr.  Lever.  Do  you  know  whether  or  not  there  is  now  pending  in 
the  English  Parliament  a  bill  similar  to  the  one  now  pending  before 
this  committee  ? 
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Mr.  Brooks.  I  am  not  informed  on  that. 

Mr.  Lbybb.  I  might  say  to  the  chairman  that  that  is  a  fact. 

Mr.  Brooks.  I  mil  say  in  connection  with  that  that  a  resolution 
was  passed  at  this  same  congress,  at  Atlanta,  demanding  that  Congress 
pass  this  law  and  that  the  rarliament  of  Great  Britain  also  do  so;  it 
passed  the  congress,  but  it  was  not  unanimously  authorized,  so  it  did 
not  go  out  as  the  recommendation  of  the  congress. 

Mr.  Burleson.  I  would  like  to  direct  Mr.  Brooks's  attention  to  the 
fact  that  there  is  no  gambling  on  the  Bremen  exchange  at  all;  it  is 
prohibited  by  law;  in  fact,  it  has  not  been  practiced  for  many,  many 
years,  if  it  was  ever  practiced. 

Mr.  Lever.  Do^  your  information  agree  with  the  information 

E'ven  the  committee  yesterday,  that  New  York  influences,  and  in  a 
i^  measure  controb,  the  Liverpool  operations? 

Mr.  Brooks.  That  seems  to  be  the  preponderance  of  evidence  on 
that  side. 

Mr.  Lever.  What  have  you  to  say  as  to  the  ultimate  eflFect  upCn 
the  producers  and  spinners  by  the  abolition  of  exchanges  in  this 
country? 

Mr.  Brooks.  The  producers  and  spinners? 

Mr.  Lever.  Yes. 

Mr.  Brooks.  Well,  I  think  it  would  bring  them  closer  together, 
eliminate  useless  waste  and  expense,  just  as  was  expressed  m  this 
resolution,  and  there  is  such  a  thing  as  raising  the  price  to  the  pro- 
ducer and  lowering  it  to  the  consumer  by  eliminating  unnecessary 
friction. 

Mr.  Lever.  You  do  not  think  the  effect  would  be  to  depress  the 
prices  paid  the  producers? 

Mr.  Brooks.  No,  sir;  not  one  way  or  another;  no,  sir. 

Mr.  Lever.  The  effect  would  be.  then,  you  think,  to  permit  the 
law  of  supply  and  demand  to  have  freedom  of  action? 

Mr.  Brooks.  Yes,  sir;  that  is  what  we  want;  that  is  all  we  ask. 

Mr.  Sims.  If  hedging  constitutes  any  considerable  amount  of  the 
dealings  on  the  cotton  exchanges — I  mean  hedging  by  persons  who 
actually  handle  cotton — if  the  percentage  of  future  dealings  is  due  to 
that  kind  of  hedging,  why  shouldn't  the  hedging  be  as  great  in  Novem- 
ber as  in  October  or  December? 

Mr.  Brooks.  Well,  it  would  appear  that  it  should  be  just  as  great 
in  that  month  as  in  those  months. 

Mr.  Sims.  Is  it  not  a  fact  that  at  the  ports  and  interior  jpoints  there 
is  as  great  a  volume  of  cotton  received  in  November  as  m  any  other 
montn  in  the  year? 

Mr.  Bbooks.  Yes,  sir;  I  think  that  is  so. 

Mr.  Sims.  Yet  isn't  it  a  further  fact  that  there  is  practically  no 
dealings  in  the  future  market  in  November? 

Mr.  Brooks.  I  am  told  that  that  is  called  a  quiet  month. 

Mr.  Sims.  But  isn't  there  as  great  activity  in  the  actual  movement 
of  cotton  in  November  as  in  any  other  month,  say  October? 

Mr.  Brooks.  Yes. 

Mr.  Sims.  Then  if  hedging  is  due  to  the  actual  movement  of  cotton, 
why  shouldn't  it  be  as  great  in  November  as  in  anv  other  month? 

Mr.  Brooks.  Well,  it  would  have  to  be,  I  should  think. 

Mr.  Sims.  Therefore  the  conclusion  inevitably  is  that  hedging  of 
the  character  described  constitutes  a  considerable  portion  of  the  future 
dealings  on  the  cotton  exchanges? 
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Mr.  Brooks.  That,  I  think,  is  certainly  admitted. 

Mr.  Heflin.  But  if  it  were  not  for  wila  fluctuations  there  would  be 
no  necessity  to  hedge? 

Mr.  Brooks.  If  prices  were  always  stable,  of  course  nobody  would 
hedge;  there  woula  be  no  inducement  for  it. 

Mr.  Heflin.  Mr.  Lever  asked  you  a  Uttle  while  ago  how  it  would 
affect  the  producer  if  the  exchanges  were  abolished.  If  the  prices 
were  more  stable,  the  spinner  and  producer  closer  together,  it  would 
help  the  producer  to  get  money  from  the  banks — that  is,  if  you  had 
more  stable  prices?  The  fact  that  prices  fluctuate,  now  up  and  now 
down,  injures  him  in  that  respect,  aoesn't  it? 

Mr.  Brooks.  Yes,  sir.  They  will  not  limit  the  amount;  they 
would  advance  on  it  to  a  greater  extent. 

Mr.  Heflin.  One  other  question.  The  chairman  asked  you  why 
they  sold  cotton  so  rapidly  m  the  early  fall.  I  beUeve  that  was  the 
substance  of  his  question.  That  is  largely  due  to  the  fact  that  they 
owe  money,  a  great  many  of  them,  isn  t  it? 

Mr.  Brooks.  Yes. 

Mr.  Heflin.  And  they  sell  the  cotton  in  order  to  meet  their  obli- 
gations? 

Mr.  Brooks.  Yes;  that  appUes  to  a  number  of  them. 

Mr.  Cocks.  Don't  you  people  have  some  fear  that  there  might  be 
a  combination  of  spinners  that  would  absolutely  control  the  prices 
as  is  done  in  the  beef  proposition? 

Mr.  Brooks.  No,  sir;  we  do  not  anticipate  that  difficulty;  we 
think  that  there  is  an  equal  show  for  the  farmer  in  dealing  with  the 
spinner  as  with  anybody  else. 

Mr.  CLOCKS.  You  realize  that  it  would  require  a  great  deal  of  capital 
on  the  part  of  the  spinner  to  do  business  under  this  system? 

Mr.  Brooks.  Not  necessarily,  because  the  farmer  could  hold  the 
cotton  until  he  needed  it;  he  wouldn't  have  to  invest  in  it. 

Mr.  Cooks.  That  would  depend  on  the  success  of  the  warehouse 
scheme,  would  it  not? 

Mr.  Brooks.  Yes,  sir. 

Mr.  Mendelbaum.  I  would  Uke  to  ask  you  whether  you  are  aware, 
or  not,  of  the  fact  that  the  unions  have  tried  to  sell  cotton  on  the 
cotton  exchanges?, 

Mr.  Brooks.  Do  you  mean  the  farmers'  union? 

Mr.  Mendelbaum.  Yes. 

Mr.  Brooks.  I  am  very  positive  it  has  not. 

Mr.  Mendelbaum.  You  stated  here  that  you  have  attended 
several  spinners'  conventions? 

Mr.  Brooks.  I  attended  only  one. 

Mr.  Mendelbaum.  Will  you  tell  me  how  much  nearer  the  spinners 
and  farmers  came  together  than  heretofore  ? 

Mr.  Brooks.  Well,  we  think  that  we  can  see 

Mr.  Mendelbaum.  Not  what  you  think — what  you  know. 

Mr.  Brooks.  Well,  I  know  this :  That  we  are  sure  now  of  our  central 
sales  offices  in  some  of  the  cotton  States  making  direct  deals  wiUi  the 
spinners,  and  I  cited  Mississippi  as  an  instance. 

Mr.  Mendelbaum.  Mr.  Sims  has  asked  you  the  (question  how  it  is 
that  there  is  less  hedging  in  November  than  there  is,  for  instance,  in 
December  or  January  or  March,  and  he  has  emphasized  the  fact  that 
there  should  be  more  hedging  terminating  in  that  month,  as  most  of 
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the  cotton  comes  in  then.  I  do  not  know  whether  you  can  answer 
the  question  exactly — ^I  do  not  know  whether  I  shomd  ask  it  of  you 
or  bring  it  out  myself — but  isn't  it  caused  by  the  fact  that  cotton 
which  is  hedged  is  cotton  that  is  to  be  ilised  m  the  far  distant  time 
and  not  immediately  1  There  is  no  use  to  hedge  cotton  that  is  bought 
and  needed  and  controlled  for  immediate  consimiption.  Cotton 
that  is  hedged  is  to  protect  those  who  bought  in  January^  March, 
July,  and  August. 

.  Mr.  Brooks.  That  may  have  something  to  do  with  it,  but  I  do  not 
think  that  causes  the  difference  that  reaUy  exists. 

Mr.  C!oNE.  Did  I  understand  you  to  say  that  you  can  borrow  money 
cheaper  on  cotton  than  on  real  estate? 

Mr.  Brooks.  Very  emphatically  so  in  my  State. 

Mr.  C!oNB.  I  grant  that  is  right,  Mr.  Brooks.  Will  you  permit  me 
to^ye  these  gentlemen  the  reasons  for  that? 

Mr.  Brooks.  I  have  no  objection. 

Mr.  Cone.  Cotton,  gentlemen,  can  be  hedged  on  the  exchanges  and 
the  banks  cheerfully,  or  the  lenders  of  money  will  gladly,  lend  money 
on  a  security  such  as  cotton  that  can  be  turned — in  the  first  place 
they  know  it  is  insured  in  a  manner  to  protect  them,  and  in  the  second 
place  they  can  turn  it  into  money  within  five  minutes.  If  they  can 
not  find  a  mill  who  will  buy  that  cotton  they  can  actually  compel  the 
delivery  of  that  cotton  on  the  exchange  and  they  can  turn  that 
cotton;  they  can  put  that  cotton  on  a  (hay  and  they  can  draw  a  bill 
of  lading  any  moment  they  choose.  That  is  a  thing  that  can  not  be 
done  with  real  estate. 

^fr.  Brooks.  The  gentleman  seems  to  infer  that  this  cotton  was 
hedged,  which  was  the  reason  the  banks  would  advance  this  money  at 
a  low  rate  of  interest.  I  will  state  that  that  is  not  the  case;  that  the 
cotton  was  not  hedged.  It  was  stored  in  the  warehouses  owned  by 
farmers,  and  therefore  no  one  could  hedge  on  it. 

The  Chairman.  I  should  not  think  it  would  make  any  difference, 
for  the  purpose  of  the  argument,  whether  that  money  would  be 
loaned  more  cheaply  on  cotton  than  on  real  estate.  The  only  point 
of  the  question,  which  brought  out  this  information,  was  to  develop 
to  what  extent  cotton  was  b^ing  put  in  warehouses  by  the  producers. 

Mr.  Smith.  I  should  like  to  ask  Mr.  Brooks  a  question  right  in  this 
connection  touching  right  on  this  particular  point.  Is  it  not  a  fact, 
in  your  experience-  and  mine — we  are  in  the  same  business — that 
banks  will  not  lend  within  approximately  the  value  of  cotton  on  a 
given  date  for  fear  that  the  violent  fluctuations  that  occur,  unwar- 
ranted as  we  say,  might  wipe  out  the  margin,  and  you  would  have  to 
put  up  more  to  secure  your  cotton  or  it  would  be  sacrificed? 

Mr.  Brooks.  Yes,  sir;  that  is  the  way  we  look  at  it. 
IJ  Mr.  Smith.  Therefore  you  can  not  realize  as  much  on  your  cotton, 
according  to  its  value  in  the  .world^s  market,  as  you  could  on  other 
property,  by  virtue  of  these  wild  fluctuations?    Is  not  that  true? 

3dr.  Brooks.  Yes,  sir. 

Mr.  Mendelbaum.  Isn^t  it  a  fact  that  there  is  more  money  loaned, 
I  mean  on  cotton,  with  less  margin,  even  by  your  banks  at  home, 
than«there  is  on  any  other  commodity,  including  real  estate,  which 
is  supposed  to  have  a  stable  value? 

Mr.  Brooks.  That  may  be  true,  but  it  does  not  necessarily  imply 
that  they 
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Mr.  Mendelbaum.  I  asked  whether  that  was  true  or  not,  not 
what  it  implies;  whether  you  can  not  obtain  on  cotton  more  advances 
than  you  can  on  any  other  product  or  any  other  class  of  property, 
incluaing  the  one  considered  most  stable,  real  estate?  The  sugges- 
tion hasoeen  made  that  you  can  not  get  as  much  on  cotton  by  reasoci 
of  the  fluctuations  in  the  market;  there  are  not  those  fluctuatkms  in 
real  estate,  and  I  ask  whether  you  can  obtain  on  real  estate  anything 
like  the  advances  you  can  get  on  cotton? 

Mr.  Brooks.  Well,  I  wouldn't  say  anything  like  it,  but  then,  per- 
haps, the  average  would  not  be  h^her. 

Mr.  Mendelbaum.  I  would  like  to  just  ask  whether  the  reason 
you  can  obtain  such  an  extraordinary  amount  of  advances  on  cott<m 
IS  not  because  of  the  fact  that  the  exchanges  insure  the  loan  in  the 
banks  and  in  case  of  necessity  they  can  sell  that  cotton  immediatelvt 

Mr.  Beooks.  I  do  not  thmk  tlie  exchanges  furnish  the  means  by 
which  a  farmer  can  sell  his  cotton. 

Mr.  Mendelbaum.  I  am  talking  about  the  banks  making  the 
loans. 

Mr.  Beooks.  The  cotton  that  the  banks  have  loaned  money  on 
is  not  cotton  that  is  hedged. 

Mr.  Mendelbaum.  I  am  not  talking  about  hedging;  you  confuse 
the  two  propositions.  The  fact  that  people  are  wuUng  to  loan  lai^e 
amounts  on  cotton,  more  than  on  any  otner  property,  including  real 
estate,  as  I  have  pointed  out,  is  because  through  the  medium  of 
exchanges  they  fina  a  ready  market  in  case  they  want  to  sell  it. 

Mr.  Burleson.  Bearing  directly  upon  that  point,  and  to  throw 
some  Ught  upon  the  statement  made  by  Mr.  Clone,  I  would  like  to 
read  a  letter  that  I  received  this  morning  from  the  president  of  a 
national  bank.  In  this  connection  I  am  pretty  sure  if  you  woul^ 
call  on  national  bank  examiners  you  would  find  that  in  the  banks 
in  rural  districts  cotton  accounts  are  the  cause  of  the  most  worry. 
I  venture  vou  the  assertion  that  three-fourths  of  the  losses  of  the 
banks  are  from  those  sources,  and  I  believe  it  would  be  verjr  well  to 
examine  those  sources  of  information;  that  is,  the  information  that 
comes  from  the  banks  themselves. 

Mr.  Mendelbaum.  Yet  they  are  willing  to  loan  more  on  that  com- 
modity than  on  any  property  you  can  name. 

Mr.  Brooks.  That  does  not  necessarily  prove  that  the  future  deal- 
ing has  any  advantages. 

Mr.  Mendelbaum.  Just  one  more  question.  Do  you  consider  the 
fluctuation  in  prices  only  when  the  market  goes  down? 

Mr.  Brooks.  It  is  a  fluctuation,  no  matt^  whether  it  goes  up  or 
down. 

Mr.  Mendelbaum.  You  do  not  complain  when  the  fluctuation 
causes  the  market  to  go  up,  but  you  only  complain  when  the  prices 
go  down?  • 

Mr.  Brooks.  I  will  say  that  the  fluctuation  that  goes  above  where 
the  natural  law  of  supply  and  demand  would  place  it  is  just  as  evil 
as  if  it  goes  below  normal. 

Mr.  Mendelbaum.  Did  you  consider  the  law  of  supply  and  demand 
applied  one  or  two  years  ago  when  the  farmers'  umons  put  up  the 
pnce  to  15  cents  when  cotton  was  selling  at  12? 

Mr.  Brooks.  The  law  of  supply  and  demand  has  not  implied  mi^ce 
the  exchanges  have  been  in  control. 
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Mr.  Morris.  Mr.  Brooks,  I  understood  you  to  say  a  while  ago  that 
you  were  present  at  the  international  opnvention  in  Atlanta? 

Mr.  Brooks.  Yes,  sir. 

Mr.  Morris.  Do  you  remember,  Mr.  Brooks,  that  a  gentleman 
from  the  exchange  m  New  York  came  before  the  committee  of  the 
farmers'  union  in  Atlanta? 

Mr.  Brooks.  Yes,  sir. 

Mr.  Morris.  Do  you  remember  what  that  gentleman  said  relative 
to  the  number  of  bales  of  cotton  that  was  handled  on  the  New  York 
excha^e  annually? 

Mr.  Brooks.  I  think  I  do. 

Mr.  Morris.  What  was  it? 

Mr.  Brooks.  I  think  he  said  about  70,000  bales. 

Mr.  Morris.  I  mean  futures? 

Mr.  Brooks.  I  think  he  said — my  recollection  is  about  100,000,000 
bales;  I  am  not  sure. 

Mr.  Morris.  Do  you  remember  when  he  said  that,  Mr.  Brooks, 
that  a  gentleman  from  South  Carolina,  a  member  of  our  organiza- 
tion, asked  him  what  it  cost  annually  to  carry  that  100,000,000  bales 
of  cotton,  the  dealings  there? 

Mr.  Brooks.  No,  sir;  I  do  not  remember  his  answer. 

Mr.  Morris.  You  do  not  remember  the  amount? 

Mr.  Brooks.  No. 

Mr.  Morris.  Do  you  remember  him  saying  anything  about  three 
hundred  millionls  of  dollars? 

Mr.  Brooks.  Unless  I  remember  the  exact  answer  I  would  not  like 
to  give  you  an  answer. 

Mr.  Morris.  I  think  I  can  bring  the  gentleman's  mind  to  this 
proposition  if  I  can  lead  him  up  to  it. 

Mr.  Brooks.  I  think  I  see  the  point  you  are  driving  at,  but  I  think 
there  are  others  who  will  appear  before  the  committee  that  will  be 
able  to  give  this  information. 

Mr.  Morris.  Do  you  remember  that  he  told  us  who  paid  that  loss? 

Mr.  Brooks.  Yes,  sir. 

Mr.  Morris.  Tell  the  committee,  please. 

Mr.  Brooks.  I  think  his  expression  was  ''The  unfortunate  specu- 
lator, and  the  fool  that  dealt  with  him;"  I  think  that  was  the 
expression. 

Mr.  Weisse.  I  am  a  manufacturer j  and  as  the  gentleman  from 
New  York  seems  to  mske  an  awful  pomt  about  futures  and  the  part 
that  Wall  Street  takes  in  regard  to  the  prices,  I  would  like  to  ask,  in 
the  panic  of  1907 — I  am  addressing  this  to  Mr.  Brooks  or  the  gentle- 
man from  New  York 

The  Chairman.  Mr.  Brooks  is  on  the  stand  now,  Mr.  Weisse. 

Mr.  Weisse.  I  would  like  to  ask  a  question  for  information,  what 
the  prices  of  cotton  would  have  been  if  Wall  Street  woulcl  have 
depended  entirely  on  their  resources  and  if  the  Treasurer  of  the  United 
States  had  not  helped  them  out  in  1907? 

The  Chairman.  I  think  an  answer  to  that  question  would  only  be 
a  matter  of  opinion,  and  we  are  only  trying  to  eUcit  information. 

Mr.  Neville.  You  referred  yesterday  to  States  that  had  passed 
antioption  laws,  and  said  that  such  laws  had  driven  bucket  shops 
out  or  existence.  Are  there  any  bucket  shops  in  any  of  those  States 
to-day? 

31735— A  A  B— VOL  2—10 6 

Digitized  by  VjOOQ IC 


82  PBBVBNTION   OF  DEALING  IN   FUTURES. 

Mr.  Brooks.  I  am  not  positive  that  there  are  no  bucket  shops  in 
any  of  those  States;  I  know^they  have  been  driven  out  of  my  own 
State,  and  I  understand  they  have  been  driven  out  of  other  States. 

Mr.  Neville.  There  is  one  in  Chariotte,  N.  C,  to-day,  if  you  want 
to  know. 

Mr.  Brooks.  Is  that  right?     I  didn't  know  it. 

TESTIMONY  OF  MK.  D.  J.  VEILL,  OF  TEXAS. 

(The  witness  was  sworn  by  the  chairman.) 

Mr.  Neill.  Mr.  Chairman  and  gentlemen,  my  name  is  D.  J.  Neill. 
I  am  the  representative  from  the  Farmers'  Union  of  Texas.  I  was 
formerly  its  president.  The  only  official  connection  that  I  have  with 
the  organization  now  is  as  its  representative  here.  I  want  to  say  to 
you  gentlemen  that  our  organization  in  our  State  has  5,075  local 
unions;  we  have  160  county  unions;  we  have  321  warehouses  in  that 
State.  Our  organization  universallv  is  against  the  New  York 
exchange.  The  legislature  of  Texas  fclotted  out  the  bucket  shops  in 
that  State  three  years  ago,  the  thirty-first  legislature.  The  exchanges 
sought  to  repeal  the  law  oy  the  introdjiction  of  a  bill  in  the  senate  and 
house,  but  they  found  no  man  in  either  branch  of  the  legislature  who 
would  move  to  take  the  proposition  up  in  the  committees  at  all.  You 
take  our  State,  and  to-aay  its  eyes  are  turned  toward  Washington;  the 
farmers  of  that  State  are  expecting  at  your  hands  and  the  hands  of 
Congress  some  kind  of  legislation  along  the  fines  demanded  by  the 
farmers. 

Now,  then,  gentlemen,  I  am  from  one  of  the  largest  cotton  pro- 
ducing sections  in  the  South.  Our  State  makes,  on  an  average, 
three  and  a  half  miUion  bales;  we  have  made  as  much  as  four  and  one 

Suarter  miUion  bales  in  a  year.  You  take  our  people  and  we  have  been 
oing  what  we  could  to  counteract  the  influences  of  the  exchanges; 
we  have  gone  along  and  built  our  warehouses;  we  have  adopted  our 
central  selling  agencies  plan;  we  have  made  arrangements  at  Galves- 
ton for  the  handling  of  our  cotton;  we  can  borrow  money  on  our  cotton 
at  a  low  rate  of  interest,  and  our  people  are  not  called  upon  at  aU  to 
hedge  their  cotton.  We  have  handled  several  hundred  thousand 
bales  of  cotton  at  Galveston,  and  I  believe  that  we  have  several 
thousand  bales  now  in  that  city.  We  have  two  cotton  exchanges  in 
the  State  of  Texas,  one  located  at  Galveston  and  the  other  at  Houston; 
there  are  no  future  deals  made  upon  those  exchanges;  there  is  a  spot 
price  made  up  in  the  exchange  and  sent  out  to  the  people  of  the  State; 
our  warehouses  get  those  pnces;  some  of  them  get  it  every  morning 
and  some  of  them  twice  a  week.  Now,  our  people  in  Texas  are 
prepared  for  the  exchange,  and  our  people  feel  tnat  if  the  New  York 
and  New  Orleans  exchanges  are  blotted  out  it  wiU  not  aflFect  our 
people  in  that  State. 

Now,  gentlemen,  as  to  the  threat  that  was  made  here  yesterday, 
that  if  you  passed  a  biU  eliminating  tliis  hedging  proposition  the 
cotton  broker  would  have  to  retire  from  business;  that  same 
threat  was  made  in  our  capital  city  when  our  bills  were  pending: 
they  threatened  to  go  out  of  business;  they  predicted  aU  Kinds  of 
calamities,  and  they  said  that  the  farmers  were  going  to  play  into 
the  hands  of  the  spinners.  I  want  to  say  to  you  gentlemen  that 
the  calamity  did  not  come;  the  broker  was  just  as  eager  to  buy  our 
cotton  after  the  passage  of  that  law  as  he  was  before,  and  but  very 
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few,  as  I  understand,  left  our  State  at  all.  I  have  just  called  to 
mind  two  of  the  gentlemen  who  left,  and  they  went  up  to  New  York 
and  became  lambs  m  the  hands  of  the  exchange. 

The  Chairman.  Would  it  interrupt  you  to  ask  you  a  question 
there?  Had  it  been  the  practice  or  these  brokers  to  hedge  in  the 
bucket  shops  of  Texas? 

Mr.  Neill.  Well,  now,  I  do  not  know;  I  do  not  know  whether 
they  hedged  there  or  not.  But.  Mr.  Chairman,  in  addition  to  the 
bucket  shops  there  were  a  numoer  of  branches  of  the  big  affair  in 
New  York,  and  it  was  a  practice,  whenever  they  wanted  to  hedge, 
to  go  to  these  branches  and  send  a  telegram  over  to  New  York  City. 

llie  Chaibbian.  I  was  attempting  to  develop  the  fact  whether  or 
not  after  these  bucket  shops  were  legislated  out  of  existence  in  Texas 
the  brokers  abandoned  the  practice  of  hedging  or  whether  they 
simply  transferred  their  hedging  to  the  New  York  or  New  Orleans 
excnanges?    But,  perhaps,  you  don't  know  that? 

Mr.  Neill.  Well,  I  do  not  know;  no,  sir. 

Mr.  McLaughlin.  You  spoke  of  the  exchanges  that  are  now  in 
business  in  Texas;  are  the  prices  that  are  given  out  practically  a 
reflection  of  the  prices  given  previously  in  the  exchanges  in  New  York? 

Mr.  Neill.  I  understand  that  the  price  that  is  given  out  bv  the 
Galveston  E3;xchange  is  made  upon  the  average  of  the  spot  sales;  I 
understand  that  that  is  the  case,  that  it  is  an  average  of  the  spot  sales 
made  in  that  city. 

Mr.  Hawley.  You  mean  for  the  committee  to  take  that  as  a  state- 
ment of  fact? 

Mr.  Neill.  Yes,  sir.  Now,  you  take  these  prices  as  registered  hj 
the  Galveston  Exchange,  and  for  any  number  of  dates  last  year  it 
shows  almost  universally  a  higher  price  than  New  Orleans,  where 
there  is  no  restriction  at  all;  there  are  a  few  exceptions;  but  it  has 
shown  a  higher  price,  and  the  people  of  Texas  have  been  benefited 
by  the  passage  of  the  antioption  law  in  that  State.  Now,  I  want  tp 
say  to  vou  gentlemen  that  the  farmers  of  my  State  have  been  pros- 
trated Dy  the  fluctuations  of  the  cotton  market;  it  is  destroying  the 
business  of  the  farmers,  and  I  want  to  say  that  he  is  an  earnest  seeker 
of  relief;  we  must  have  rehef ;  our  markets  have  been  running  up  just 
like  sledge  hammers  and  it  has  largely  destroyed  the  stability  of  the 
farmers'  business,  it  has  destroyed  the  business  of  the  merchant  be- 
cause his  business  is  closely  connected  with  that  of  the  farmer;  not 
only  that,  but  it  has  aflFected  the  banks  of  our  State.  The  farmer 
wants,  gentlemen,  stabiUty  of  market;  if  it  is  8  cents  he  wants  8  cents; 
if  it  is  10  cents  give  us  10  cents,  but  this  thing  of  running  up  and  down 
has  imhinged  him.  I  want  to  say  to  you  that  it  has  largely  prostrated 
the  farmers  of  our  country.  We  feel,  down  in  Texas,  that  prior  to 
the  passage  of  the  Texas  law  we  had  no  protection;  we  feel  that  the 
fluctuations  in  the  market  have  largely  destroyed  actual  speculation, 
in  cotton;  we  feel  that  way  and  feel  again  that  the  prices  made  in 
New  YorK,  telegraphed  to  our  State,  have  enabled  tne  cotton  men 
there  to  form  a  trust,  to  the  utter  destruction  of  competition,  and  the 
only  competition  that  has  come  to  our  people  at  all  has  been  forced 
upon  the  cotton  brokers  by  our  organization. 

Now,  in  1907  and  1908  we  adopted  in  that  State  what  we  call  our 
"Galveston  plan;"  we  entered  into  an  arrangement  with  the  cotton 
factors  in  Gralveston  whereby  we  could  ship  our  cotton  to  Galveston^ 
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store  it,  draw  nioney  upon  it,  for  a  low  rate  of  interest,  and  hold  it  for 
twelve  months.  When  the  price  did  not  suit  in  the  interior,  our 
people  put  their  cotton  upon  the  platform  and  the  cotton  was  shipped 
to  Galveston.  It  had  tnis  effect,  of  putting  the  interior  buver  in 
competition  with  the  stock  market  at  Galveston.  Now,  I  do  not 
want  to  take  up  the  tinae  of  the  committee,  but  I  want  to  say  to  you 
that  our  people  are  asking  that  some  law  be  passed  that  will  rive  to 
that  people  relief;  so  far  as  we  are  concemecl  we  feel  that  if  tne  ex- 
changes are  blotted  out  our  people,  under  their  present  arrangement, 
and  tneir  system,  and  their  selling  agenc^r,  would  be  able  to  take  care 
of  themselves.  Now,  we  do  not  want  tms  hedging  proposition,  gen- 
tlemen; and  I  want  to  say  to  you  that  with  hedging,  its  weight  must 
fiJl  somewhere,  and  it  is  going  to  fall  where  there  is  the  least  resistance, 
and  the  least  resistance  has  come  always  from  the  farmer  of  this 
country,  and,  gentlemen,  it  has  always  fallen  upon  his  head.  The 
broker,  when  he  buys  cotton,  deducts  the  price  of  his  hedging,  I  have 
been  told ;  and  in  the  beginning  it  falls  upon  him ;  now,  then,  the  cotton 
broker  asks  protection,  the  manufacturers  sometimes  have  asked  pro- 
tection, and,  gentlemen,  I  want  lo  say  to  you  that  the  farmers  of^the 
South  ask  a  square  deal  and  nothing  more;  that  is  all  we  ask. 

Mr.  Lever.  I  want  to  ask  vou  this  question :  Have  you  ever  had 
this  experience?     You  are  a  farmer,  I  presume? 

Mr.  Neill.  Yes,  sir. 

Mr.  Lever.  Have  you  ever  driven  your  load  of  cotton  into  your 
small  town,  the  cotton  market,  before  10  o'clock  in  the  day,  and  ^ 
oflfered  it  for  sale  to  the  local  buyer,  who  told  you  he  could  not  give  * 
you  a  bid  because  he  had  not  heard  from  New  York? 

Mr.  Neill.  Yes,  sir;  I  have  had  that  experience. 

Mr.  Lever.  You  have  had  that  experience?  ' 

Mr.  Neill.  Yes,  sir. 

Mr.  Neville.  I  understood  you  to  say,  Mr.  I^ver,  10  o'clock; 
that  could  not  happen,  because  the  time  is  different.  I  presume  you 
meant  9  o'clock. 

Mr.  Lever.  Well,  I  will  make  it  9  o'clock;  that  would  be  10  o'clock 
with  us  in  South  Carolina.  \Miat  I  was  driving  at  is  this:  You  have 
not  been  able  to  get  a  bid  for  your  cotton  from  the  local  cotton  buyer 
in  vour  local  market  until  he  has  heard  from  quotations  in  New  York? 

MT.  Neill.  Yes,  sir. 

Mr.  Lever.  You  have  had  that  experience? 

Mr.  Neill.  Yes,  sir. 

Mr.  Lever.  So  you  feel,  then,  that  the  spot  prices  in  the  South 
are  in  a  large  measure  entirely  regulated  by  future  prices  in  New 
York? 

Mr.  Neill.  Well,  not  so  much  now  as  it  has  been.  You  take  our 
State,  and  we  get  the  spot  prices  from  Galveston. 

Mr.  Lever,  i  ou  do  recognize,  however,  the  very  great  influence 
over  spots  by  futures? 

Mr.  Neill.  Yes,  sir. 

Mr.  Lee.  What  does  it  cost  to  carry  a  bale  of  cotton,  per  month, 
in  a  modem  warehouse,  provided  with  sprinklers? 

Mr.  Neell.  Li  a  warenouse  in  the  interior? 

Mr.  Lee.  Well,  the  best  warehouses? 

Mr.  Neill.  At  Galveston  it  costs  us  $1  for  the  first  month;  that 
includes  sampling 
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Mr.  Chapman.  Is  that  <1  per  bale) 

Mr.  Neill.  Yes,  sir ;  a  dollar  per  bale ;  after  that,  1 5  cents  per  month 
in  interior  warehouses. 

The  Chairman.  Is  that  in  commercial  warehouses? 

Mr.  Neill.  Yes,  sir;  in  commercial  warehouses  at  Qalveston. 
Now*,  in  the  interior  warehouses  their  charges  are  25  cents  a  bale  for 
the  season;  in  warehouses  in  the  State  they  charge,  some  of  them, 
25  cents  a  month,  and  some  of  them  15  cents  a  month,  and  some  oi 
them  10  cents.  The  warehouses  throughout  the  State  regulate  their 
own  charges,  but  at  the  ports,  why,  the  charges  are  the  same. 

Mr.  C^pman.  Does  the  warehouse  charge  include  insurance? 

Mr.  Neill.  Yes,  sir. 

Mr.  Mendelbaum.  What  do  you  mean  by  the  ports? 

Mr.  Neill.  Galveston. 

Mr.  Mendelbaum.  You  mean  only  the  port  at  Galveston? 

Mr.  Neill.  1  suppose  it  is  the  same  at  Houston. 

Mr.  Mendelbaum.  It  is  strange  that  storage  rates  in  Galveston 
should  be  four  times  as  much  as  m  the  city  of  l<few  York,  where  real 
estate  is  so  much  higher  than  in  Galveston.  I  can  not  understand 
that  system. 

Mr.  Howell.  I  understood  you  to  say  that  by  reason  of  the  anti- 
option  law  in  Texas  the  producers  have  received  a  great  deal  of  reUef , 

Mr.  Neill.  Yes,  sir. 

Mr.  Howell.  WelL  what  are  the  conditions  in  the  other  cotton- 
producing  States?    Have  thev  passed  similar  laws? 

Mr.  Neill.  Some  of  them  have;  I  understand  Arkansas  has  a  law 
similar  to  that  of  Texas. 

Mr.  Howell.  If  all  the  cotton-producing  States  should  follow  the 
example  of  Texas  the  evils  of  which  you  complain  would  be  reheved 
to  some  extent,  wouldn't  they? 

Mr.  Neill.  I  think  so;  yes,  sir. 

Mr.  Lee.  We  have  the  same  law  in  Georgia,  I  think. 

Mr.  Neville.  Just  for  the  sake  of  straightening  the  record  may  I 
be  permitted  to  ask  Mr.  Neill  a  few  questions?  The  railroad  com- 
mission of  Texas  has  prescribed  that  where  the  rate  of  freight  on 
cotton  is  over  38  cents  per  100  pounds  the  railroads  shaU  pay  the 
cost  of  compression  out  of  their  freight  pay;  isn't  that  so? 

Mr.  Neill.  Yes,  sir;  they  do  that. 

Mr.  Neville.  The  common-point  rate  is  55  cents  to  Galveston  and 
49  cents  to  Houston;  38  cents  is  the  rate  at  which  the  railroad  com- 
mission makes  the  railroad  company  absorb  the  cost  of  compression? 

Mr.  Neill.  Yes,  sir. 

Mr.  Neville.  So  that  on  a  freight  rate  of  44  cents  to  Galveston  the 
railroad  companies  also  have  to  absorb  the  cost  of  compression  in 
their  rates?  Now,  may  I  ask  the  names  of  your  factors  in  Galveston 
whose  warehouses  handle  that  cotton? 

Mr.  Neill.  We  ship  cotton  to  W.  L.  Moody  &  Co.,  to  John  D. 
Rogers  &  Co.,  to  Bedels  &  Co.,  and  also  to  the  F.  Cannon  Company. 

Mr.  Neville.  Your  cotton  is  shipped  to  those  Galveston  people? 

Mr.  Neill.  Yes,  sir. 

Mr.  Neville.  So  that  when  cotton  is  sent  to  Galveston  and  the 
freight  rate  is  over  38  cents,  compression  is  taken  into  considera- 
tion, because  cotton  can  not  leave  Galveston  unless  it  is  compressed? 

Mr.  Neill.  I  think  not. 
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Mr.  Neville.  Yes,  sir. 

Mr.  Neill.  That  may  be  so,  however. 

Mr.  Neville.  No  steamship  company  will  take  a  bale  of  cotton 
which  is  in  an  uncompressed  state,  will  it,  for  foreign  export? 

Mr.  Neill.  No,  sir. 

Mr.  Neville,  i  ou  say  that  the  warehouses  chaige  $1  a  bale'^the 
first  month?  Does  that  include  the  selling  of  the  cotton  for  you 
when  it  is  sold? 

Mr.  Neill.  Yes,  sir. 

Mr.  Neville.  Now,  the  parties  to  whom  Mr.  Moody,  Mr.  Cannon, 
Mr.  Rogers  and  the  others  sell  that  cotton,  you  do  not  know?  Do 
they  sell  direct  to  the  spinner? 

Mr.  Neill.  Well,  that  I  couldn't  tell  you;  I  suppose  when  it  suits 
them  they  will  sell  to  an  exporter. 

Mr.  Neville.  The  reason  there  are  no  mills  in  Texas 

Mr.  Neill.  Yes;  we  have  16  mills. 

Mr.  Neville.  I  was  just  coining  to  that.  Those  mills  are  located 
in  the  interior,  but  there  are  none  in  Galveston? 

Mr.  Neill.  No,  sir. 

Mr.  Neville.  There  was  one,  but  it  failed  because  they  could  not 
get  the  labor  to  run  it.  Now,  a  farmer  could  really  have  made  more 
money  off  of  his  cotton  by  putting  it  in  his  own  warehouse  than  by 


shipping  it  to  Galveston,  couldn't  he? 


Neill.  You  see  at  the  time  we  made  the  first  deal  with  Gal- 
veston the  banks  of  our  State  refused  to  loan  the  farmers  money  on 
cotton  stored  in  the  warehouses,  and  we  began  the  shipment  of  cot- 
ton to  Galveston  and  put  the  interior  banks  in  competition  with  the 
banks  at  Galveston. 

Mr.  Neville.  I  understand  that  thoroughly,  but  I  wanted  to 
straighten  out  that  one  point.  I  wish  you  would,  if  you  can,  refresh 
your  memory  and  see  if  that  dollar  a  bale  does  include  the  factor's 
selling  charges? 

Mr.  Neull.  Yes,  sir. 

Mr.  Neville.  My  impression  was  that  it  did. 

Mr.  Neill.  That  included  all  the  charges  for  the  first  month,  and, 
in  addition y  that  included  the  sampling,  the  weighing,  the  insurance, 
and  the  selling  of  the  cotton. 

Mr.  Neville.  Yes,  sir. 

Mr.  Neill.  Afterwards  we  were  charged  15  cents  a  month,  and  no 
charge  was  ever  made  outside  of  that  dollar  for  the  selling  of  the 
cotton. 

Mr.  Neville.  So  that  the  farmer  paid  $2.65  a  bale  per  annum  for 
carrying  that  cotton  in  Galveston,  for  the  storage  ana  insurance,  in 
addition  to  the  interest  on  the  money  that  the  factor  advanced? 

Mr.  Neill.  Well,  I  haven't  figured  out  the  proposition. 

Mr.  Neville.  I  only  mention  that,  gentlemen,  because  there  is  no 
one  more  thoroughly  in  sympathy  with  the  system  of  southern  ware- 
houses than  I  am;  I  am  in  thorough  sympathy  with  that,  and  I  think 
it  is  one  of  the  best  things  I  know  of  for  the  farmers.  In  my  experi- 
ence I  have  known  of  farmers  to  carry  cotton  for  three  years  after 
production,  and  when  they  made  up  their  minds  to  sell  they  had  to 
pick  off  nearly  half  of  that  cotton  by  reason  of  the  damage  wnich  had 
been  done  to  it  during  that  time. 
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Mr.  Li£Y£B.  I  understood  you  to  say,  Mr.  Ndll,  that  at  one  time 
there  existed  a  future  market  exchange  at  Galveston.  Did  I  under- 
stand you  to  say  that  there  was  a  future  market  exchange  at  Gal- 
veston, Tex.,  at  one  time? 

Mr.  Neill.  I  think  so;  there  was  an  exchange  there. 

Mr.  Lever.  Is  there  one  there  now? 

Mr.  Nefll.  There  is  an  exchange  there  now,  but  it  doesn't  sell 
contracts. 

Mr.  Lever.  Do  you  know  why  it  doesn't  sell  contracts? 

Mr.  Nefll.  It  is  prohibited  by  law. 

Mr.  Lever.  Let  me  call  your  attention  to  this  statement,  in  order 
to  get  it  into  the  record.  It  is  from  the  report  of  Mr.  Smith,  the 
Commissioner  of  the  Bureau  of  Corporations  of  the  Department  of 
Commerce  and  Labor;  he  says  an  attempt  was  made  in  1904  to 
establish  a  future  market  on  the  Galveston  Cotton  Exchange,  and 
that  an  officer  of  the  exchange  explained  the  failure  as  follows: 

The  trades  were  absolutely  restricted  to  the  legitimate  business.  I  do  not  believe 
there  was  a  speculatiye  trade  made  during  the  whole  time.  For  some  reason  the 
speculator  and  gambler  did  not  operate  in  this  market.  This  made  it  a  very  narrow 
nuarket.  The  brokers  feared  that  in  such  a  narrow  market  they  would  become  en* 
tangled  in  obligations  upon  contracts  that  would  embarrass  them.  Holders  of  cotton 
did  not  utilize  this  market  to  any  considerable  extent  for  hedging  purposes  and  it 
resolved  itself  practically  into  a  purely  spot  business.  You  have  got  to  have  specu- 
lation. I  think  speculation  is  absolutely  necessary.  It  was  in  our  case,  and  I  think 
it  is  everywhere. 

I  want  to  call  your  attention  particularly  to  this  proposition  and 
ask  you  if  you  agree  to  it: 

You  have  got  to  have  speculation.^  I  think  speculation  is  absolutely  necessary. 
It  was  in  our  case,  and  I  think  it  is  everywhere. 

The  question  I  would  like  to  ask  you  is  whether  or  not,  in  your 
opinion,  vou  beUeve  that  any  exchange  in  this  country  can  exist 
without  illegitimate  speculation  upon  the  exchange  ? 

Mr.  Neill.  I  don^t  know  about  that.  The  exchange  at  Galveston 
does  exist,  and  there  is  no  such  speculation  on  its  boards. 

Mr.  Lever.  It  is  a  spot  exchange,  is  it? 

Mr.  Neill.  Yes,  sir. 

Mr.  Hardwick.  If  we  could  have  an  exchange  where  there  was  no 
gambling  and  where  only  contracts  were  made  where  actual  delivery 
was  contemplated,  it  would  help  the  farmer  and  the  buyer  and  every- 
body else,  would  it  not? 

Mr.  Neill.  In  answer  to  that  proposition,  you  take  our  exchange 
at  Galveston,  as  I  understand  its  procedure  there.  I  have  been  told 
by  members  of  that  exchange  that  they  make  the  market  by  an 
average  of  the  sales  that  are  made  by  the  cotton  factor,  and  that 
price  is  registered  on  their  boards  and  is  sent  out  to  the  people  of 
Texas  as  the  spot  price  for  cotton.     I  understand  that. 

Mr.  Lever.  So  you  do  have  a  legitimate  exchange  at  Galveston 
which  is  doing  a  legitimate  business  ? 

Mr.  Neill.  Certainly;  it  is  operating  under  the  law;  it  is  what 
mk^ht  be  termed  a  ''legitimate  exchange." 

iar,  Neville.  In  other  words,  it  is  a  building  or  a  room  where  the 
receipts  and  shipments  and  all  information  pertaining  to  the  cotton 
fcrade  are  posted? 
Mr.  Neill.  Yes;  I  think  so. 
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Mr.  Smith.  Is  it  not  a  fact  that  at  Houston  and  Galveston  the 
prices  fluctuate  in  their  spot  sales  exactly  commensurate  with  the 
market  in  Liverpool,  New  York,  and  New  Orleans? 

Mr.  Neill.  Yes;  there  have  been  fluctuations  there.  I  under- 
stand, Mr.  Smith,  that  a  few  weeks  a^o,  when  New  York  lost  about 
300  points,  to  the  best  of  my  recollection  the  cotton  did  not  fall  any 
considerable  amount. 

Mr.  Smith.  It  did  not  all  over  the  South.  The  point  I  want  to 
bring  out  to  the  committee  is  the  influence  of  Liverpool  as  a  world 
center^  and  New  York  as  well;  they  are  the  points  irom  which  the 
price  IS  practically  set  for  the  market  of  spot  cotton  throughout 
America. 

Mr.  Neill.  Certainly. 

Mr.  Smith.  Therefore  it  could  not  be  possible  for  Gralveston  and 
Houston  to  reflect  what  might  be  the  price  and  conditions  as  to 
speculation  unless  it  could  be  reached  by  the  world-wide  influence 
from  Liverpool  and  New  York.     Then  you  would  know? 

Mr.  Heflin.  Do  you  not  believe  that  if  we  can  eliminate  the 
speculation  in  cotton,  the  selling  of  fictitious  stuff  called  cotton  in 
tne  New  York  Exchange,  that  then  we  would  have  spot-cotton 
exchanges  where  these  contracts  would  be  made  and  filled? 

Mr.  Neill.  I  think  so;  yes,  sir. 

Mr.  Cone.  Is  not  the  contract  in  New  York  a  spot-cotton  contract  ? 

Mr.  Neill.  I  do  not  know  that  I  ever  saw  one  of  those  contracts. 

Mr.  Cone.  I  can  assure  you  that  I  have  sold  those  contracts  and 
delivered  cotton  on  them,  and  I  have  bought  those  contracts  and 
taken  up  cotton  on  them. 

The  Chairman.  If  there  are  no  further  questions  we  will  excuse 
Mr.  Neill.  I  am  informed  that,  so  far  as  the  proponents  of  the 
measure  are  concerned,  they  do  not  care  to  offer  any  further  wit- 
nesses at  this  time,  and  when  the  committee  meets  again  we  will 
ask  the  representatives  of  the  exchanges  to  be  prepared  for  a  hear- 
ing. It  is  a  little  early  yet,  but  to  begin  the  examination  of  a  new 
witness  now  and  interrupt  him  in  fifteen  or  twenty  minutes  would 
make  a  break  in  his  testimonv  that  is  probably  not  advisable,  and 
I  believe  the  committee  will  therefore  adjourn  now,  with  the  under- 
standing that  we  will  meet  promptly  at  2  o'clock. 

(Thereupon,  at  12.10  o'clock  p.  m.,  a  recess  was  taken  until  2 
o'clock  p.  in.) 

afternoon  session. 

The  committee  reconvened  at  2.15  o'clock  p.  m.,  Hon.  Charles  F. 
Scott  (chairman)  presiding. 

The  Chairman.  I  beUeve  Mr.  Neill  desires  to  file  a  petition  before 
the  hearing  begins  this  afternoon. 

Mr.  Neill.  Mr.  Chairman,  I  have  a  petition  here  from  Scurry 
County,  Tex.,  which  contains  the  names  of  C.  K.  Buchanan  and  273 
others.     We  wfbuld  like  to  have  it  printed  in  the  record. 

The  Chairman.  Without  objection,  the  petition,  which  is  a  very 
brief  one,  will  be  received. 
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(The  petition  referred  to  reads  as  follows :) 

To  Hon,  R,  W,  Smithy  Representative  of  the  Sixteenth  Congressional  District  of  the  State  of 

Texas  in  the  National  Congress: 

We,  the  undeiBigned  voters  of  Scurry  Ck>imtv,  in  the  State  of  Texas,  most  respect- 
fully request  that  you  use  your  best  e£fort  ana  influence  to  secure  the  adoption  and 
placing  on  the  statutes  of  the  United  States  of  House  bill  7521,  known  as  the  '  *  Scott 
bill,"  and  designed  to  prohibit  gambling  in  agricultural  products. 

Mr.  Neville.  May  I  ask  how  much  cotton  Scurry  County  raises? 

Mr.  Neill.  I  do  not  know,  sir;  about  30,000  bales,  I  think. 

The  Chairman.  As  I  stated  before  the  hearing  closed  this  morn- 
ing, the  proponents  of  the  measure  have  no  further  witnesses  to  offer 
at  this  time,  and  we  will  therefore  be  glad  to  hear  from  representatives 
of  the  other  side.  Before  proceeding,  however,  I  would  like  to  make 
this  announcement,  that  inasmuch  as  this  hearing  up  to  date  has  been 
confined  to  the  cotton  question,  and  inasmuch,  further,  as  the  com- 
mittee has  been  asked  to  defer  until  next  week  the  hearing  in  relation 
to  wheat  and  other  commodities,  it  will  be  understood  that  that  order 
is  made;  so  that  the  remainder  of  the  time  this  week  will  be  taken  up 
with  discussion  of  the  bill  so  far  as  it  relates  to  cotton  futures.  1 
understand  that  Mr.  Neville,  of  New  York,  is  the  chairman  of  the  com- 
mittee representing  the  cotton  exchange  from  that  city,  and  I  would 
be  glad  if  he  would  indicate  the  order  m  which  he  would  Uke  to  have 
his  witnesses  heard. 

Mr.  Neville.  We  have  two  gentlemen  wh(i  come  from  the  South 
and  want  to  be  heard,  who  are  very  anxious  to  get  back  home,  and 
with  the  chairman's  permission  the  cotton  exchange  will  give  way. 
Before  we  proceed,  you  stated  that  next  week  had  been  assi^ed  to  hear 
the  Chicago  Board  of  Trade  and  other  kindred  western  institutions? 

The  Chairman.  The  president  of  the  American  Association  of 
Grain  Exchanges  telegraphed  me  yesterday  that  a  delegation  from  that 
association  would  like  to  appear  here  on  the  18th,  if  it  was  satis- 
factory to  the  committee,  and  it  seemed  as  if  that  would  be  the  best 
arrangement  we  could  make. 

Mr.  Neville.  Are  you  going  to  hold  a  session  Saturday,  in  case 
we  do  not  get  through  to-morrow? 

The  Chairman.  Yes.     Mr.  Cone,  did  you  wish  to  be  heard  now? 

Mr.  Cone.  Yes,  sir. 

TESTIMOmr  OF  MB.  SOLOMON  NAPOLEON  CONE,  OF  GBEENS- 

BOBO,  N.  C. 

(The  witness  was  sworn  by  the  chairman.) 

The  Chairman.  Whom  do  you  represent? 

Mr.  Cone.  I  represent  mjrself  as  a  dealer  in  spot  cotton.  Inci- 
dentaUy,  I  am  a  stockholder  in  quite  a  number  of  cotton  mills.  I  am 
also  a  member  of  all  the  different  cotton  exchanges  of  the  world. 

The  Chairman.  Mr.  Cone,  would  you  like  to  be  allowed  to  finish 
your  statement  before  submitting  to  interruption? 

Mr.  Cone.  I  would,  very  much,  Mr.  Scott,  for  the  reason  that  I 
have  never  before  in  my  life  stood  up  before  an  audience  of  big  people, 
and  I  am  kind  of  gun  shy,  and  I  am  afraid,  if  I  am  interrupted  in  the 
thread  of  my  thought,  I  might  not  be  able  to  do  justice  to  the  subject 
in  hand,  as  1  am  unaccustomed  to  this  sort  of  procedure. 

The  Chairman.  I  am  sure  that  would  be  entirely  satisfactory  to  the 
committee  to  let  you  finish  your  statement  first,  and  then,  if  any 
members  have  any  questions  to  ask  they  may  do  so. 
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Mr.  Cone.  I  thank  you.  Mr.  Chairman  and  gentlemen,  you  would 
have  been  afflicted  with  very  much  less  of  the  speech  that  I  am  going 
to  give  you  had  I  proceeded  yesterday.  As  I  came  up  on  the  train 
night  before  last  I  made  memoranda  of  all  I  had  to  say  on  the  back 
of  an  envelope.  I  heard  so  much  here  yesterday  that  last  night  I 
sat  up  until  5  in  the  morning  writing  these  few  pages. 

The  Chairman.  We  are  glad  the  subject  seems  to  have  broadened. 
.  Mr.  Cone.  I  thank  you,  sir.  While  1  am  a  stockholder  in  a  number 
of  mills  and  have  in  the  course  of  my  experience  had  the  management 
of  one  big  mill,  my  present  active  interest  is  in  spot  cotton,  of  which 
I  handle  more  than  $4,000,000  worth  annually.  The  cottdn  business 
is,  I  believe,  without  exception  the  strangest  business  in  the  world. 
My  friends  are  oftentimes  skeptical  when  I  tell  them  I  sell  cotton 
most  heavily  when  I  think  it  is  going  up,  and  I  buy  heaviest  when  I 
think  it  is  going  down.  The  reason  for  this  is  the  basis  on  which  I 
trade,  which  I  try  to  figure  a  safe  one.  When  I  sell  cotton,  I  try  to 
figure  the  basis  at  about  what  will  pay  me  a  reasonable  profit  on  that 
cotton,  and  I  sell  it,  and  if  my  judgment  is  right,  that  cotton  is  going 
up;  the  light  article,  or  the  hedges,  goes  up  faster  than  the  heavier 
article,  or  spot  cotton,  and  vice  versa.  When  cotton  goes  down,  the 
light  article,  or  the  future  or  hedge,  goes  down  faster  than  the  heavy 
article,  or  spot  cotton.  When  I  first  started  in  the  business,  I  took 
in  with  me  a  very  old  gentleman,  who  had  had  years  of  experience  in 
the  business  before  I  undertook  it ;  and  when  I  called  to  his  attention 
that  we  made  more  money  when  cotton  went  up  after  we  had  sold  it, 
and  made  more  money  when  cotton  went  down  after  we  had  bought ' 
it.  he  could  hardly  beUeve  it,  and,  although  my  friend,  Mr.  Latham, 
wnom  I  turned  to,  who  had  been  in  the  business  also  for  many  years, 
verified  that,  I  never  could  fully  convince  my  partner,  although  I 
showed  him  the  evidence  on  our  books;  the  evidence  of  my  books 
substantiated  that  fact,  yet  he  always  thought  it  was  a  matter  of 
luck  or  chance,  whereas  it  was  not;  it  was  a  matter  of  calculation; 
it  was  a  matter  of  simple  economics. 

To  illustrate  what  I  mean,  take  the  crop  before  this  year;  we  made 
the  biggest  crop  that  ever  has  been  made  since  the  earth  was  bom. 
We  made  a  crop  that  the  United  States  Governmeixt  and  all  those 
men  who  have  charge  of  the  statistics  in  the  exchanges  will  tell  you 
was  the  biggest  crop  ever  made.  It  ran  about  thirteen  miUion  eight 
hundred  and  some  odd  thousand  bales,  and  the  statistics  of  nearly 
all  agree.  That  was  the  year  after  the  panic,  or,  rather,  it  was  the 
year  of  the  panic,  and  we  came  into  that  fall  under  very  adverse 
conditions,  and  with  an  enormous  crop  of  cotton.  My  friends  from 
New  York,  and  particularly  Mr.  Huobard,  who  was  formerly  the 

President  of  the  cotton  exchiinge,  kept  hammering  at  me  that  the 
ankees,  extending  from  New  York  to  New  England,  were  constantly 
buying  futures;  that  the  West,  the  whole  West;  was  constantly 
buying  futures  and  protecting  the  market.  I  just  thought,  "There 
is  something  in  this  thing;  I  believe  that  these  folks  are  going  to  win 
out.'*  So  I  called  up  various  mill  friends  of  mine  and  said  to  them, 
''Here  is  cotton.  Tney  have  futures  down  here  to  about  8.35  and 
I  can  sell  you  cotton  on  this  basis.  If  you  wish  I  will  sell  you  up  to 
August  or  this  year  at  9}  cents  a  pound,  and  the  consumption  of 
cotton  is  certainly  going  on  at  an  enormous  rate.'*  I  said,  ''Let  me 
sell  you  your  cotton  up  to  August.'' 
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I  remember  one  mill  particularly,  the  Revolution  Cotton  Mill,  of 
Greensboro,  the  president  of  which  is  one  of  my  best  customers.  I 
called  his  attention  to  this  fact  that  these  New  York  gentlemen  on  the 
exchange  were  constantly  calling  my  attention  to.  He  said:  ''I  can 
make  money  on  this  cotton  at  these  prices,*'  and  he  backed  himself 
with  me  for  about  5,000  bales  of  cotton  at  9|  cents  a  pound.  I  paid 
for  any  amoimt  of  that  cotton,  gentlemen,  12|,  and  for  some  as  high  as 
13  cents  a  poimd,  and  yet  that  was  one  of  the  most  profitable  deals  I 
made  that  year.  When  he  gave  me  his  order  for  cotton  I  hedged 
myself;  I  bought  futures  in  New  York,  sometimes  in  New  Orleans, 
sometimes  in  Liverpool.  But  whenever  I  can  figure  that  the  future 
is  compared  to  what  it  represents,  there  is  where  I  piit  my  hedges.  I 
bought  those  hedges,  and  when  the  time  came  I  delivered  that  mill  its 
cotton.  I  delivered  him  cotton,  as  I  say,  lots  of  it,  when  I  paid  12 J 
cents  for  the  very  cotton  I  sold  that  mill  at  9f  cents  a  pound,  and  was 
glad  to  do  it,  for  lots  of  that  cotton — 13  cents  for  some.  But  I  made 
money  on  it,  and  why?  Because  the  light  article  went  up;  the  de- 
mand was  such  that  the  light  article  went  up  faster  than  the  heavy 
article.  It  put  me  in  this  position — speaking  of  this  gentleman  here — 
I  did  not  care  what  I  paid  for  that  cotton.  1  would  just  as  leave  have 
paid  20  cents  for  it.  It  was  a  matter  of  indifference  to  me ;  that  is,  in 
one  resp)ect.  Of  course,  if  the  market  had  gone  down  I  would  have 
only  made  my  normal  profit.  As  the  market  went  up,  I  made  more 
than  my  normal  profit,  because,  as  I  say,  the  light  article  went  up 
faster  than  the  heavy  article.  It  put  me  m  such  a  position  that  I  was 
constantly  in  the  market  as  a  buyer.  I  had  so  many  bales  a  month  to 
deliver  to  that  mill. 

The  other  side  of  that  question  I  pointed  out  yesterday  in  answer 
to  a  remark  of  Mr.  Parker.  When  cotton  is  high  I  have  frequently 
advised  my  mill  friends,  I  have  urged  them,  to  buy  their  cotton,  men 
who  were  bears;  in  fact,  it  is  very  rare,  gentlemen,  that  you  find  a 
buyer  of  cotton  who  is  not  a  bear;  that  is,  particularly  among  the 
mill  men.  They  are  always  using  their  utmost  effort  to  depress  the) 
market  and  buy  their  cotton  as  cheap  as  they  can,  and  I  say  that  as 
a  man  who  is  close — I  do  not  know  any  man  who  is  closer  to  a  great  / 
number  of  big  mill  men  than  myself.  I  am  intimately  acquainted; 
with  lots  and  lots  of  them,  and  I  have  their  confidence,  just  as  they 
have  mine.  The  illustration  I  gave  you  yesterday  of  the  reverse  of 
that  argument  was  that  when  they  had  cotton  up  here — I  do  not 
know  whether  you  remember  or  not,  but  I  wiU  put  it  in  the  testi- 
mony again.  1  paid  over  16  cents  a  pound  for  cotton  I  bought  one 
day,  and  I  woula  have  bought  more  ir  I  could  have  bought  it  on  the 
same  basis,  a  basis  which  was  agreeable  to  me  and  on  which  I  could 
figure  a  sure  profit,  as  I  thought.  I  bought  from  the  firm  of  Weil 
Brothers  and  the  firm  of  A.  P.  Loveman  &  Co.,  strictly  middling — 
what  we  call  **Group  A,''  because  there  are  a  certain  number  of 
points  in  the  South  tney  call  **  Group  A,^'  and  the  rate  of  freight  is 
exactly  the  same  from  the  far  South  to  any  point  within  that  group. 
I  bought  strictly  middling  cotton  from  those  people  at  16^  cents.  I 
did  not  consider  it,  under  the  situation,  wortn  that  much  money,  but 
I  was  able  to  sell  futures  against  that  cotton  and  did  sell  futures 
against  that  cotton  at  16.43,  and  if  those  gentlemen  over  there  had 
offered  me  their  cotton,  if  I  had  had  any  evidence  to  show  that  they 
were  reliable  and  had  financial  standing,  I  would  have  been  deUghted 
to  have  bought  their  cotton  the  same  way,  and  hedged  myself. 
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One  of  the  gentlemen  before  you  yesterday,  Mr.  Parker,  in  his 
testimony  gave  credit  to  the  farmers  warehouses  for  the  advance 
that  took  place  in  cotton  last  fall.  Now,  gentlemen,  you  will  find 
that  I  asked  Mr.  Parker  this  question,  if  you  will  refer  back  to  his  tes- 
timony. I  said  to  Mr.  Parker,  ^'Do  you  not  believe  that  the  largest 
amount  of  cotton  was  marketed  in  October,  November,  and  Decem- 
ber that  has  ever  been  marketed  in  your  experience  in  proportion 
to  the  size  of  the  crop?^'  You  will  find  by  referring  to  his  testimony 
that  he  answered  ''Yes.*'  Now,  gentlemen,  is  that  consistent?  He 
gives  the  farmers  credit  for  having  put  the  price  of  cotton  up  through 
this  warehouse  system,  and  yet  he  admits  ne  believes  more  cotton  m 
proportion  to  the  size  of  the  crop  was  marketed  in  October,  November, 
and  December  than  has  ever  been  marketed  in  his  experience,  and, 
gentlemen.  I  believe  with  Mr.  Parker  that  that  is  a  fact — that  the 
farmers  sold  in  October,  November,  and  December,  out  of  what  they 
had  to  sell,  more  cotton  than  they  have  ever  sold  in  history  in  those 
same  three  months. 

I  will  tell  you  gentlemen  why  they  were  able  to  sell  that  cotton. 
Last  spring  futures  in  the  different  markets  of  the  world — ^Liverpool, 
New  Orleans,  and  New  York — ^for  October,  November,  and  December, 
were  at  a  basis  that  we  could  make  the  importers  of  cotton  abroad 
a  low  price  for  their  cotton,  because  we  could  buy  hedges  against 
that  cotton  so  as  to  know  that  we  could  fairly  well — if  it  is  m  the 
abiUty  of  man  to  figure  out  the  value  of  one  thing  as  compared  to 
another — make  a  reasonable  profit  against  those  sales.  The  result 
was  the  foreigners  bought  from  us  more  heavily  than  they  have 
ever  bought  from  us  in  proportion  to  the  size  oi  a  crop.  Against 
those  sales  made  abroad — I  do  not  do  much  export  business  per- 
sonally, but  Mr.  Neville,  who  is  a  very  large  exporter,  will  bear  out 
what  1  am  going  to  say,  although  it  did  apply  to  my  business  locally — 
I  was  able  to  sell  cotton  for  fall  shipments  at  a  price  that  was  very 
attractive  to  mills.  When  we  came  up  to  fall  our  commitments  for 
cotton  were  large.  As  I  said  a  while  ago,  I  would  just  as  leave  pay 
a  farmer  20  or  25  cents  for  his  cotton  if  I  get  my  small  proportion  of 

Erofit  out  of  it.  We  force  ourselves  as  buyers  into  the  market  to 
uy  that  cotton.  The  same  condition,  gentlemen,  I  will  tell  you,  is 
{>re vailing  to-day,  and  I  beUeve  that  those  people  who  are  looking 
or  a  low  price  for  cotton  next  fall  are  going  to  be  sadly  disappointed. 
You  will  find,  if  you  refer  to  the  papers,  that  next  tall  futures  are 
selling  more  than  2  cents  a  pound  under  the  present  crop.  There 
are  lots  of  people — mills — who  can  figure  a  profit  on  buying  their 
cotton  at  tne  prices  that  they  can  buy  it  at.  Foreigners  have  to 
buy  even  further  ahead  than  we  Americans  do.  They  have  to 
arrange,  perhaps,  for  their  ships  to  come  over  to  be  loaded  at  the 
ports  of  Galveston,  New  Orleans,  Mobile,  Savannah,  Newport  News, 
and  a  lot  of  other  ports.  They  are  able  to  buy  that  cotton  and  make 
those  shipments  far  ahead  of  time,  as  they  are  compelled  to  do,  to  a 
certain  degree,  anyhow,  and  to  a  larger  degree  if  they  can  do  so 
satisfactorily,  for  the  reason  that  we  do  not  hesitate  to  commit 
ourselves  for  cotton,  because  we  can  get  our  hedge  against  it.  It 
puts  us  in  the  market  as  buyers  of  cotton,  and  we  are  glad  to  pay 
these  gentlemen.  It  does  not  make  any  difference;  it  can  go  up. 
In  fact,  we  force  the  market  up  and  up  and  up  on  ourselves. 
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But  we  spot-cotton  men  know  what  that  future  in  New  York  rep- 
resents; we  know  what  that  future  in  Liverpool  represents;  we  know 
what  that  future  in  New  Orleans  represents,  and  we  know  it  has  to 

fjo  up,  gentlemen,  if  spot  cotton  goes  up,  because  if  they  keep  it  too 
ow — A&.  Brooks  talked  yesterday  about  manipulation  putting  cot- 
ton down  5  points  at  a  time.  Gentlemen,  if  tney  put  cotton  down 
that  way  by  manipulation — I  know  what  cotton  is  worth;  I  have 
seen  that  sort  of  thing  tried  temporarily,  but,  as  a  cotton  merchant, 
I  will  telegraph  my  orders  to  New  York  or  New  Orleans  to  buy  some 
of  that  stiSf,  and  there  are  plenty  of  others  who  will  come  in.  Manip- 
ulation can  only  succeea  temporarily.  The  law  of  supply  and 
demand  governs.  Instead  of  futures  governing  the  price  of  cotton 
it  is  the  law  of  supply  and  demand.  This  future  system,  gentlemen, 
enables  us  to  be  constantly  in  the  market.  As  I  say,  I  would  rather 
buy  when  I  think  cotton  is  going  down  than  I  would  ordinarily. 
Nothing  in  the  world  is  certain  but  death  and  taxes.  My  opinion 
may  be  that  cotton  is  going  down;  my  judgment,  I  am  glad  to  say 
to  you  gentlemen,  is  right  more  often  than  it  is  wrdng— -but  I  may 
be  wrong.  If  I  am  right  I  make  a  trifle  more,  and  sometimes  a  good 
deal  more  than  my  ordinary  profits,  as  was  the  case  in  this  recent 
market  we  had.  On  the  cotton  I  bought  at  over  16  cents  my  profits 
were  inordinate,  but  we  do  not  have  chances  Uke  that  more  than 
once  in  a  lifetime.  I  do  not  think  a  chance  like  that  has  occurred 
since  the  Sully  smash. 

If  you  were  to  knock  the  pendulum  of  a  clock  and  make  it  swing, 
it  would  come  to  its  balance  eventually,  and  just  so  does  the  price  of 
spots  and  futures  reach  its  equihbrium.  In  this  break  that  occurred 
in  New  York  recently  I  sold  cotton  for  much  less  than  I  could  buy  it. 
I  told  my  salesmen,  ''Boys,  call  up  all  the  mills;  sell  all  the  cotton 
you  can."  I  said,  "Fill  the  order  books."  They  called  up  and  we 
sold — in  fact,  we  did  not  have  to  call  them  up;  the  mills  called  us  up, 
and  we  have  orders  on  our  books  running  clear  to  August,  and  that 
cotton  we  sold  is  still  owned  by  those  gentlemen  over  here.  But  why 
did  we  sell  it?  Because  we  knew  that  somebody  is  selling  something 
in  New  York  for  less  than  it  was  worth.  As  each  sale  was  made  1 
telegraphed  my  broker  in  New  York  to  buy  me  July  cotton,  or  buy 
May  cotton.  And  right  there  I  can  probably  answer  the  question  that 
Mr.  Sims,  of  Tennessee,  I  beUeve  it  was,  asked,  why  did  I  buy  May 
and  July  instead  of  November  or  February?  For  the  reason,  in  the 
first  place,  that  I  Uke  to  get  merchandise — for  cotton,  in  a  certain 
sense,  is  merchandise,  to  me  it  is  merchandise;  it  may  not  be  to  those 
gentlemen,  but  to  me  it  is,  just  the  same  as  any  other  merchandise, 
and  I  want  to  get  in  a  position  where,  if  I  have  to  dump  10,000  bales 
on  the  market,  or  if  I  have  to  buy  10,000  bales,  I  can  do  it  at  probably 
one  or  maybe  two  points,  with  some  infinitesimally  small,  fractional 
difference.  It  is  astonishing,  gentlemen,  the  execution  I  get  some- 
times on  the  biggest  sort  of  orders  when  I  go  to  New  York,  one  way 
or  the  other.  That  market  is  so  big  that,  without  changing  it  one 
iota,  I  can  oftentimes  execute  an  order  for  10,000  bales  of  cotton  at 
practically  no  difference  in  price  to  what  the  quotation  is  as  I  see  it 
on  my  board. 

There  is  no  day,  no  moment,  no  time,  that  a  man  can  come  to  me 
with  an  offer  to  sell  cotton  but  what  I  will  buy  it.  Even  after  the 
close  of  the  market  we  take  our  chances  that  tne  average  run  of  the 
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market  the  year  round  will  even  itself.  lu  other  words,  a  man  who 
has  cotton  to  sell  may  come  to  me  after  the  close  of  the  market.  I 
will  base  my  offer  to  him  on  that  cotton  on  the  close  of  the  market. 
If  it  opens  up  and  I  can  get  my  hedge  in  higher,  such  is  my  profit; 
if  it  opens  down,  such  is  my  loss,  and  on  the  law.  of  averages  that 
equals  itself.  If  a  man  has  1  bale  to  s^ll  he  always  will  find  me  a 
buyer,  if  he  has  5  bales  or  500  bales.  I  will  bijy  cotton  in  any  quan- 
tity and  at  any  time  and  at  any  price  that  affords  me  a  reasonable 
Srofit.  I  will  go  so  far  as  to  say,  to  show  you  how  the  business  is  con- 
ucted,  that  I  once  made  one  deal  of  2,000  bales  of  cotton  on  which 
my  profit  was  onlv  20  cents  a  bale,  but  the  business  is  so  safe  that, 
knowing  that  the  business  would  go  elsewhere,  I  actually  handled  the 
deal,  fix  figures  to-day  that  would  amoimt  to  about  $160,000.  The 
business  was  absolutely  so  safe,  I  just  thought,  **I  am  not  going  to 
let  that  $400  go.''  It  looks  like  poor  business  management — a 
$160,000  deal  for  $400 — but  it  was  just  like  picking  up  $400  in  the 
street  and  putting  it  in  my  pocket,  and  if  I  had  not  made  the  trade 
some  other  fellow  would  have. 

The  spot  cotton  dealer  tries  to  preserve  a  general  position  in  the 
market.  He  may  sell  more  cotton  during  the  day  than  ne  has  bought. 
He  knows  what  his  position  was  at  the  end  of  business  the  previous 
day.  If  he  sells  more  than  he  has  bought  he  buys  futures  to  get  his 
balance.  Of  course,  sometimes,  if  it  is  a  fractional  lot,  part  of  a  hun- 
dred bales,  he  can  not  make  a  transaction  governing  that,  but  it  is 
very  rare  you  can  get  30  or  40  bales  long  or  short.  But  you  preserve 
your  balance  through  the  mediimi  of  hedges. 

One  of  the  gentlemen  present,  Mr.  Burleson,  referred  to  a  banker 
who  claimed  to  have  lost  money  in  the  cotton  business. 

Mr.  Burleson.  Oh,  noj  he  did  not  say  he  had  lost  it. 

Mr.  Cone.  Yes,  sir.  W  ell,  I  wish  to  say,  Mr.  Chairman  and  gentle- 
men, that  in  all  businesses  we  have  poor  business  men  and  good  busi- 
ness men.  You  can  take  most  any  business  you  can  thi^  of,  and 
you  can  find  men  who  will  make  immense  successes  where  other  men 
make  failures.  I  can  not  conceive  how  a  banker  can  lose  money  in 
cotton  if  he  conducts  his  business  on  a  business  basis.  In  the  first 
place,  that  banker  will  lend  me  money.  He  knows  just  as  well  as  I 
do  what  cotton  has  closed  at  that  day  m  the  big  markets  of  the  worid. 
New  York  is  generally  taken  as  the  standard  in  this  coimtry.  As  he 
knows  I  am  good  for  whatever  I  take,  he  will  lend  me  within  10  per 
cent  of  the  value  of  any  cotton  I  want  to  borrow  money  on.  If  tnat 
market  should  go  down  10  or  20  points,  he  will  ask  me  to  keep  that 
ratio  eaual,  which  I  will  cheerfully  and  gladly  do.  If  we  did  not  have 
this  hedge  system,  in  the  first  place,  I  do  not  beUeve  that  banker  would 
be  willing  to  let  me  have  witlim  10  per  cent  of  the  value  of  that  cotton, 
because  it  would  be  hard  to  determine  the  value  of  that  cotton.  The 
value  of  cotton  is  a  known  and  fixed  thing.  I  can  give  you  the  names 
of  more  than  a  thousand  people  who  can  wire  you  right  here,  this 
minute,  within  one-tenth  of  a  cent  a  pound  the  value  of  any  grade 
of  cotton  I  will  ask  for,  which  they  could  not  do  if  we  did  not  nave 
exchanges.  If  we  did  not  have  exchanges,  gentlemen,  the  banker, 
instead  of  being  able  to  lend  me  within  10  per  cent  of  the  value  of  that 
cotton,  would  want  to  know  that  I  had  bought  my  cotton  mighty 
cheap.  I  would  have  to  insure  myself.  Howl  I  would  not  be  able 
to  handle  cotton  as  I  did  that  2,000  bales  on  20  cents  a  bde.     I  would 
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not  be-  able  to  handle  cotton  on  50  cents  a  bale.  Take  cotton  here  at 
15  cents  a  pound;  what  do  you  think  would  be  a  reasonable  figure! 
I  think  it  would  take  at  least  a  cent  and  a  half  a  poimd  off.  I  would 
not  buy  it  from  the  farmer  unless  I  could  get  a  cent  a  pound  less  than 
I  regarcled  it  was  worth.  If  somebody  else  wanted  to  do  the  business 
for  fess  than  that,  as  a  conservative  merchant,  I  would  have  to  stand 
aside.  In  fact,  I  think  it  would  put  the  majority  of  us  dealers  out 
of  business.  I  do  not  think  it  would  put  me  out  of  business,  because 
I  think  I  am  strong  enough  and  able  enough  to  gather  enough  together 
to  protect  myself.  But  it  would  certainly  put  these  thousand  and  one 
little  fellows,  who  are  only  too  glad  to  make  that  25  cents  a  bale,  and 
whom  the  bankers  will  stand  oy,  out  of  the  business.  There  is  a 
world  of  little  fellows  in  the  South,  gentlemen,  who  can  handle,  with 
a  few  thousand  dollars,  a  whole  lot  of  cotton,  simply  because  the 
banker  knows  this  man  can  hedge  himself. 

The  exchanges  of  the  world,  gentlemen,  gather  information,  true 
information,  as  true  as  it  is  within  the  power  of  human  ingenuity  to 

father,  from  all  over  the  face  of  the  world.  They  gather  it  n'om 
ndia  to  Peru ;  they  gather  it  from  Brazil  to  the  Kongo ;  they  gather 
it  from  Egypt  to  China.  This  information  is  gathered  bv  the  statis- 
ticians of  tne  exchanges,  and  it  is  disseminated  by  thousands  of 
brokers  to  every  one  interested  in  cotton.  There  is  nothing  that  I 
know  about  cotton  that  anyone  can  not  know  about  cotton.  For 
instance,  right  this  minute,  if  you  would  wire  out  to  Major  Hardy, 
one  of  the  best  farmers  in  my  county,  living  15  miles  out  of  town,  what 
the  spot  sales  in  Liverpool  were  this  morning  and  what  New  York 
openM  at,  he  could  tell  you.  I  would  not  hesitate  to  give  you  any 
odds,  for  I  know  he  knows,  because  he  calls  us  up  on  his  long-distance 
phone  right  at  my  office,  as  he  wants  to  know.  He  also  runs  a  mill 
out  there.  He  grinds  com  and  wheat,  and  he  generally  asks  what 
cotton  and  wheat  in  Chicago  are  doing;  sometimes  asks  what  Liver- 
pool is  doing.  We  generaUy  know  what  Liverpool  has  done  before 
the  opening  in  New  i  ork.  He  has  the  information  right  there,  and 
every  Dody  can  know  as  much  as  I  can  know. 

Gentlemen,  if  you  put  the  exchanges  out  of  business,  who  would 
profit?  Do  you  see  tne  representative  of  Armour  of  Chicago?  Do 
you  see  the  representative  here  of  the  biggest  spot  dealer  in  the  world, 
George  H.  McFadden,  of  Florida,  who  handles  over  2,000,000  bales  of 
cotton  a  year?  Do  you  see  the  representatives  of  the  big  mill  inter- 
ests of  the  South?  I  guarantee  that  my  own  brother,  who  buys  for 
his  different  mills  over  100,000  bales  of  cotton,  if  he  could  control  me, 
would  not  have  me  here  this  minute,  but  he  would  talk  to  you  just 
as  Mr.  Parker  did  vesterday.  If  you  put  the  exchanges  out  of  busi- 
ness, gentlemen,  those  men  can  afford  to  pay  for  information  and 
gather  it;  they  would  do  it;  they  could  have  their  own  men.  But 
do  you  think  this  information  would  be  disseminated  among  these 
gentlemen  ?  Do  vou  think  they  would  have  it  ?  But  even  if  they  did 
nave  it,  do  you  tnink  their  power  as  merchants  would  be  the  same  as 
that  of  these  other  big  men? 

I  think,  gentlemen,  that  this  question  before  you  is  more  an  ethical 
and  moral  question  than  a  question  of  commerce.  It  is  a  question 
that  ought  to  be  handled  by  the  preachers  of  the  country,  by  the 
ministers,  by  those  who  take  up  Questions  of  the  right  and  the  wrong 
of  things.    I  do  not  defend  gambling.    There  is  gambling  attached 
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to  everything.  I  am  an  old  bachelor.  Some  of  you  gentlemen  have 
married,  doubtless  happily  so ;  you  all  look  like  it.  You  have  taken 
bigger  chances  than  I  ever  did.  You  are  successful.  But  I  woidd 
never  even  take  a  chance  on  that  [laughter].  I  do  not  know  any- 
thing in  life  but  what  has  an  element  of  chance  in  it,  speaking  of 
that.  I  do  not  defend  gambling.  It  is  wrong;  it  is  demoralizing 
when  done  to  excess,  but  so  is  the  most  legitimate  thing  in  the  world. 
Any  man  who  overworks  himself  will  find  he  has  a  case  of  "nerves" 
before  he  gets  through  with  it.  You  can  studv  the  most  legitimate 
thing  in  the  world  and  it  becomes  wrong  when  (lone  to  excess.  There 
is  an  element  of  gambling,  gentlemen,  in  most  anything,  an  element 
of  chance. 

I  have  had  mill  men  come  to  my  office  and  inveigh  against  the 
fluctuations  in  the  cotton  market.  Gentlemen,  it  is  these  very 
fluctuations  that  enable  these  very  mill  men  to  make  profits.  If 
we  had  a  market  that  was  stationary,  everybody  could  figure  every- 
thing down  to  the  most  minute  degree.  Then  it  would  be  mighty 
hard  on  the  poor  fellow.  The  rich  fellow  a^uld  grind  the  poor  fellow 
out  sure  enough  then. 

There  was  one  gentleman  yesterday  asking  something  about  cotton 

foods.  The  question  of  shirts  came  up;  I  believe  it  was  brought  up 
y  Mr.  Broofe.  I  am  a  stockholder  m  a  mill  that  makes  as  staple 
goods  as  anytfiing  I  know  of  in  cotton  goods.  I  suppose  vou  all  know 
what  gingham  is.  A  staple  gingham  is  as  staple  in  dry  goods  as 
sugar  and  coffee.  To  give  you  an  idea  of  what  this  advance  m  cotton 
means,  comparatively,  this  piece  of  cloth  sold  last  year  at  4  cents  a 
yard.  Cotton  was  9|  cents  a  pound  at  the  time  they  sold  those  goods 
at  4  cents  a  yard,  and,  gentlemen,  that  mill  made  big  money.  That 
same  goods  is  now  bringmg  5{  cents  a  yard,  only  a  cent  and  a  quarter 
advance,  but,  gentlemen,  let  me  show  you  what  that  means.  It  takes 
6.61  yards  of  those  goods  to  weigh  a  pound.  The  advance  has  been 
1{  cents  per  yard  on  those  goods;  in  fact,  they  did  have  them  up  a 
ceiR  and  a  half,  but  they  were  so  greedy  they  had  to  come  bacK  a 
little.  A  cent  and  a  quarter  a  yard  means  an  advance  in  the  price 
per  pound  of  8i  cents.  You  can  easily  figure  6.60  by  a  cent 
and  a  quarter.  But  let  us  be  fair.  It  aoes  not  really  mean  quite 
that  much,  because  in  manufacturing  cotton  the  average  mill  esti- 
mates waste  at  about  15  per  cent.  &>  you  will  take  off  15  per  cent, 
not  of  the  price  of  cotton  at  15 J  cents  a  pound,  but  15  per  cent  on 
the  difference  between  the  price  last  year  and  this  year.  That  mill 
is  taking  off  a  cent  a  pound  and  is  getting  a  larger  proportion  of 
advance  on  that  cloth  than  cotton  has  advanced.  Tliat  does  not 
apply  to  everything,  but  the  average  is  mighty  close  to  that. 

Labor  cuts  a  bigger  figure  in  proportion  to  the  value  of  many  fab- 
rics than  the  cotton  itself,  and  in  some  instances  so  much  that  I  know 
of  mills  making  profits  on  cloths  at  the  same  price  now  as  those  cloths 
sold  at  last  year  with  cotton  9^  cents  a  pound.  Thoy  have  not  ad- 
vanced their  prices  one  particle  and  still  they  are  making  money, 
because  the  item  of  labor  cuts  so  much  bigger  figure  in  the  cost  of 
the  goods  than  the  cost  of  the  cotton  does.  It  is  true  that  does  not 
apply  to  many  fabrics,  but  that  applies  to  some,  and,  Mr.  Chairman,  in 
a  general  way  that  might  answer  your  question  you  were  asking  yes- 
terday as  applied  to  wool  and  woolens.  One  of  these  gentlemen,  Mr. 
Brooks,  yesterday  referred  to  putting  cotton  down  5  points  and  5 
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points  by  a  system  of  wush  sales — I  think  it  was  Mr.  Brooks.  In 
reply  to  that  I  wish  to  state  that  cotton  has  its  value,  and  the  value 
of  cotton  under  the  law  of  supply  and  demand  regulates  the  price,  and 
the  future  does  not  regulate  except  temporarily.  By  the  svstem  Mr. 
Brooks  mentioned  a  temporary  decline  might  be  forced,  but  would 
recoil  with  loss  against  the  manipulator.  I,  for  instance,  would  be 
one  of  those  to  take  advantage  of  such  manipulation.  If  they  ma- 
nipulated the  price  in  New  York  to  less  than  cotton  was  worth,  I 
would  telegrapn  my  order  up  there  for  what  little  I  could,  and  some- 
times I  have  telegraphed,  when  I  thought  the  price  was  lower  in  New 
York  than  it  ought  to  be,  for  right  smart  quantities. 

To  illustrate  what  can  happen,  in  this  break  in  cotton  to  below  14 
cents  a  pound  recently,  I  called  up  some  of  the  mills  with  whom  I 
stand  close  and  advised  them.  I  said,  '^Here,  gentlemen,  they  have 
cotton  too  low  in  New  York.''  I  called  up  one  mill  president  who 
I  know  has  to  buy  a  great  deal  of  cotton  out  of  this  crop  as  yet.  I 
said,  *'Here  they  nave  cotton  in  New  York  under  14  cents  a  poimd. 
You  know  the  farmers  in  the  South  will  not  sell  it  imder  15.  You 
beUeve,  as  I  do,  that  we  have  a  short  crop.  There  is  one  thing  cer- 
tain, either  cotton  has  to  come  down  or  the  futures  have  to  go  up." 
I  believe  that  the  advance  in  cotton  we  have  seen  is  legitimate;  that 
it  is  a  result  of  the  law  of  supply  and  demand,  and  so  did  these  mill 
men.  I  said,  **If  it  comes  to  the  worst,  here  they  are  selling  you  July 
cotton  at  the  price  of  the  spot  month.  In  other  words,  the  man  who 
sells  you  those  futures,  Mr.  S.,  will  sell  you  and  carry  your  Cotton  for 
you  imtil  July  at  the  price  of  January  cotton.''  He  said  *'Buy  me 
1,500  bales."  I  telegraphed  an  order  to  one  house  for  1,000  and  to 
another  for  500,  below  14  cents  a  poimd.  Here  is  what  the  man  who 
sold  him  those  futiu'es  did.  He  let  him  carry  $120,000  worth  of 
merchandise.  He  made  him  a  present.  He  sold  him  that  merchan- 
dise at  the  same  price  he  bought  July  cotton  that  he  would  have 
bought  January  for.  That  man  who  sold  him  those  futures,  know- 
ingly or  unknowingly,  did  carry  for  him  until  this  recent  rise— ^which 
my  mill  man  could  not  resist  the  profit  of — he  would  have  carried  for 
that  mill  man  imtil  July  $120,000  worth  of  merchandise  without 
charging  him  one  cent  of  interest,  as  it  were,  and  without  charging 
him  any  insurance  or  storage  charges.  The  interest  at  6  per  cent 
on  $120,000  is  $3,600,  is  it  not?  That  is  exactly  what  occurred. 
But  it  was  but  a  few  days  when  the  market  was  to  come  back  like  the 
penduliun  of  a  clock,  and  my  mill  friend  could  not  resist  his  $6,000 

Erofit,  and  he  told  me  to  let  tnem  go,  although  he  made  a  mistake;  it 
as  gone  higher  since. 

In  my  town  there  are  about  ten  buyers  for  cotton;  most  of  them 
buyers  of  small  means.  If  you  eliminated  the  exchanges  they  would, 
almost  to  a  certainty,  to  my  mind,  gentlemen,  be  eliminated.  If 
they  tried  to  continue,  they  could  only  do  it  by  offering  some  greater 
advantage  than  the  big  fellow  would,  and  the  result  would  be  that 
some  time  there  would  come  alone  some  upheaval  in  the  market  they 
could  not  stand  under,  and  to  the  board  they  would  go.  But  the 
bigger  man  would  have  things,  in  my  judgment,  gentlemen,  all  his 
own  way.  As  I  say,  the  only  big  mill  man  I  have  seen  here  was  in 
favor  of  this  bill. 

Mr.  Chairman,  you  spoke  yesterday  of  receiving  200  letters,  only 
200  letters,  and  here  is  an  organization  covering  29  States.     It  seems 
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to  me  that  if  I  were  running  that  organization  you  would  have 
received  200,000  letters  or  2,000,000  letters.  I  hardly  knew  this 
thing  was  going  on  myself  until  I  was  advised  by  friends.  It  seemed 
really,  when  I  heard  of  it,  absurd. 

One  of  the  gentlemen  yesterday — I  beUeve  it  was  Mr.  Brooks — 
intimated  that  the  dealers  in  cotton  on  the  cotton  exchange  knew 
the  wav  they  were  going  to  make  the  market  go.  Allow  me  to  illus- 
trate the  impossibility  or  this.  Some  of  you,  ooubtless,  have  heard  of 
the  San  Francisco  blacksmith  who  offered  to  shoe  a  horse,  eight  nails 
in  each  shoe,  for  1  cent  for  the  first  nail  and  double  the  price  each 
time  to  the  last  nail,  and  if  you  will  just  take  pencil  and  paper  you 
can  figure  the  enormous  number  of  millions  of  dollars  that  last  nail 
cost.  I  think  it  is  something  like  thirty  some  odd  million.  If  you 
could  tell  me  in  one  single  day  what  the  price  of  cotton  was  going  to 
be  in  any  market  of  the  world,  I  would  guarantee,  if  you  told  me 
what  the  fluctuations  would  be  from  one  ten  minutes  to  another,  I 
could  take  a  $100  bill  and  buy  out  John  D.  Rockefeller.  That  is  not 
on  any  one  day,  but  many  days  of  the  year.  You  see  here  a  great 
number  of  New  York  Cotton  Exchange  men,  all  of  whom  I  know  by 
reputation,  and  some  I  have  known  personally  for  years.  If  any  of 
them  are  very  rich,  I  have  not  heard  of  it. 

I  want  to  say,  gentlemen,  in  regard  to  this  hedge  business,  that  it 
is  a  thing  that  no  man  can  know  the  exact  proportion  of^— what  spec- 
ulation represents  as  compared  to  actual  deaUngs.  I  can  give  an 
illustration.  One  day  100  bales  of  cotton  exchaiiyB:ed  hands  between 
five  dealers  in  my  town  in  less  than  two  hours.  I  was  the  last  man 
who  bought  that  cotton.  Every  man  made  a  profit  on  it,  to  the  best 
of  my  knowledge  and  belief,  and  I  shipped  that  cotton  to  a  mill.     I 

E resume  the  other  men  had  hedges,  just  like  myself,  on  that  hundred 
ales  of  cotton,  if  they  handled  it  legitimately.  I  do  not  know  what 
hedges  existed  on  that  hundred  bales  before  it  was  brought  up  from 
Greensboro,  because  it  came  from  Greensboro.  But  if  eacn  man 
handled  that  hundred  bales  legitimately,  the  chances  are,  unless  it 
was  in  the  case  of  the  first  man  who  handled  it  on  a  brokerage  pure 
and  simple,  that  cotton  was  unhedged  that  day  four  or  five  different 
times. 

This  hearing  reminds  me  of  some  mediaeval  history  I  have  recently 
read  relative  to  the  house  of  Fugger,  whom  most  of  you  gentlemen 
have  doubtless  read  of  or  heard  of  or  Imow  about.  This  house  became 
enormously  rich  four  hundred  years  ago  in  Germany.  In  fact,  they 
became  the  richest  people  in  the  world,  and,  if  you  could  %ure  the 

Eurchasing  power  of  money  then  as  compared  with  now,  I  do  not 
elieve  any  fortune  exists  to-day  that  is  equal  in  its  power  compared 
to  that  fortune.  At  that  time  this  house  oecame  rich,  first,  through 
its  interests  in  manufacturing  textiles,  and  from  that  it  got  over  into 
the  mining  industry,  but  it  became  so  rich  that  it  had  to  have  an 
outlet  for  its  money.  The  ecclesiastical  courts  of  that  day  and  the 
people  of  power  and  thought  determined  that  it  was  against  right 
and  un-Christianlike  to  demand  or  require  interest  on  returns,  and 
there  is  much  history  about  that.  By  referring  back  any  of  you  can 
see  those  courts,  by  the  ablest  reasoners  of  the  age,  decided  that  it 
was  unfair  to  demand  or  to  require  a  single  per  cent  for  the  use  of  a 
loan  of  money.  This  house,  notwithstanding  strenuous  efforts  to  set 
that  right  aside  through  more  than  one  convention,  could  not  succeed. 
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After  great  debates  that  were  held  by  these  inteUigent  men  thej 
decided  it  was  not  right.  Nevertheless,  gentlemen,  at  that  time  it 
was  right  for  land  to  bring  a  return,  and  it  was  right  for  property  of 
any  other  sort;  yet  those  men,  those  intelligent  men,  could  not  see 
that  it  was  fair  for  money  to  bring  a  Uke  return.  You  can  easily 
fi^re  to-day  how  that  created  a  hardship  on  a  lot  of  people,  and  I 
think  this  question  itself  bears  a  very  strong  resemblance  to  that,  in 
looking  at  this  matter  from  a  broad  point  of  view. 

Mr.  Beall.  What  is  your  application  of  this  story? 

Mr.  Cone.  It  is  the  idea,  sir,  to  show  that  people  oftentimes  do 
not  know  what  is  best  for  themselves. 

Mr.  Beall.  That  is,  on  the  theory  that  the  producers  do  not 
know,  in  this  instance,  what  is  best  for  themselves? 

Mr.  Cone.  I  believe  thev  do  not. 

Mr.  Beall.  And  the  independent  speculator  does? 

Mr.  Cone.  No,  sir;  I  do  not  say  that  the  independent  speculator 
does,  either.  I  sav  that  the  man  of  broad  thought,  the  man  who 
cares  for  things  above  money  and  looks  at  the  question  from  an 
absolutely  impersonal  point  of  view — ^for,  gentlemen,  I  can  retire 
from  business  to-day  and  travel  around  the  world  and  live  consider- 
ably easier  on  what  I  have,  but  I  care  for  right  more  than  I  do  for 
money. 

Mr.  Beall.  Do  you  think  that  gives  you  the  impersonal  view  that 
the  ordinary  producer,  the  man  who  toils,  has? 

Mr.  Cone.  I  am  talking  about  this  absolutely  impersonally;  yes, 
sir. 

Mr.  Beall.  I  am  perfectly  content  for  you  to  look  at  it  that  way. 

Mr.  Cone.  Property  in  land  could  bring  returns,  but  money  which 
could  buy  property  or  lands  should  bear  no  interest.  I  guess  a  man 
had  to  have  a  mighty  good  moral  standing  in  that  time  to  raise  a 
Uttle  loan  at  even  some  unknown  usurious  rate  of  interest,  for  the 
penalty  was  severe  for  charging  even  1  per  cent. 

I  may  say,  gentlemen,  in  regard  to  an  experience  Mr.  Parker 
related  yesterday — if  I  understood  him  correctly — that  my  experience 
with  Mr.  Theodore  Price  was  quite  the  reverse  of  his.  In  that  year 
I  spoke  of,  the  "great  storm  year,*'  as  it  is  known  among  cotton  men, 
I  oversold  myself  on  low-grade  cotton.  I  oversold  myself  on  what, 
was  the  lowest  grade  deliverable  on  the  New  York  Cotton  Exchange, 
"low  middling  stains."  There  was  a  lot  of  that  cotton  in  the  South 
when  I  first  sold  it.  I  sold  a  great  deal,  and  when  I  got  up  to  the  end  of 
my  orders  I  found  that  I  had  oversold  myself  200  bales.  It  is  true 
it  was  only  200  bales,  but  I  could  not  get  it  in  the  South  anywhere. 
I  tried  all  around.  I  went  up  to  New  York  and  saw  Mr.  Theodore 
Price  in  person.  Mr.  Price  was  glad  to  let  me  have  that  200  bales  of 
cotton,  and  actually  broke  7,000  bales  on  contracts  and  selected  that 
200  bales  of  low  middling  stains  for  me  and  shipped  it  back  South. 

Mr.  Beall.  Let  me  ask  you  about  Mr.  Price.  He  is  a  member  of 
the  New  York  Cotton  Exchange? 

Mr.  Cone.  I  do  not  think  so. 

Mr.  Beall.  What  exchange  is  he  a  member  of? 

Mr.  Cone.  To  the  best  oi  my  knowledge  and  belief,  he  is  not  a 
member  of  any  exchange,  but  1  do  not  ^ow.  Some  of  these  gen- 
tlemen from  New  York  could  answer  that,  I  guess. 
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Mr.  Springs.  He  is  not  a  member  of  the  New  York  Stock 
Exchange. 

Mr./BEAix.  Is  that  the  Mr.  Price  who  received  some  information 
from  one  Mr.  Hohnes,  who  was  connected  with  the  Department  of 
Am-iculture  down  here? 

Mr.  Cone.  It  is  the  great  cotton  Price,  whose  reputation  is  kind 
of  bad  among  old  Cotton  Exchange  people,  I  believe. 

Mr.  Beall.  Does  that-  exclude  him  firom  the  exchangee  ? 

Mr.  Cone.  I  do  not  think  many  people  up  there  want  his  business. 
I  do  not  know.  These  gentlemen  from  New  York  could  probably 
tellyou. 

The  Chairman.  I  think  it  would  be  better  not  to  pursue  that  in- 
quiry. Before  Mr.  Beall  came  in,  I  may  say  for  his  information, 
Mr.  Cone  asked  that  he  be  not  interrupted  until  he  has  finished  his 
statement. 

Mr.  Beall.  I  beg  your  pardon;  I  did  not  know  that. 

Mr.  Cone.  Mr.  Chairman,  if  you  will  pardon  me,  you, asked  Mr. 
Parker  a  very  pertinent  question  yesterday — I  think  it  was  you; 
if  it  was  not  yourself,  it  was  the  gentleman,  perhaps,  at  your  side 
[Mr.  Cocks] — tnat  if  he  wants  a  specific  grade  of  cotton,  why  does  he 
not  go  to  the  dealer  for  it?  I  was  up  in  New  York  about  the  10th 
of  December,  and  they  offered  to  break  up  contracts  for  me  and 
put  them  on  f.  o.  b.  cars  if  I  would  pay  them  25  cents  a  bale 
only,  and  ship  that  cotton  south  for  me.  They  would  give  me  the 
grades  I  wanted.  I  ship  cotton  from  Mr.  ParKer's  neighborhood*  to 
New  York.  To  go  up  to  New  York  and  buy  cotton  is  not  a  naturd 
procedure.  Mr.  Parker  wants  to  buy  that  cotton  in  New  York. 
Why?  Because  he  wants  the  best,  and  the  grade  of  strict  middling 
cotton,  the  average  strict  middling  cotton,  is  a  mighty  high-grade 
contract.  He  wants  the  best  at  the  price  of  the  worst.  A  spot- 
cotton  dealer  like  mvself  uses  many  grades  of  cotton.  We  have 
mills  that  will  buy  low  middUng  stains;  we  have  mills  that  wiU 
buy  strict  low  middling  tinges;  we  have  mills  that  will  buy  any 
grade  of  cotton.  Mr.  Neville  there,  who  is  reputed  to  handle  about 
$50,000,000  worth  of  cotton  a  year,  can  use  any  grade  of  cotton. 
He  can  take  those  contracts  and  split  them  up,  and  he  can  give  Mr. 
Parker  what  he  wants,  and  he  can  give  me  what  I  want,  or  he  can 
give  any  mill  what  it  wants ;  and,  gentlemen,  it  is  worth  something 
to  do  that. 

The  trouble  about  lots  of  people  is  that  they  want  the  most  desir- 
able on  as  good  a  basis  as  the  least  desirable.  Supply  and  demand 
govern  the  price  of  cotton  and  all  products,  and  any  attempt  against 
this  law  can  have  but  a  temporary  effect.  That  is  the  reason  few 
comers  are  successful.  The  situation  to  carry  through  a  comer 
successfully  must  be  a  remarkably  short  supply'  proportioned  to  the 
demand.  I  want  to  say  to  you  gentlemen  that  if  Mr.  John  D. 
Rockefeller,  if  the  situation  were  against  liim,  were  to  try  to  comer 
cotton,  he  could  temporarily,  doubtless,  make  a  success  of  it,  but 
what  would  be  the  result  ?  This  is  a  bad  time  to  give  an  illustration, 
because  right  now  we  are  facing  a  remarkably  short  supply  and  we 
are  having  more  than  a  good  demand,  even  in  proportion  to  the 
supply.  But  you  take,  in  ah  ordinary  year,  if  ^Ir.  John  D.  Rocke- 
feller himself  tried  to  comer  cotton,  here  is  what  would  happen:  He 
could  put  the  price  of  cotton  up,  but  he  would  get  tlie  cotton,  and  when 
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he  attempted  to  market  that  cotton  and  sell  that  cotton^  he  would 
lose  more  than  he  would  have  made  in  his  comer,  and  if  you  will 
read  the  history  of  all  comers,  vou  will  find  that  when  thejr  did  not 
have  a  short  supplv  and  a  big  demand — in  fact^  in  ninety-nine  cases 
out  of  one  hundred— I  beUeve  the  comer  has  failed.  He  might  have 
temporarily  succeeded  in  his  comer,  but  if  his  ultimate  profits  were 
proven,  you  would  see  that  they  were  on  the  wrong  side.  I  was 
advised  to  buy  coffee  about  four  years  ago  because  the  BraziUan 
Government  was  going  to  buy  about  10,000,000  bags  of  coffee.  I 
said  to  my  friends,  ''Gentlemen,  that  cannot  succeed.  They  have 
been  making  too  much  coffee  in  the  world,  and  the  verv  conscious- 
ness that  the  world  has  that  that  supply  overhangs  the  situation 
will  prevent  the  rise,''  and,  gentlemen,  if  you  will  look  up  statistics — 
that  has  been  about  four  years  ago — you  will  fin4  there  has  been  no 
hope  for  coffee  until  recently.  But  now  I  beUeve  there  is  a  spark  of 
hope,  because  I  beUeve  this  year  it  is  generally  beUeved  they  have 
made  a  short  crop.  But  I  doubt  even  now  they  can  succeed  in  any 
rise  unless  they  make  another  short  crop  on  top  of  this  short  crop, 
which  will  put  the  whole  coffee  situation  back  on  its  feet  again, 
perhaps. 

Regarding  town  buyers  dividing  up  their  business,  which  a  gentlo- 
man  spoke  of  here  yesterday,  I  would  like  to  know  how  on  earth  the 

Eutting  of  exchanges  out  of  business  will  help  a  situation  of  that  sort, 
tt  fact,  I  would  uke  to  know  how,  if  the  exchai^es  were  put  out  of 
business,  you  would  prevent  just  the  reverse  of  that.  You  take,  for 
instance,  the  men  who  sell  cotton  in  that  town.  If  they  will  wire 
over  to  me  or  any  other  of  the  ten  buyers  they  can  always  get  a  fair 
offer  for  their  cotton,  and  I  can  pomt  them  to  a  thousand  other 
buyers  who  wiU  make  them  a  fair  offer  for  their  cotton,  for  we  are 
benolden  to  no  one.  If  their  own  buyer  will  not  offer  them  a  fair 
price,  they  can  go  anywhere  outside  of  their  own  town.  But  you 
would  have  very  few  buyers,  eventually,  in  proportion  to  tlie  amount 
offered,  if  you  put  the  exchanges  out  of  business.  It  looks  to  me 
like  it  would  be  mighty  easy  for  a  continuation  of  that  sort  of 
thing.  Beside>s  that,  those  men  in  that  town  know  what  cotton  is 
worm,  because  they  get  all  this  information  that  is  disseminated  by 
these  exchanges  and  by  the  brokers  on  the  exchanges,  and  I  find  my 
experience  in  dealing  with  the  average  set  of  cotton  men  is  that  they 
know  about  as  much  about  cotton  as  I  do.  Personally,  I,  or  the  buy- 
ers in  my  town,  will  buy  from  any  merchant  or  dealer  anywhere. 
I  do  not  say  **  farmer,"  m  that,  because  my  experience,  gentlemen, 
with  the  farmers  has  been  mighty  disastrous  to  me.  I  even  compete 
with  my  own  brothers  in  buying  cotton,  and  they  are  my  own  best 
customers  at  the  same  time. 

If  we  had  no  exchange  to  protect  a  farmer  with  figures  and  knowl- 
edge, and  to  make  me  be  good,  gentlemen,  I  am  omy  human,  and  I 
think  I  would  give  way  to  temptation,  and  I  thmk  Mr.  Parker 
would,  too.  I  want  to  say — and  I  will  bear  evidence  to  what 
Mr.  Webb  told  you  gentlemen  yesterday — that  at  least  90  per 
cent  of  the  mill  men  are  bears.  They  become,  for  some  causes 
which  I  have  never  tried  to  analyze,  so  that  they  are  always  against 
the  market.  You  leave  the  markets  to  them,  gentlemen,  and  if  we 
made  a  great  big  crop  of  cotton  I  think  they  would  let  Mr.  Farmer 
carry  the  cotton  until  it  tired  him  out  anyhow,  even  in  spite  of  his 
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warehouse.  As  I  said,  the  farmer  can  sell  cotton  any  day,  and  he 
can  find  a  buyer  for  it  any  day,  as  the  situation  now  exists.  I  do 
not  beUeve  you  would  find  a  condition  Uke  that  if  you  had  no 
exchanges. 

I  buy  from  the  South,  speakiug  of  contracts,  even  running  contracts 
I  buy  a  great  deal  of  cotton  that  is  shipped  to  me  from  3l  over  the 
South.  I  have  cotton  shipped  to  me  from  Texas,  Arkansas,  Georgia, 
Oklahoma,  Alabama;  there  is  not  a  State  in  the  South  from  which  I 
do  not  buy  cotton,  even  outside  of  my  own  State.  There  is  very 
rarely  a  smpment  of  that  cotton  that  comes  in  of  the  grade  sold  me. 
We  have  to  pay  for  cotton  before  we  ever  see  it.  They  draw  on  us 
for  that  cotton,  sight  draft,  bill  of  lading,  and  it  is  not  one  time  in  a 
thousand  but  that  the  draft  gets  in  before  the  cotton. 

Speaking  of  the  'number  of  grades  deliverable  on  the  contract,  we 
have  had  in  single  shipments  much  more  than  ten  grades  of  cotton 
delivered  us  on  a  contract.  There  are  many  people  who  are  not 
judges  of  cotton,  who  do  not  understand  some  things  about  it.  For 
mstance,  a  lot  of  cotton  may  look  absolutely  white,  but  contain  some 
yellow  spots.  It  can  be  the  finest  sort  of  a  grade  of  cotton,  but  if  it 
contains  those  spots  the  value  of  that  cotton  is  hurt.  It  is  hurt 
much  more  materially,  really,  than  the  small  amount  that  we  claim 
it  is  hurt.  For  instance,  you  will  see,  perhaps,  a  lady's  fine  shirt 
waist;  or  take,  for  instance  the  white  slnrts  we  wear,  which  require 
pure  white  cotton.  The  mills  that  use  the  cotton,  if  they  find  in  the 
shipment  of  white  cotton  that  is  sold  them  some  of  this  cotton  with 
just  these  fit  tie  spots  in  it,  they  are  just  as  hard  put  to  use  that  cot- 
ton as  if  it  was  all  yellow  cotton,  or  ^'tinges,"  as  we  call  them.  I 
think  that  is  all  I  have  to  say,  Mr.  Chairman. 

The  Chairman.  I  would  hke  to  ask  you  a  few  questions,  if  I  may. 

Mr.  Cone.  Certainly,  sir. 

The  Chairman.  The  whole  drift  of  your  argument,  as  I  have  caught 
it,  has  been  to  the  effect  that  a  future  market  was  necessary  in  order 
that  cotton  dealers  might  hedge,  and  in  that  way  be  able  to  buy- 
cotton  whenever  it  is  offered,  with  the  assurance  of  suffering  practi- 
cally no  loss.  You  stated  that  a  future  market  has  made  it  possible 
for  you  to  sell  on  a  rising  market  and  buy  on  a  falling  market.  You 
stated  that  in  some  recent  cases  your  profits  had  been  even  inordi- 
nate, in  view  of  the  peculiarities  of  the  luture  market.  Can  you  give 
any  reason  why  a  dealer  in  cotton  should  have  a  future  market,  in 
order  to  protect  himself  against  loss,  that  does  not  apply  also  to  a 
dealer  in  wool,  or  a  dealer  in  iron,  or  a  dealer  in  cattle?  To  give  you 
a  concrete  illustration:  A  friend  of  mine  last  fall  went  to  Texas  and 
bought  700  or  800  head  of  young  cattle,  borrowing  the  money  neces- 
sary to  carry  them  over  the  winter,  and  shipped  them  up  into  Kansas, 
with  the  expectation  of  feeding  them  and  turning  them  off  on  the 
June  market.  He  made  the  deal  absolutely  on  his  own  judgment. 
There  is  no  future  market  in  cattle  whereby  he  can  protect  mmself, 
and  he  stands  to  make  a  profit  if  the  market  is  right,  and  he  stands 
to  lose  a  large  sum  of  money  if  the  market  goes  off.  Is  there  any 
reason  why  he  ought  not  to  fiave  a  future  maricet  in  order  to  protect 
himself? 

Mr.  Cone.  Mr.  Chairman,  in  the  first  place,  in  speaking  of  this 
question  as  appUed  to  the  hedge  dealer,  I  have  done  my  duty  but 
poorly  if  I  have  created  the  impression  on  you  that  this  market  was 
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of  value — that  its  principal  value  was — to  the  hedge  dealer  in  cotton. 
The  great  value  or  the  hedge  market  is  that  it  enables  the  placing  of 
a  crop,  the  value  of  which  is  about  a  thousand  million  dollars,  or  in 
that  neighborhood.  It  places  that  crop — the  future  markets  of  the 
world  have  placed  it — so  that  there  can  be  no  great  forces  for  de- 
pression at  any  time  against  that  market,  because  you  can  spread 
these  things,  owing  to  the  thousand  ramifications  that  surround  us 
dealers,  as  well  as  the  mill  men  and  the  hedgers  all  over  the  world. 
We  can  spread  our  business :  we  can  go  right  m  and  spread  the  thing 
over  a  wnole  long  period  oi  time. 

To  answer  your  question  as  appUed  to  wool,  I  can  only  remember 
back  to  the  time  I  was  a  drummer  on  the  road  in  the  wholesale 

Socery  business  in  Baltimore,  and  I  bought  dried  blackberries  from 
rmers.  When  I  bought  them  I  used  to  go  out  and  sell  groceries 
and  buy  berries — we  did  not  have  any  exchanges  at  that  time — and  I 
bought  them  pretty  cheap.  If  the  market  went  down  I  would  sell 
for  a  reasonaole  margin -to  guarantee  me  against  possible  decline 
before  it  could  reach  the  price  at  which  I  would  suffer  loss. 

The  Chairman.  Then,  I  gather  your  suggestion  of  the  future 
market  in  the  cotton  trade  is  that  it  creates  a  steadier  market  for 
cotton,  for  one  thing,  and,  on  the  average,  a  higher  market? 

Mr.  Cone.  Human  nature,  sir,  is  essentially  optimistic,  and  human 
nature  at  the  same  time  is  essentially  selfish.  If  you  leave  this  matter 
between  the  intelligent  mill  men — for  on  an  average  they  are  more 
intelligent  than  the  farmers  by  far  with  whom  I  have  come  in  con- 
tact— if  you  leave  this-  question  simply  between  those  two,  I  know 
who  will  lose. 

The  Chairman.  That  is  hardly  an  answer  to  my  question,  but  it 
conveys  your  reason,  and  I  am  glad  to  have  it.  Just  one  word  further 
on  the  matter  of  this  hedging  business.  You  stated  that  in  one  of 
your  transactions  you  made  an  inordinate  profit.  It  was  common 
report  some  weeks  ago  that  Mr.  Patten  had  come  down  to  New  York, 
and  with  the  laurels  of  his  Chicago  wheat  deal  fresh  upon  him,  had 
picked  $5,000,000  out  of  the  New  York  cotton  market.  Assuming 
that  to  be  so — and  I  will  not  say  whether  it  is  true  or  not,  because 
I  do  not  know — but  assuming  that  to  be  so,  and  remembering  your 
own  statement  about  your  own  profit,  who  paid  the  $5,000,000  ?  Who 
was  the  fellow  on  the  other  side,  and  who  suffered  the  inordinate  loss 
that  enabled  you  to  make  an  inordinate  profit? 

Mr.  Cone.  In  the  first  place,  Mr.  Chairman,  I  want  to  say  this, 
that  I  regard  Mr.  Patten  as  one  of  the  ablest  merchants  of  the  age. 
Mr.  Patten,  from  the  best  of  my  observation,  and  I  have  observed 
the  actions  of  that  man  for  years,  is  most  generally  a  bull  on  the 
market — oc<?&sionally  a  bear.  I  have  noticed  his  action  in  move- 
ments in  oats  and  com — oats  is  a  favorite  of  his.  Last  year  was  the 
first  time  that  any  big  operation  of  his  in  wheat  came  under  my  obser- 
vation. Mr.  Patten  sees  an  opportunity,  and,  as  a  great  merchant, 
avails  himself  of  it.  It  is  a  matter  if  he  can  buy  more  futures,  more 
May  cotton,  and,  candidly,  I  believe  Mr.  Patten  is  going  to  give  you 
a  little  comer  in  May  cotton;  that  is  my  honest  conviction.  He  is  a 
smart  man. 

The  Chairman.  Could  he  give  us  that  corner  if  there  was  no  future 
market? 

Mr.  Cone.  Yes,  sir;  he  could  com«r  the  actual  stuff. 
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The  Chairman.  But  it  would  take  a  good  deal  more  money  to  do 
it,  would  it  not? 

Mr.  Cone.  Mr.  Patten,  as  a  man  of  great  wealth — for  he  must  be  a 
multimillionaire — could  borrow  within  $10  a  bale  easily  of  the  value 
of  cotton,  and  it  would  not  take  so  much  wealth  as  would  appear  on 
the  surface  in  that  way. 

The  Chairman.  Dropping  the  question  of  the  comer,  I  do  not 
want  to  get  away  from  the  question  of  his  profit.  If  he  had  be^n 
able  to  actually  huj.  say,  5,000,000  bales  of  cotton,  and  had  sold 
that  cotton  at  a  pront  of  a  dollar  a  bale,  nobody  would  have  ques- 
tioned the  transaction,  and  nobody  would  claim  that  somebody  else 
had  lost  the  money  he  made.  But,  as  a  matter  of  fact,  we  know 
that  he  did  not  in  all  probabiUty  transfer  and  did  not  deliver  a  bale 
of  cotton,  and  no  one  who  bought  his  contracts  received  a  bale  of 
cotton.  It  was  purely  a  transaction  in  margins.  Does  it  not  fol- 
low, therefore,  that  somebody  must  have  lost  the  money  he  made  1 

Mr.  Cone.  Mr.  Chairman,  a  great  deal  of  that  money  is  lost  in  a 
way  I  call  legitimate,  according  to  my  judgment,  and  a  ^reat  deal  is 
lost  in  a  way  I  consider  illegitimate,  but  illegitimate  in  the  way 
that  commerce  runs.  Wherever  there  is  a  chance  to  gain,  right  there 
you  will  see  the  selfish  human  being  actuated  either  through  one 
motive  or  another,  most  of  which  are  not  for  the  best,  trying  to  make 

{)rofit — or  many  of  which  are  not  for  the  best.  To  illustrate:  I 
req[uently  buy  in  the  spring  of  the  year  a  great  deal  of  cotton  for  fall 
delivery.  I  was  unselfish  enough  last  fall — and  I  can  bring  you 
affidavits  to  prove  that,  if  you  wish — to  advise  my  friends  m  the 
country  not  to  sell  their  cotton.  Yet,  in  spite  of  that,  about  May, 
when  it  got  up  to  about  11  or  12  cents,  they  could  not  resist  it. 
They  said,  "^^e  want  to  sell  it,  anyway.''  'Ihey  felt  they  could 
make  a  profit.  I  told  them  then  that  I  thought  cotton  was  going 
to  15,  and  I  can  bring  you  affidavits  to  that.  \vTien  cotton  was 
bringing  9  and  10  cents  I  thought  it  was  going  to  15,  for  various 
reasons  which  I  could  give  you.  Last  fall  1  dia  not  hedge  against 
that  until  the  price  got  above  12,  although  I  thought  it  was  gomg  to 
15.  I  still  put  my  futures  out  against  it  at  12  and  a  fraction  cents. 
Ordinarily  I  do  not  wait  to  put  my  hedges  out,  but  I  was  so  dead  sure 
that  cotton  was  going  higher,  and  at  that  time  the  cotton  was  so 
cheap,  my  first  6,000  bales  of  spot  cotton  cost  me  less  than  lOJ  cents 
a  pound.  Ordinarily  I  sell  those  hedges  at  once,  and  in  that  way 
there  is  a  great  deal  of  confusion  on  the  short  side  goinff  into  the 
market,  and,  in  fact,  to-day  there  exist  in  the  world  I  don't  know  how 
many  bales,  probably  six  or  seven  billion  bales  of  cotton,  in  the  hands 
of  mills,  in  the  hands  of  dealers,  and  in  the  hands  of  farmers.  The 
farmers  rarely  hedge;  the  mills  and  the  dealers  do  *hedge.  For 
instance,  I  represent  one  mill  that  has  now  short  hedges  against  its 
cloths  and  against  its  cotton  on  hand  of  more  than  10,000  bales.  In 
New  York  somebody  has  bought  that  cotton;  I  do  not  know  who 
has  bought  it.  It  is  a  legitimate  transaction  on  the  part  of  the  mill, 
because  it  is  against  its  cloths  which  it  has  unsold,  and  it  is  against 
its  cotton  which  it  has  not  spun.  Like  myself  as  a  dealer,  that  mill 
tries  to  preserve  an  equilibrium.  In  fact,  that  mill  has  pursued  a 
system  of  hedging  that  way,  and  it  has  probably  sent  to  New  York; 
it  made  big  money  last  year  in  spite  or  the  fact  that  it  constantly 
sends  to  New  York  a  great  deaf  of  money.     If  it  had  not  hedged,  its 
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?rofit8  last  year  would  nave  been  simply  fabulous.  It  sends  to  New 
ork  constantly  against  these  hedges  money.  I  send  it  for  them 
myself  in  many  instances,  and  that  money  went  to  the  man  who  had 
the  other  side  of  the  deal. 

As  regards  speculation,  as  I  say,  what  proportion  represents  specu- 
lation and  what  proportion  represents  dealing  is  past  me  to  say. 

The  Chairman.  To  come  right  down  to  brass  tacks,  we  all  know,  I 
think,  that  whatever  sum  Mr.  Patten  won — to  use  that  term  just  as 
if  we  were  playing  poker — whatever  Mr.  Patten  won  in  the  cotton 
market  somebody  lost — some  other  man  who  was  a  speculator  just 
the  same  as  he  was. 

Mr.  Cone.  Pardon  me,  Mr.  Scott;  just  as  in  the  instance  I  men- 
tioned, no  one  has  lost.  That  mill  has  sent  to  New  York,  as  I  know 
ofj  more  than  $100,000,  and  still  I  am  a  stockholder  in  that  mill,  and 
it  made  dividends  I  was  proud  of. 

The  CHAiRBfAN.  It  will  be  admitted,  I  think,  that  the  cotton 
exchange,  as  now  administered,  has  some  evils.  You  said  yourself 
that,  in  your  judgment,  it  was  an  ethical  and  a  moral  question,  to  a 
considerable  extent.  Can  you  give  any  reason  why  an  institution 
which  admittedly  has  some  evils,  which  permits  men  to  speculate 
with  money  which  they  do  not  own,  or  with  money  which  tney  can 
not  afford  to  lose,  which  involves  men  in  bankruptcy  sometimes,  and 
sometimes  is  worse  than  bankruptcy — can  you  tell  me  why  such  an 
institution  should  be  maintained  m  order  that  you,  as  a  cotton  dealer, 
or  your  brother  as  a  cotton  manufacturer,  should  be  able  to  protect 
himself  against  a  mistake  in  judgment  ? 

Mr.  Cone.  I  would  Hke  to  answer  that  by  a  question.  Can  jrou 
tell  me,  on  the  other  hand,  why  the  best  should  suffer  by  the  action 
of  the  worst,  Mr.  Scott  I 

The  Chairman.  Pardon  me;  that  is  not  the  question;  at  least,  it 
is  not  what  I  am  trying  to  get  at,  and  I  am  asking  in  all  good  faith, 
because  I  want  to  get  your  views  upon  it.  Men  engaged  in  other 
businesses  do  not  have  any  future  market  on  which  to  hedge.  I  am 
in  the  newspaper  business.  I  can  not  go  somewhere  and  protect 
myself  against  a  falling  off  in  the  business  somewhere  along  the  line. 
An  iron  manufacturer  who  must  take  his  orders  a  year  or  more  before 
he  can  deliver  the  goods  can  not  go  into  the  market  somewhere  and 

fuard  himself.  Wliat  peculiar  divinity  hedges  about  the  cotton 
usiness  that  should  make  it  necessary  to  mamtain  this  institution 
in  order  that  the  man  engaged  in  that  trade  should  not  take  the 
chances  that  men  engaged  in  other  businesses  take  ? 

Mr.  Cone.  Mr.  Scott,  vou  are  speaking  of  the  newspaper  business. 
I  do  not  know  much  about  it,  out  I  think  I  have  read  a  little 
something  in  the  papers  about  these  big  profits  you  are  paying  on 
paper  that  you  buy. 

The  Chairman.  If  we  do  that  it  is  because  our  judgment  is  good 
and  our  management  is  good.  It  is  not  because  we  can  go  into 
some  market  and  protect  ourselves  with  a  future  of  some  kind. 

Mr.  Cone.  Mr.  ocott,  it  is  simply  a  matter  of  evolution,  as  it  were. 
This  question  impresses  me  as  being  whether  we  are  going  to  have  an 
evolution  forward  or  an  evolution  backward.  If  you  were  to  put 
the  exchanges  out  of  business,  to  the  best  of  my  knowledge  and 
belief  it  would  be  like  the  conditions  when  I  used  to  travel  on  rail- 
roads, and  in  a  lot  of  counties  in  which  I  traveled  there  was  great 
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opposition  to  the  railroads  because  the  farmers  could  not  get  to  send 
tneir  wagons  to  the  railroads  to  haul  that  trade  away. 

The  Chairman.  Pardon  me;  you  reply,  but  you  do  not  answer.  I 
am  trying  to  get  a  direct  and  categorical  reply  to  the  question  as  to 
why  it  is  necessary  for  the  cotton  ousiness  to  have  a  future  market 
when  it  is  not  necessary  for  the  iron  business  to  have  one.  We  will 
confine  it  to  those  two. 

Mr.  Cone.  You  use  the  word  *' necessary.*^  If  you  want  to  put 
the  exchanges  out  of  business,  I  want  to  say  that  I  would  make  more 
money.  I  assure  you  on  my  honor  as  a  man.  I  hopo  God  may  kill 
me  on  the  spot  if  I  don't  believe  I  would  make  more  money  by  far. 

The  Chairman.  Even  that  is  not  the  question.  We  will  admit, 
using  your  own  words,  that  the  future  market  in  the  cotton  busine^ 
is  an  evolution,  as  you  doubtless  believe,  an  evolution  from  a  worse 
condition  to  a  better  condition,  as  all  evolutions  ought  to  be.  Wty 
is  it  that  the  same  thing  which  you  seem  to  think  nas  been  such  a 
boon  to  the  cotton  trade  has  not  **evoluted'^  in  the  iron  business? 

Mr.  Cone.  So  far  as  that  is  concerned,  the  iron  business  is  a  business 
I  do  not  exactly  understand,  in  the  first  place.  However,  I  do  know 
there  is  a  trust  in  iron,  a  steel  trust,  which  controls  considerably  the 
larger  part  of  the  iron  ore  in  this  country,  and  I  doubt  if  much  could 
live  in  competition  against  it.  Further,  I  beheve  there  are  future 
contracts  to  be  bought  or  sold  in  iron  certificates,  and,  as  it  is  a  matter 
to  which  I  have  never  given  study  or  thought,  I  am,  not  so  sure,  but 
I  think  you  will  find  you  can  buy  iron  certificates. 

The  Chairman.  Let  us  take  the  hay  crop.  Why  is  it  not  necessary 
to  have  a  future  market  in  order  to  protect  that  ? 

Mr.  Cone.  As  I  said  before,  Mr.  Scott,  it  is  not  necessary;  this 
exchange  is  not  necessary.  But  I  will  tell  you  I  beheve  it  to  be  a 
benefit.  I  believe  it  to  be  a  benefit  to  many  men,  and  a  greater 
benefit  to  them  than  anything  to  any  other  one  body  of  men  I  can 
make  clear  to  you. 

The  Chairman.  The  two  parties  directly  in  interest  in  the  case  of 
cotton  are  the  producer  and  the  spinner? 

Mr.  Cone.  Yes,  sir. 

The  Chairman.  Thev  could  get  along  without  the  broker,  without 
the  cotton  dealer  at  all,  could  Uiey  not  1 

Mr.  Cone.  Certainly. 

The  Chairman.  Then,  if  the  two  parties  who  are  most  directly  and 
vitally  in  interest  are  agreed  on  the  proposition  that  the  present  sys- 
tem is  bad  for  their  business 

Mr.  Cone.  Then,  sir,  it  is  your  duty  to  protect  them. 

The  Chairman.  Then  ought  not  their  judgment  to  control, 
rather  than  the  judgment  of  a  man  whose  only  interest  is  in  the  com- 
mission he  has  in  handling  the  goods? 

Mr.  Cone.  I  think,  sir,  you  as  a  statesman  ought  to  occupy  the 
same  position  that  the  statesmen  did  in  the  time  of  the  house  of 
Fugger,  those  ablest  people  of  the  day,  who  were  so  ignorant  as  to 
say  that  money  was  not  worth  its  interest  bearing  return.  You  should 
protect  those  who  are  their  own  worst  enemies. 

The  Chairman.  You  said  a  moment  affo  that  the  mill  men  with 
whom  vou  dealt  were  more  intelligent  tnan  the  farmers — which  is 
probably  true,  without  any  reflection  on  anybody — it  will  be  admitted 
that  the  mill  men  are  fairly  intelligent  people;  do  you,  then,  think 
that  they  ought  not  know  what  is  to  their  interest! 
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Mr.  Cone.  That  is  the  Tery  point. 

The  Chairman.  Or  do  you  think  they  are  asking  for  this  legisla- 
tion because  they  do  know  it  would  be  to  their  advantage? 

Mr.  Cone.  I  think,  sir,  that  at  the  bottom  of  their  hearts — you 
know  sometimes  a  man  befogs  or  beclouds  his  mind  to  the  true 
reason  of  things — but  I  do  know  that  in  their  hearts  these  shrewd 
mill  men  know  that  if  they  have  made  a  great  big  crop  of  cotton  they 
will  let  Mr.  Farmer  carry  the  cotton,  and  if  they  have  made  a  short 
crop  they  would  be  able  to  find  that  out  and  thefe  would  be  so  much 
less  competition;  they  could  pick  a  great  big  part  of  what  they 
wanted  before  the  truth  became  known  to  the  world. 

The  Chairman.  While  you  give  them  credit  for  their  intelligence, 
you  impeach  their  candor  or  good  faith.  Mr.  Parker  said  here  yes- 
terday it  did  not  make  any  dmerence  to  him 

Mr.  Cone.  Pardon  me.  I  said  oftentimes  a  man,  through  his 
prejudices,  befogs  and  beclouds  his  own  reason. 

The  Chairman.  I  would  like  to  get  your  opinion  as  to  a  sentiment 
expressed  bj  Mr.  Parker.  He  said  that,  as  a  mill  man,  it  did  not 
make  any  difference  to  him  what  he  paid  for  cotton,  because  he  could 
fix  the  price  of  his  goods  to  correspond.  The  damage  that  he  said  he 
sufferea  from  the  future  market  was  that  it  created  fluctuations, 
frequent  and  violent  fluctuations,  which  made  it  difficult  for  him  to 
maintain  the  parity  between  the  cotton  and  the  goods.  For  instance, 
he  said  that  this  recent  heavy  decline  in  cotton  had  created  the 
impression  all  over  the  country  that  cotton  goods  ought  to  be  sold  a 
great  deal  cheaper  than  they  are  being  sold,  the  people  forgetting  that 
they  were  made  when  cotton  was  high.  t>o  you  tnink  there  is  any- 
thing in  that? 

Mr.  Cone.  Mr.  Scott,  in  reply  to  that  I  wish  to  say  that  I  have 
sold  more  cotton  goods  than  most  any  man  I  know  of.  I  have  charge 
of  the  office  of  one  of  the  biggest  commission  houses  in  the  country, 
or  rather,  I  will  put  it  in  this  way,  the  western  department  of  the 
Cone  Exporting  and  Commission  Company,*  and  the  sales  were  so 
large  that  the  president  paid  me  even  a  larger  salary  than  he  received 
himself.  In  Cnicago  I  did  the  same.  Here  is  the  situation  as  regards 
cotton  goods:  I  want  to  say  to  start  with,  that  I  rarely  have  seen  a 
mill  man  a  bull.  I  have  seen  many  mill  men  since  the  1st  of  January 
who  were  surprised  to  find  they  had  come  out  as  well  as  they  did  last 
year.  I  wish  to  sav  further,  that  it  is  rare  that  a  mill  man  admits 
that  he  is  doing  well.  They  are  the  worst  lot  of  pessimists  I  know  of. 
The  only  year  I  can  remember  that  they  could  not  help  saying  they 
were  doing  well  was  the  year  prior  to  the  panic,  when  lots  of  them 
made  over  100  per  cent  per  annum.  A  year  prior  to  the  panic  the 
whole  world  seemed  to  get  speculation  mad  in 'everything,  not  only 
in  cotton  but  cotton  cloths,  m  fact,  you  can  turn  to  most  anything 
you  can  think  of,  real  estate  or  what  not;  spice,  coffee;  they  did  even 

Eut  coffee  up  a  little  in  spite  of  the  fact  the  Brazilian  Grovemment 
ad  bought  10,000,000  bags.  I  will  tell  you  a  fact;  I  do  not  know 
that  it  governs  to-day,  but  when  I  had  cnarge  of  the  western  terri- 
tory of  the  Cone  Exporting  and  Commission  Company  there  were 
several  houses  in  the  West,  jobbing  houses,  that  would  buy  more 
goods  than  the  whole  South  put  together,  not  only  in  Chicago,  but 
m  St.  Louis. 
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I  used  to  have  a  fair  average  idea  of  the  volume  of  business  that  any 
house  in  the  West  would  do,  whether  it  was  in  St.  Louis  or  Chicago, 
or  Kansas  City,  many  of  which  houses  you  may  not  doubtless  know 
the  names  of.  Those  jobbers  got  this  same  fever  of  speculation  in 
goods.  They  were  all  making  a  lot  of  money,  thougn,  and  there 
was  an  excuse  for  their  feeling  optimistic  and  for  then*  high  prices. 
They  bought  a  lot  of  stuff.  Then  came  along  the  panic,  ana  they 
had  contracts  running  beyond  the  panic.  Some  of  the  houses  did 
their  utmost  to  cancel  those  contracts,  and  a  good  deal  of  force  was 
necessary  to  make  some  of  the  highest  toned  nouses  in  the  business 
Uve  up,  not  only  to  their  legal  obligations,  but,  what  is  far  more  than 
that,  their  moral  obligations.  But  they  suffered.  The  prices  went 
down  something  awful.  In  those  big  houses  of  the  West  the  buying 
is  very  rarely  done  by  the  head  of  the  house.  The  head  of  the  house 
formulates  me  policy  of  the  business,  and  he  and  the  credit  man,  the 
financier,  give  to  the  buyers  their  orders  under  which  those  big 
buyers  operate.  I  have  gone  to  St.  Louis  and  in  a  single  trip  I  have 
placed  over  five  million  yards  of  goods,  enough  goods  to  make  a 
dress  apiece  for  five  hundred  thousand  women.  And  those  buyers 
can  not  buy  except  what  they  are  compelled  to  buy  at  times.  I 
have  kept  m  close  touch  with  that  business,  because  I  am  a  stock- 
holder in  a  concern  that  sells  the  output  of  about  forty  cotton  mills, 
and  I  have  not  seen  anything  that  borders  on  the  order  of  speculation 
or  forward  buying  to  any  degree  since  the  panic. 

Coming  after  that,  here  is  this  high-priced  cotton,  and  they  have  now 
a  new  basis  for  the  seUing  of  goods,  one  that  they  are  unaccustomed  to. 
Here  is  a  situation  that  is  peculiar.  Goods  which  ordinarily  retail  at 
10  cents  a  yard  that  jobber  now  has  to  ask  a  price — the  jobber,  for 
instance,  in  St.  Louis  has  to  offer  to  the  merchant  who  comes  from 
Texas  or  Kansas  or  some  other  State  a  price  for  that  goods  that  the 
retail  price  now  will  be  12^  for.  We  are  right  now  on  the  ragged  edge. 
This  is  the  time  of  year — January,  February,  and  March — the  buyers 
come  to  the  big  markets.  The  buyers  for  the  retail  stores  are  right 
now  coming  to  the  stores  of  New  xork,  Chicago,  and  St.  Louis  and 
other  big  cities,  and  within  sixty  days  will  settle  the  Question  whether 
cotton  is  going  up  or  down,  and  nothing  that  the  New  York  Cotton 
Exchange  does  or  the  farmers  do  will  prevent  it.  K  they  do  not  take 
hold  of  doth  inside  of  the  next  sixty  days,  cotton  will  go  down  in  spite 
of  everything  you  can  do.  Personally,  I  think  they  are  going  to  take 
hold  of  it.  1  think  they  have  starved  and  stinted  themselves  so  much 
that  they  have  to  come  in,  and  I  think  the  wealth  and  prosperity  are 
very  great,  notwithstanding  you  read  in  the  papers  about  it  costing  so 
much  to  live.  I  have  hunted  and  I  can  not  nnd  anybody  down  my 
way  who  is  not  getting  along  very  well.  They  talk  about  lack  of  pros- 
perity;  I  can  not  find  it.  I  oeUeve  they  are  coming  in,  and  within  the 
next  sixty  days,  as  buyers.  They  have  just  starved  themselves  so 
long,  and  if  they  do  come  in  cotton  is  going  to  20  cents,  and  if  they  do 
not,  cotton  will  go  down. 

The  Chairman.  You  said  in  the  course  of  your  chief  statement  that 
the  law  of  supply  and  demand  operated  in  spite  of  the  procedure  on 
the  boards  of  trade.  I  beUeve  you  said  that  if  a  man  could  know  ten 
minutes  in  advance  what  the  fluctuation  would  be  on  the  cotton  mar- 
ket he  could  take  $10 

Mr.  Cone.  One  hundred  dollars,  I  believe  I  said. 
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The  Chairman.  And  in  a  little  while  buy  out  Mr.  Rockefeller! 

Mr.  Cone.  You  can  easily  take  pencil  and  paper  and  figure  that 
out  for  yourself. 

The  Chairman.  How  do  those  two  statements  hang  together, 
that  the  operations  of  the  boards  of  trade  do  not  interfere  with  the 
law  of  supply  and  demand,  and  yet  that  the  fluctuations  within 
those,  whicn  take  place  within  ten  minutes,  are  so  great  that  an 
advance  in  them  would  make  a  man  a  millionaire  in  a  little  while? 
Conditions  as  to  supply  and  demand  can  not  change  every  ten 
minutes^  can  they? 

Mr.  Cone.  There  are  thousands  of  things  that  are  so  minute  that 
govern  the. principles  of  fluctuation  there  is  not  a  mortal  man  that 
can  tell  what  governs  it. 

The  Chairman.  Do  you  believe  there  was  any  good  cause  except 
the  operation  of  the  law  of  supply  and  demand  for  the  recent  slump 
in  cotton  of  $15  a  bale  in  two  weeks? 

Mr.  Cone.  That  slump  did  not  put  the  price  of  cotton  down  hardly 
any.  That  slump  was  caused  througn  the  greed  of  humanity. 
Hiunan  beings  are  essentially  cowards;  that  is,  I  mean  to  say  the 
average  human  being  is  cowardly.  It  is  easy  to  buy  when  a  thing 
is  going  up;  everybody  has  courage  then.  It  takes  a  bravo  man  to 
sell  when  things  are  going  up.  And  it  is  easy  to  sell  when  things 
are  low.  It  takes  a  orave  man  to  buy  when  things  are  low,  and 
everybody  is  scared  of  them.  There  is  hardly  one  man  in  a  thousand 
who,  had  he  been  satisfied  with  a  fair  profit  or  reasonable  profit  in 
that  cotton  market,  could  not  have  gotten  out.  The  biggest  sufferers 
in  that  market  were  men  who  had  millions  of  dollars  of  profits,  who 
lost  them  through  overextending  themselves.  If  you  will  study 
it,  you  v^  see  that  decline  in  cotton  futures  was  as  natural  as  any- 
thing in  the  world  ever  was. 

The  Chairman.  The  decline  in  futures  was  as  natural  as  anything 
in  the  world,  but  to  what  extent  did  the  decline  in  futures  carry  with 
it  the  price  of  spots  in  your  country?  Are  you  paying  as  much  for 
spot  cotton  now  as  you  were  when  cotton  futures  were  selling  for 
16.50  in  New  York? 

Mr.  Cone.  I  left  home  day  before  yesterday,  and  I  sold  that  day 
to  one  of  the  biggest  mills  in  my  State  1,500  bales  of  good  middling 
cotton  at  15.75,  and  the  highest  that  I  paid  for  good  middling  cotton 
I  do  not  think  was  as  high  as  16f .  Here  was  the  effect  of  that  break 
in  futures.  I  individudly  turned  in  to  my  salesmen,  and  I  said, 
"Boys,  sell  all  the  cotton  you  can.''  And  why  did  I  say  to  them 
"Sell  all  the  cotton  you  can?''  I  sold  it  lots  cheaper  than  I  could 
buy  it.  I  sold  good  cotton  at  14f  cents,  and  I  have  not  bought  that 
cotton  yet,  gentlemen,  but  I  have  a  good  profit*in  it  and  I  have  got 
to  pay  lots  more  for  that  cotton  than  I  sola  it  at.  Why  did  I  sell  it  ? 
Because  I  could  buy  hedges,  futures,  in  New  York,  May  and  July 
futures,  active  cotton  futures.  November  and  December  I  do  not 
want.  I  want  something  active;  I  want  to  get  in  that  which  every^ 
body  wants,  you  understand? 

Tne  Chairman.  Yes. 

Mr.  Cone.  I  could  buy  futures  against  that  cotton,  and  when  the 
time  comes,  if  cotton  goes  up,  as  I  believe  it  will  do,  I  will  make  a 
profit.  In  fact,  to  take  an  example,  I  bought  futures  at  13.58  and  I 
bought  futures  at  13.63  and  I  bought  futures  at  13.73,  and  all  sorts 
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of  prices  in  there,  and  against  it  I  sold  cotton  at  14f  and  14.75,  and 
cotton  that  I  am  glad  to  go  out  and  pay  over  14  cents  for  when  the 
time  of  delivery  comes. 

The  Chairman.  That  suggests  this  question.  This  relates  to  your 
private  business,  and  you  need  not  answer  it  if  you  do  not  want  to. 

Mr.  Cone.  Yes. 

The  Chairman.  Which  do  you  regard  as  the  most  important  of 
your  operations  from  the  standpoint  of  profit,  the  handhng  of  the 
actual  cotton,  with  either  a  profit  on  the  bale  or  your  commission, 
according  to  the  way  you  handle  it,  or  your  margins  from  the  sales 
of  futures? 

Mr.  Cone.  The  handling  of  the  actual  cotton  is  the  first  essential 
consideration  with  me ;  but  frequently  it  happens  that  I  believe  that 
the  future  market  is  out  of  Une  with  spots.  In  other  words,  here  is 
what  happened  to  me  one  day.  I  was  able  one  dav,  about  two  weeks 
ago,  to  ao  this.  A  mill  wanted  some  cotton  for  March  shipment.  I 
asked  them  15.25  cents  landed  at  their  point  for  400  bales  of  March 
cotton,  which  was  the  market  several  weeks  ago.  I  bought  against 
that  cotton  400  bales,  if  I  recollect  aright,  of  March  futures  at  13.90. 
I  had  an  actual  sure  profit  in  that  deal,  if  I  chose  to  go  up  to  New  York 
and  ship  the  cotton  back  to  North  Carolina,  of  about  $160  on  400 
bales  of  cotton.  I  am  not  going  to  take  that  cotton  up  in  New  York. 
Why?  Because  the  future  has  gone  up.  There  were  too  many  mer- 
chants Uke  myself  who  wanted  that  cotton,  and  the  result  is  that  it 
has  gone  up,  and  it  has  come  back  just  as  natumally  as  anything 
could;  it  is  according  to  just  as  natural  a  law  as  there  is.  It  has  come 
back;  the  parity  is  reestablished,  the  parity  which  was  jarred  out  of 
Une  has  come  back. 

Mr.  Lever.  What  jarred  your  parity  out  of  line? 

Mr.  Cone.  The  yerv  thing  that  I  mentioned  a  while  ajjo;  there  is 
the  greed.  There  is  tkat  man,  and  he  has  got  no  business  m  the  mar- 
ket perhaps.  That  I  do  not  know ;  I  can  not  say.  But,  gentlemen, 
that  is  an  ethical,  moral  question ;  it  is  not  a  question,  I  think,  that 
the  United  States  ought  to  have  anything  to  do  with. 

The  Chairman.  I  would  Uke  to  ask  whether  you  handle  your  busi- 
ness by  way  of  commissions,  or  do  you  make  actual  purchases  of 
cotton? 

Mr.  Cone.  I  handle  it  in  both  wavs.  I  buv  sometimes  from  the 
farmer,  sometimes  from  the  other  dealers.  I  buy  wherever  I  can 
buy  cheaf)est.  I  also  try  to  make  commissions.  Wherever  I  buy 
through  another  dealer  I  make  liim  pay  me  brokerage.  I  some- 
times seU  through  other  dealers  and  give  them  the  brokerage.  It 
is  the  profit  that  I  am  figuring  for. 

The  Chairman.  When  you  buy  cotton  futures,  how  much  do  you 
pay  by  way  of  commission? 

Mr.  Cone.  I  formerly  paid  $15  on  the  100  bales,  but  my  business 
kept  growing  so  that  I  foimd  it  to  my  interest  to  become  a  member 
of  the  various  exchanges.  I  sometimes,  as  I  said,  hedge  in  Liver- 
pool and  sometimes  in  New  Orleans  and  sometimes  in  New  York, 
and  by  becoming  a  member  of  those  exchanges  the  brokers  to  whom 
I  throw  my  hedges  in  New  York  aUow  me  one-half  commission. 

The  Chairman.  WiU  you  make  it  general  and  teU  us  what  the 
usual  commission  is? 

Mr.  Cone.  In  New  York  it  is  $15  and  in  New  Orleans  it  is  $15  on 
the  hundred  bales. 
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The  Chairman.  There  are  about  100,000,000  bales  sold  annually 
on  the  New  York  Cotton  Exchange  ? 

Mr.  Cone.  I  could  not  say.  I  do  not  know;  but  there  are  gentle- 
men here  who  could  tell  you. 

The  Chairman.  Will  you  let  me  ask  you  that  question  just  now, 
Mr.  Neville;  about  how  many  bales  of  cotton  were  sold  on  the  New 
York  Cotton  Exchange  last  year? 

Mr.  Neville.  With  all  due  deference  to  the  statements  made  to 
this  committee  on  that  head,  I  consider  them  estimates,  absolutely, 
and  there  is  no  way  of  getting  at  the  number  of  bales  traded  in. 

The  Chairman.  Well,  I  will  not  pursue  that  further  now.  ^Tiat- 
ever  the  amount  may  be,  the  charges  for  the  handliner  of  this  phan- 
tom cotton  must  be  paid  by  somebody.-  Would  it  be  faif  to  say  that 
the  charge  is  paid  eitner  by  the  producer  or  by  the  ultimate  consumer 
of  the  cotton? 

Mr.  Cone.  Well,  sir,  I  wish  to  say  this,  that  100  bales  of  cotton 
amounts,  in  round  money,  to  about  $8,000,  and  the  commission  on  that 
transaction  is  such  a  per  cent  that  it  figures  out  infinitesimally  in  the 
deal — that  is,  in  the  average  deal;  I  would  not  say  infinitesimally, 
either,  but  I  would  think  that  the  average  cotton  man  in  the  South 
under  this  hed^e  s^rstem  figures  to  make  50  cents  to  $1  a  bale  on  his 
cotton,  and  he  is  willing  to  take  that;  he  will  do  it  gladly,  to  be  able 
to  know  exactly  ^' where  he  is  at.'^ 

The  Chairman.  I  am  not  questioning  the  locus  of  the  charges  that 
are  made  in  handling  the  actual  cotton,  but  I  was  only  figurmg  that 
it  several  times  the  total  crop  of  cotton  is  sold  every  year  on  the 
exchange,  and  a  charge  is  mad!e  for  the  transfer  of  everjr  bale,  it  must 
in  the  aggregate  amount  to  a  good  deal  of  money  which  somebody 
must  pay,  and  I  was  wondering  who  paid  it. 

Mr.  Neville.  There  will  be  other  witnesses  following  Mr.  Cone, 
from  whom,  perhaps,  you  could  draw  that  information  in  a  more 
detailed  way  than  you  could  get  it  from  Mr.  Cone,  and  perhaps  more 
to  your  satisfaction. 

The  Chairman.  Verv  well. 

Mr.  Cone.  Persondly,  all  I  could  say  to  that  is  that  I  believe  in 
live  and  let  live.  I  think  everybody  ought  to  have  a  chance  to  make 
some  money. 

The  Chairman.  Do  any  members  of  the  committee  wish  to  ask  the 
witness  any  questions? 

Mr.  Cocks.  Do  you  think  that  if  dealings  in  futures  were  pro- 
hibited by  law  the  exchange  would  go  out  of  business? 

Mr.  Cone.  If  in  this  country  alone  thev  were,  and  nothing  was 
done  to  prohibit  foreign  dealings,  we  woula  necessarily  be  compelled 
to  deal  m  foreign  countries.  Oi  course,  I  think  that  any  law  that 
was  passed  to  stop  future  dealings,  as  the  system  is  one  that  is  so 
beneficial  to  my  mmd  both  to  the  mills  and  the  cotton  dealers  and  the 
merchants,  would  have  to  be  a  most  radical  one. 

The  Chairman.  Do  you  beUeve  that  if  the  future  deals  were  pro- 
hibited it  would  be  possible  for  the  exchanges  to  exist  ? 

Mr.  Cone.  I  think  that  they  would  be  just  like  that  Galveston 
Exchange,  a  dead  letter,  sir.  I  think,  sir,  that  if  the  exchanges  ceased 
to  exist,  the  people  who  had  ample  means  to  pay  for  information  and 
get  information,  the  shrewd  merchants  and  shrewd  mill  men,  would 
eventually  control  the  situation,  and  I  do  not  think  that  the  farmers 
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would  be  one,  two,  three  in  the  control  of  it.  Lord  knows,  if  the 
Brazilian  Government  could  not  play  any  big  part  in  buying 
10,000,000  bags  of  coffee,  I  do  not  see  how  the  farmers  could  play 
much  of  a  part  in  the  final  economical  handling  of  a  situation  like  tnat. 

Mr.  Cocks.  Then  I  gather  from  your  remarks  that  if  futures  were 
prohibited  the  exchanges  would  practically  go  out  of  business  ? 

Mr.  Cone.  Yes,  sir. 

Mr.  Lever.  Do  you  think  that  the  Galveston  Exchange  would  be  a 
dead  letter  now  if  it  were  not  for  the  New  York  and  New  Orleans 
exchanges  ? 

Mr.  Cone.  I  do  not  think  under  any  situation  as  it  now  exists  in 
this  country  that  the  Galveston  Exchange  ever  had  any  chance  to  be 
anything  in  the  shape  of  governing  cotton  or  having  any  influence 
in  governing  the  price  of  cotton.  In  the  first  place,  when  it  comes 
to  regarding  fluctuations  in  cotton  we  first  turn  our  eyes  to  Lan- 
cashire, to  Slanchester  or  Liverpool,  England,  which  give  the  infor- 
mation as  to  what  is  going  on  in  Lancashire.  I  do  not  Know  whether 
you  gentlemen  noticed  a  little  thing  that  happened  last  week,  which 
shows  you  one  thing  that  influences  the  market.  For  personal 
effect  some  scoundrel  reported  or  spread  the  rumor -in  New  York 
that  there  was  sold  in  Lancashire  30,000  bales  of  cotton,  on  top  of 
an  enormous  day's  business  of  18,000  bales.  In  other  words,  one 
day  last  week  there  was  reported  48,000  bales  of  actual  cotton  sold 
in  Liverpool  to  Lancashire  mills.  The  market  shot  up  on  that,  for 
the  reason  that  we  thought  that  now  we  were  goixig  right  into  the  20- 
cent  line.  I  myself  bought  a  few  bales  on  the  strength  of  Ihat. 
The  next  morning  it  was  denied,  and  the  market  broke  right  down 
to  where  it  was  before;  but  it  has  since,  through  its  own  sheer  strength, 
recovered. 

Mr.  Lever.  By  whose  buying  was  the  market  shot  up  in  that  wa^? 

Mr.  Cone.  It  may  have  been  by  people  who  wanted  futures,  it 
may  have  been  by  people  who  were  short  of  cotton,  or  it  might  have 
been  by  some  dealer  wno  had  gone  open  on  his  contracts.  The  Lord 
knows  what  it  could  have  been  from.  There  was  one  thing  astonish- 
ing to  me  in  that  last  break,  and  that  was  where  all  the  millions  of 
bales  of  cotton  came  from  that  were  dumped  on  the  market  in  New 
York  in  that  panic.  Where  they  came  from  is  something  that  I  can 
not  get  through  my  mind. 

Mr.  Lever.  I  talce  it  this  information  of  this  large  sale  of  cotton  in 
Lancashire  and  this  immediate  jump  in  the  price  of  cotton  took 
place  in  a  very  short  time,  and  I  was  curious  to  know  whether  or  not 
the  information  had  reached  the  mills  down  in  the  country  in  South 
Carolina,  and  in  Massachusetts,  and  whether  the  buying  came  from 
them  or  from  the  exchange. 

Mr.  Cone.  Where  that  rumor  originated  I  do  not  know;  but  I 
want  to  say  this:  That  there  is  more  honor  to  a  minute  in  Wall  street 
and  in  Beaver  street  than  there  is  in  the  heart  of  the  country. 

Mr.  Lever.  I  guess  they  would  be  proud  to  hear  you  make  that 
statement. 

Mr.  Cone.  That  is  my  opinion,  and  I  can  give  testimony  to  prove  it. 

Mr.  Lever.  My  idea  was  this:  To  ascertain  whether  the  sudden 
jump  in  the  price  of  cotton,  due  to  the  information  you  had  on  the 
exchange,  was  from  the  buying  of  the  people  of  the  mills  and  men 
interested  in  spot  cotton,  or  from  buying  of  men  interested  in  cotton 
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for  speculative  purposes.  That  is  a  straight  question,  and  I  would 
be  glad  to  have  you  answer  it. 

Mr.  Cone.  Pardon  me,  I  am  down  in  North  Carolina,  and  what 
you  want  here  is  facts,  and  facts  in  reply  to  that  question  I  am 
unable  to  give. 

Mr.  Lever.  You  are  unable  to  give  them  I 

Mr.  Cone.  Yes;  but  I  do  know  this:  That  I  bought,  myself,  a 
few  hundred  bales  on  the  strength  of  that  canard,  and  as  soon  as  I 
found  out  it  was  false  I  sold  that  cotton. 

Mr.  Lever.  You  were  telegraphed  to  I 

Mr.  Cone.  Yes,  sir.  But  I  want  to  say  this:  That  that  is  no 
reflection  by  any  means  on  the  honor  of  the  average  member  of 
those  exchan^,  because  they  are  as  high-toned  a  body  of  men  as 
live  in  the  United  States. 

Mr.  Lever.  I  do  not  doubt  that,  because  I  know  some  of  these 
men  in  a  personal  way. 

Let  me  ask  vou  another  question.  You  seemed  to  be  solicitous 
about  the  small  dealer  or  buyer,  because  under  a  system  without 
future  dealings  he  would  not  be  able  to  hedge.  Is  it  possible  now 
for  vou  to  borrow  money  on  your  hedges  from  banks? 

Mr.  Cone.  No,  sir.    The  bank  will  lend  me  money  on  my  cotton. 

Mr.  Lever.  On  the  actual  cotton? 

Mr.  Cone.  On  the  actual  cotton;  and  it  will  lend  me  more  money 
on  that  actual  cotton  than  it  would  lend  me  if  I  were  unable  to  hedge. 

Mr.  Lever.  Does  the  little  buyer  get  that  advantage? 

Mr.  Cone.  Where  he  is  known  to  be  a  man  that  is  lionest  and  of 
high  moral  character,  in  my  section  he  gets  it  to  whatever  degree 
those  considerations  entitle  him  to.  I  loiow  one  man  in  my  town 
who  is  worth  less  than  $500  who  was  able  to  borrow  money  on  cotton 
amounting  to  $8.000. 

Mr.  Lever.  What  advantage  do  you  get  on  your  cotton  fro;n  the 
fact  that  you  can  hedge? 

Mr.  Cone.  I  know  tnat  I  am  able  to  borrow  within  10  per  cent  of 
its  worth,  and  I  believe  that  that  banker  would  not  lend  me  within 
more  than  25  per  cent  of  its  worth  if  it  was  not  for  that,  unless  it 
might  be  through  a  consciousness  that  I  am  good  for  whatever  I  do. 
But  even  then  1  am  sure  he  would  want  20  per  cent  leeway  if  I  were 
not  able  to  hedge. 

Mr.  Lever.  Does  the  cotton  buyer  give  to  the  banker  any  assurance 
of  the  fact  that  he  is  hedged?     Does  tne  banker  ask  that  of  him? 

Mr.  Cone.  The  banker  is  assured  by  me,  I  know,  when  I  go  to 
make  trades,  that  I  am  hedged. 

Mr.  Lever.  That  you  are  hedged? 

Mr.  Cone.  Yes. 

Mr.  Lever.  You  think,  then,  that  the  destruction  of  the  exchange 
would  iniUtate  very  mucn  against  the  small  buyer  because  he  could 
not  borrow  the  same  amount  of  money  if  he  could  not  hedge? 

Mr.  Cone.  Let  me  give  you  an  illustration  of  what  I  think  would 
happen.  I  buy  cotton  from  a  little  concern  in  Alabama  that  Dun's 
or  6radstreet's  does  not  show  to  be  worth  more  than  $50,000  or 
$75,000.  That  concern  has  been  doing  business,  and  it  handles 
upward  of  50,000  bales  of  cotton  a  year,  and  has  been  doing  it  for 
quite  a  period  of  years.  Dun's  and  Bradstreet's  do  not  show  them 
to  be  worth  more  than  $50,000  or  $75,000,  so  that  you  may  judge 
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that  they  handle  it  on  a  very  minimum  of  profit,  handling  that  much 
cotton.  There  is  no  dajr,  1  would  venture  to  say,  in  my  iudmient. 
that  any  cotton  fanner  will  bring  cotton  to  that  man  but  what  ne  will 
buy  it,  even  if  he  thinks  the  mareet  is  going  all  to  pieces,  at  a  reason- 
able price  and  on  a  very  small  margin.  The  other  dav  I  got  a  letter 
from  that  man.  Ordinarily  he  has  borrowed  from  his  banks  $250,000 
on  his  cotton,  and  he  was  such  a  bull  he  took  the  pains  to  write  me 
this  letter.  He  said;  ''Now  I  have  less  than  $20,000  borrowed,  and 
that  is  on  customers'  cotton."  It  is  not  even  a  question  of  his 
hedging.  I  think  it  is  the  fact  that  that  banker  knows  he  has  the 
opportunity  to  hedge  that  enables  him  to  borrow  that  amoimt  of 
money.  In  other  words,  with  cotton  at  15  cents  a  poxmd,  do  you 
think  that  banker  would  he  a  safe  banker  if  he  did  not  require  a  great 
margin  when  the  average  price  of  cotton  for  years  has  not  been  more 
than  about  10  or  11  cents?  If  he  would  lend  money  on  that  cotton, 
do  you  not  think  he  would  be  a  poor  banker  if  he  would  lend  close 
up  on  it  now!  What  would  be  the  result  if  that  banker  did  not 
know  that  this  man  has  the  opportimity  to  hedge,  whether  he  hedges 
or  not?  I  do  not  believe  that  really  enters  into  the  question  at  all, 
when  you  come  right  down  to  it,  whether  he  really  does  hedge  or  not. 

Mr.  Lever.  I  thought  that,  too. 

Mr.  Cone.  But  the  very  fact  that  that  man  could  not  hedge  would 
make  the  banker  demand  so  much  margin  that  that  man  would  have 
to  pay  less  for  his  cotton.  He  would  not  pay  the  farmer,  I  do  not 
beheve,  with  cotton  at  15  cents,  over  13J  cents  for  his  cotton.  I  know 
I  would  not  do  it. 

Mr.  Lever.  I  may  be  wrong  about  this,  because  I  admit  consid- 
erable ignorance  about  the  operations  of  the  exchange.  A  hedge 
represents  only  so  much  margin  put  up  with  the  banker  or  with 
somebody  on  the  exchange? 

Mr.  Neville.  I  am  afraid  you  do  not  imderstand  the  meaning  of 
a  hedge.  A  hedge  is  a  contract  that  a  cotton  buyer  sells  to  protect 
himself  against  the  fluctuation  in  the  market;  that  is  a  selling  hedge. 
A  buying  hedge  is  one  that  a  merchant  buys  when  he  sells  the  cotton, 
100  bales  of  cotton  to  be  deUvered  at  some  future  time. 

Mr.  Lever.  I  understand  that.  This  is  the  question  I  want  to 
ask:  If  I  buy  and  hedge  100  bales  of  cotton,  I  put  up  against  that 
mj  check  or  note  or  money  for  $250  or  $500,  or  whatever  it  may  be, 
with  some  broker,  with  some  gentlemen  on  the  exchange,  so  that 
the  hedge  as  a  matter  of  fact  does  not  represent  actual  cotton,  but  it 
represents  so  much  money  out  of  the  pockets  of  some  one. 

Mr.  Neville.  I  beg  to  differ  with  you  on  that.  The  hedge  that  you 
buv  or  sell  there  represents  100  bales  of  cotton. 

Mr.  Lever.  One  nundred  bales  of  cotton? 

Mr.  Neville.  Yes;  and  the  money  you  put  up  there  is  in  the 
shape  of  a  margin. 

Mr.  Lever.  It  represents  actual  cotton? 

Mr.  Neville.  Actual  cotton,  and  the  money  you  put  up  is  the 
mamn  that  the  broker  exacts. 

A&.  Lever.  Who  has  the  cotton? 

Mr.  Neville.  Who  has  the  cotton? 

Mr.  Lever.  Yes. 

Mr,  Neville.  If  you  sell  it,  you  are  supposed  to  have  it.  You 
sign  a  notice  of  execution  in  which  you  agree  to  deUver  that  cotton. 
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Mr.  Leyeb.  That  is  a  supposition  contrary  to  the  fact  usually,  is 
it  not? 

Mr.  Neville.  No,  sir;  it  is  not.  But  we  will  develop  the  facts 
on  those  lines.  Pardon  me,  Mr.  Cone,  I  saw  you  were  a  little  bit 
mixed  on  that. 

Mr.  Cone.  This  is  a  branch  of  the  business  that  these  other  gentle- 
men can  give  you  better  than  I  can.  You  are  getting  me  on  the  cot- 
ton exchange  line  of  it  now  and  Mr.  Neville  can  explain  better  than 
I  can  on  tlmt.  But  I  will  say  this,  that  I  do  sell  cotton  futures  in 
New  York  at  times  with  the  intention  of  delivering  and  do  make  the 
actual  deliveries.  I  sell  the  hedges,  and  if  the  thmg  does  not  work 
so  I  can  buy  in  those  hedges  prontaoly,!  do  at  times  make  the  actual 
delivery  of  the  cotton. 

Mr.  Lever.  But  those  times  are  very  rare? 

Mr.  Cone.  I  wish  to  say  this:  The  man  that  I  sell  that  hedge  to 
has  an  actual  contract  from  me  and  unless  I  transfer  that  contract  to 
some  one  else  he  can  hold  me.  For  instance,!  bought  the  other  day 
1,500  bales  of  cotton  when  it  was  down  for  a  mill  in  North  Carolina. 
They  did  intend  to  demand  the  cotton  on  that  contract,  but  the  price 
of  futures  went  up  and  they  had  some  thousands  of  dollars  of  profit, 
and  they  could  not  resist  the  temptation  to  take  it.  But  whoever 
sold  that  1,500  bales  of  cotton  to  me  that  day — that  person  or  some 
one  who  would  have  taken  their  place — would  have  had  to  deliver 
me  1,500  bales  of  cotton. 

The  Chairman.  But  they  did  not  have  the  1,500  bales  at  the  time 
you  made  the  contract? 

Mr.  Cone.  That  I  do  not  know.  It  may  be  that  the  man  who  sold 
that  cotton  may  have  had  100,000  bales  or  cotton.     I  do  not  know. 

Mr.  Lever.  Just  in  Une  with  the  chairman's  question  let  me  ask 
you  this:  As  we  understand  it  now,  according  to  the  statement  of 
Mr.  Neville,  a  hedge  represents  actual  cotton? 

Mr.  Cone.  Yes. 

Mr.  Lever.  Now,  I  nodoe  here  on  January  28, 1910,  this  year,  the 
sales  on  the  New  York  Cotton  Exchange  amounted  to  450,000  bales 
of  cotton. 

Mr.  Neville.  Might  I  ask  what  statement  you  have  there? 

Mr.  Lever.  I  am  reading  from  the  New  York  Commercial  of 
Friday,  January  28,  1910. 

Mr.  Neville.  The  New  York  Commercial  has  nothing  to  do  with 
the  New  York  Cotton  Exchange.  In  fact,  there  is  not  a  representa- 
tive of  that  paper  allowed  on  the  floor  of  the  New  York  Cotton  Ex- 
change. 

Mr.  Lever.  Is  it  not  a  reputable  paper? 

Mr.  Neville.  I  do  not  know.  You  can  judge  what  I  think  of  the 
paper  from  what  I  tell  you. 

Mr.  Lever.  All  right. 

Mr.  Neville.  As  to  what  newspapers  are,  I  will  leave  you  to  infer 
from  what  they  say  about  you  gentlemen  and  the  speeches  you  make 
or  the  opinions  you  express.  • 

Mr.  Lever.  I  should  like  to  ask  you  whether  or  not  you  deny  the 
fact  stated  here  that  on  this  day  sales  amounted  in  New  York  on 
the  New  York  Cotton  Exchange  to  450,000  bales? 

Mr.  Neville.  I  neither  affinn  nor  deny  it.  but  I  tell  you  that  that 
paper  has  nothing  to  do  with  the  New  i  ork  Cotton  Exchange,  and 
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none  of  its  staff  is  allowed  to  visit  the  floor  of  the  exchange.  That  is 
all  I  can  say. 

Mr.  Lever.  Do  you  know  whether  or  not  450,000  bales  passed  on 
that  day? 

Mr.  Neville.  I  do  not.     Neither  did  this  man. 

Mr.  Lever.  You  do  not  know  and  neither  does  this  man? 

Mr.  Neville.  No,  sir. 

Mr.  Lever.  It  is  shown,  however,  that  a  large  amount  of  sales  did 
pass  there? 

Mr.  Cone.  Pardon  me,  if  it  is  information  as  to  what  occurred  on 
the  floor  of  the  cotton  exchange  you  desire,  I  live  in  North  Carolina, 
and  I  rarely  go  to  New  York. 

Mr.  Lever.  You  are  a  member  of  that  cotton  exchange? 

Mr.  Cone.  Yes;  but  I  use  it  in  just  the  way  that  I  have  told  you 
gentlemen.  It  is  information  I  think  you  want.  I  think  you  are 
after  facts;  it  is  knowledge  that  you  want? 

Mr.  Lever.  Yes. 

Mr.  Cone.  And  that  knowledge  you  can  gather  far  more  satis- 
factorily from  other  gentlemen  here  than  you  can  from  me. 

Mr.  Cocks.  You  said  you  could  not  see  where  all  this  cotton  came 
from  that  was  dumped  on  the  market  after  the  slump  ? 

Mr.  Cone.  Yes. 

Mr.  Cocks.  That  was  unlimited,  was  it  not,  naturally? 

Mr.  Cone.  It  could  not  have  been  unlimited,  because  if  it  had  been 
unlimited  there  is  no  telling  how  low  it  would  have  gotten,  but  it  was 
dumped  in  enormous  quantities. 

Mr.  Cocks.  It  was  dependent  on  the  desire  of  the  individual  to  sell? 

Mr.  Cone,  Evidently  so. 

Mr.  Beall.  Mr.  Cone,  in  cotton  transactions,  from  the  time  that 
the  cotton  is  gathered  until  it  is  made  into  cloth,  there  is  a  certain 
amount  of  risk  due  to  fluctuations  in  the  market  and  other  causes  ? 

Mr.  Cone.  Yes. 

Mr.  Beall.  I  understand  that  the  cotton  dealer,  the  cotton  mer- 
chant like  yourself,  hedges  to  eUminat^  that  risk  so  far  as  he  is 
concerned  ? 

Mr.  Cone.  When  he  sells  forward  cotton;  yes. 

Mr.  Beall.  The  mill  man  when  he  buys  cotton  hedges  to  eliminate 
the  risk  so  far  as  he  is  concerned  ? 

Mr.  Cone.  To  quite  a  degree,  sir. 

Mr.  Beall.  Now,  who  nnaUy  assumes  that  risk?  It  is  shifted 
from  the  dealer  who  buys  the  cotton,  it  is  shifted  from  the  mill  man 
who  buys  the  cotton;  upon  whom  does  it  finally  fall? 

Mr.  Cone.  Pardon  me;  as  I  said  awhile  ago,  there  is  in  existence 
right  now  in  the  world  some  millions  of  bales  of  cotton;  I  do  not 
know  exactly  how  much,  but  statistics  will  show  probably  six  or 
seven  million  bales,  or  maybe  more.  But  the  mill  man  hedges 
against  that  cotton  to  a  very  great  degree,  particularly  the  cotton 
that  is  held  by  the  cotton  merchants,  particularly  as  to  the  cotton 
that  is  held  by  the  mill  against  which  it  has  no  orders  on  hand,  and 
in  such  cases  he  puts  out  his  hedges.  When  he  sells  his  cloth  he 
buys  in  those  hedges.  There  are  at  times  millions  of  bales  on  which 
hedges  are  given. 

-AS  against  that,  take  myself.  I  represent  the  other  side  of  the 
question.  On  the  other  hand  I  have  cotton  sold  for  March,  April, 
May,  June,  and  July  shipment. 
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Mr.  Beaix.  Against  which  you  have  hedged? 

Mr.  Ck)NE.  Against  which  1  have  hedged  some  of  those  futures 
which  those  men  have  sold.  If  the  market  goes  down,  the  mill  man 
who  sold  his  hedges  will  have  to  reduce  the  price  of  his  cloth,  but  he 
is  protected  in  the  price  of  his  future.  If  the  market  goes  down,  I  will 
lose  on  my  future,  out  against  that  I  have  got  my  spot  cotton.  I  can 
reverse  the  illustration  and  put  it  just  the  other  way. 

Mr.  Beall.  In  that  event  you  will  be  protected  through  your 
hedging? 

Mr,  Cone.  Yes. 

Mr.  Beall.  And  the  mill  man  will  be  protected  through  his  hedg- 
ing? 

Mr.  Cone.  Yes. 

Mr.  Beall.  Is  it  not  a  fact  that  everybody  that  has  to  deal  with 
cotton  is  in  position  to  protect  himself  against  these  fluctuations 
except  the  man  who  produces  the  cotton  on  one  side  or  the  consumer 
of  the  cotton  product  on  the  other? 

Mr.  Cone.  No,  sir. 

Mr.  Beall.  Have  they  any  way  of  protecting  themselves? 

Mr.  Cone.  Yes. 

Mr.  Beall.  How? 

Mr.  Cone.  In  the  first  place,  I  buy  every  year  in  the  spring  of  the 

J  ear — and  in  fact  I  will  buv  right  now  from  these  gentlemen,  even  if 
thought  the  market  would  go  to  10  cents  to-morrow — the  cotton; 
that  is,  if  they  will  eive  me  a  legal  contract  and  show  that  they  are 
able  to  stand  up  to  tneir  contract  I  would  be  glad  to  buy  their  cotton 
from  them  to-ciay,  even  though  I  beheved — which  I  do  not  believe — 
that  the  market  will  go  down.  As  I  have  on  my  books  short  con- 
tracts for  spot  c5tton,  just  so  I  have  on  my  books  long  contracts  for 
spot  cotton.  At  times  I  am  able  to  pick  up,  down  South,  for  forward 
snipment,  some  of  this  cotton.  In  fact,  1  bought  just  the  other  day 
at  Milledgeville  some  middling  cotton  at  15f  cents.  I  balance  that 
in  my  day's  trading  against  my  possession,  and  if  my  books  do  not 
make  a  balance  with  the  spot  cotton,  I  even  it  up  with  futures.  I 
bought  that  cotton  from  that  man  for  March  shipment.  This  buyer 
in  MilledgevLQe,  Ga.,  wired  me  that  he  had  this  cotton  to  sell.  I 
wired  him  that  I  could  use  that  cotton  for  shipment  March  1.  He 
wired  back  that  he  would  accept  my  offer.  Tnat  goes  on  the  other 
side.     Where  I  have  got  cotton  sold  I  have  got  cotton  bought. 

Mr.  Beall.  As  I  understand  you,  you  can  protect  yourself;  but 
who  finally  accepts  this  risk?  In  the  transaction  you  make  you 
protect  vourself  by  hedging,  but  that  does  not  lessen  the  risk  tnat 
somebody  has  to  assume.     Upon  whom  does  that  risk  finally  fall? 

Mr.  Cone.  The  risk  of  what? 

Mr.  Beall.  The  risk  of  this  fluctuation  in  the  market,  the  very 
risk  against  which  you  guard  when  you  hedge? 

Mr.  Cone.  Pardon  me;  in  the  first  place  l  do  not  believe  farmers 
would  raise  cotton  unless  thev  could  make  money  by  raising  it. 

Mr.  Beall.  Were  you  in  tne  cotton  business  in  1893,  1894,  1895, 
and  1896?    Did  they  make  money  at  that  time? 

Mr.  Cone.  I  was  not  in  the  cotton  business  at  that  time.  Last 
spring  I  would  not  deal  with  the  farmers  themselves,  but  with  mer- 
chants of  standing.  I  have  particular  reasons,  which  nobody  has 
questioned  me  about,  but  whicn  I  am  itching  to  be  questioned  about, 
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why  I  did  not  deal  with  the  farmers.  I  dealt  with  merchants  of 
standing  and  I  bought  a  world  of  cotton  last  spring  at  9.60  cents.  I 
told  those  gentlemen  ''I  believe  cotton  is  going  to  15  cents;*'  but  the 
more  I  tried  to  tell  them  that  I  thought  cotton  was  going  up,  the  more 
they  thought  I  had  an  ulterior  motive  in  view — except  a  few  who 
knew  me  well.  The  first  15,000  bales  that  I  bought  cost  me  less  than 
10  J  cents,  and  it  looks  to  me  like  they  would  not  have  sold  me  that 
cotton  unless  they  thought  they  would  make  money  out  of  it. 

Mr.  Beall.  You  thimc  that  answers  the  question  as  to  where  the 
risk  finally  falls? 

Mr.  Cone.  Well,  as  far  as  the  risk  is  concerned,  as  I  understand  it, 
the  exchange  eliminates  risks  as  much  as  possible. 

Mr.  Beall.  As  to  whom? 

Mr.  Cone.  As  applies  to  all  men  who  will  avail  themselves  of  the 
benefit  of  that  excnange.  These  gentlemen  here  can  avail  themselves 
just.asldo. 

Mr.  Beall.  Then  the  farmer  in  order  to  eliminate  the  risk  would 
have  to  go  onto  the  exchange  and  buy  or  sell  future  contracts  as  you 
do,  to  protect  himself? 

Mr.  Cone.  Not  necessarily.  He  could  come  to  me  or  go  to  the 
mill.  If  he  will  pay  me  the  brokerage  of  50  cents  a  bale  I  will  sell 
his  cotton  for  him  to  some  mill,  and  I  will  sell  his  cotton  to-day  at 
15.50  to  16  cents  and  let  him  have  the  mill  contract.  All  I  want  is 
50  cents  a  bale  brokerage,  and  I  do  it  in  some  instances  for  25  cents 
a  bale.     He  can  eliminate  his  risk  to-day  if  he  wants  to. 

Mr.  Haugen.  Is  it  not  a  fact  that  the  risk  falls  on  the  speculator? 

Mr.  Cone.  There  is  doubtless  some  money  lost  by  speculators, 
but  I  think  speculators  deserve  to  lose. 

Mr.  Haugen.  That  is  not  an  answer  to  the  question.  Will  you 
try  to  give  an  answer  to  the  question  asked  by  Mr.  Beall,  as  to  where 
the  risk  falls? 

Mr.  Cone.  If  it  is  the  proportion  you  want  to  know,  that  falls  on 
speculators.  I  do  not  think  any  living  man  can  answer  it  or  come 
anywhere  near  answering  it.  Humamty  is  humanity,  and  whether 
they  invest  in  real  estate  or  in  cotton  futures,  or  gram  futures,  or  in 
the  actual  grain  or  cotton  itself,  either  the  one  way  or  the  other, 
they  are  going  to  take  the  chance  for  profit. 

The  C^iRMAN.  It  is  the  lambs  that  pay  most  of  it,  is  it  not? 

Mr.  Cone.  Of  course,  any  man  who  loses,  whether  he  be  a  smart 
man  or  not,  is  a  lamb.  The  smartest  man  that  I  ever  knew  in  my 
life  went  broke  on  futures;  but  he  went  to  work  and  made  another 
fortune,  although  he  did  not  make  it  in  futures,  and  he  afterwards 
made  a  pile  of  money  in  futures. 

Mr.  Beall.  How  long  would  the  cotton  exchanges  in  New  York 
and  New  Orleans  last  if  they  only  bought  and  sold  among  themselves? 

Mr.  Cone.  Well,  sir,  if  we  gentlemen  locked  ourselves  in  this  room 
here  and  confined  ourselves  to  trading  among  one  another,  I  think  we 
would  soon  lose  the  fun  of  it. 

Mr.  Beall.  I  rather  think  so,  too.  You  are  largely  dependent  upon 
the  outside  supply  of  lambs  in  order  for  the  exchanges  to  prosper,  are 
you  not? 

Mr.  Cone.  Well,  sir,  that  does  not  necessarily  follow. 

Mr.  Beall.  Does  it  not  take  three  kinds  of  people  to  make  a  pros- 
perous exchange — bulls  and  bears  and  lambs? 
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Mr.  Cone.  As  I  showed  you  a  while  ago,  this  mill  man  can  make 
money  on  his  cloth,  and  I  can  make  money  on  the  cotton.  The  mill 
man  can  have  sold  and  I  can  have  bought  that  cotton,  and  we  both 
make  monev^  and  yet  at  the  same  time  he  would  have  paid  me  the 
balance  for  his  over  profit  by  having  hedged.  I  could  show  you  trans- 
actions on  the  cotton  exchange  where  we  all  made  money;  and  it  is 
not  necessary  to  have  lambs,  and  Mr.  Neville  or  any  of  these  cotton 
exchange  men  can  prove  that  to  you.  There  are  propositions  where 
they  can  all  make  money. 

Mr.  Beall.  I  understood  you  to  say  that  Mr.  Patten  could  comer 
the  spot  cotton  market.    Has  anybody  ever  cornered  the  spot  market  ? 

Mr.  Cone.  I  believe  there  have  been  successful  comers  carried,  but 
only  once  or  twice.  I  think  that  Brown  and  Hayne  some  few  years 
ago — ^I  have  forgotten  the  exact  year — successfully  carried  cotton  and 
maintained  it  up  about  13.75,  or  somewhere  up  there^  but  they  never 
could  have  done  it  if  the  supply  and  demand  situation  had  not  been 
with  them. 

Mr.  Beall.  What  happened  to  Brown? 

Mr.  Cone.  I  do  not  Imow,  sir.    What  happened  to  him? 

Mr.  Beall.  Yes. 

Mr.  Cone.  I  do  not  know  what  you  mean.  Did  he  go  broke  after- 
wards? 

Mr.  Be  ALL.  Yes,  he  did. 

Mr.  Cone.  If  he  did,  I  do  not  know  it. 

Mr.  Beall.  I  thought  somebody  of  that  name  once  attempted  to 
raise  the  price  of  the  cotton  market  and  met  with  sudden  disaster. 

Mr.  Cone.  I  will  tell  you,  some  of  the  smartest  men  I  have  ever 
known  have  tried  to  comer  the  cotton  market  and  went  broke  at  it. 
As  smart  a  man  as  far  as  classical  intelligence  goes,  as  ever  lived, 
tried  it  and  went  broke  at  it.  I  do  not  think  any  man  ever  was 
Theodore  Price's  superior,  and  I  have  heard  of  him  going  broke  on 
more  than  one  occasioiv 

Mr.  Lever.  You  have  spoken  during  your  remarks  of  the  law  of 
supply  and  demand? 

Au-.  Cone.  Yes. 

Mr.  Lever.  Do  you  think  that  the  law  of  supply  and  demand  had 
anything  to  do  with  the  transactions  on  the  New  York  Cotton  Ex- 
change during  the  month  of  January? 

Mr.  Cone.  Yes;  if  it  had  not  been  for  the  law  of  supply  and  demand 
there  is  no  telling  how  low  cotton  would  have  gotten.  For  instance,  * 
take  the  mills  that  I  sell  cotton  to.  Knowing  that  that  cotton  was 
too  cheap,  they  bought  cotton  from  me  at  a  price  that  I  could  afford 
to  seD  them  that  cotton  at  because  we  dealt  with  the  law  of  supply 
and  demand.  In  other  words,  we  felt,  we  knew,  we  could  get  cotton 
cheaper  right  there  than  anywhere  in  the  world.  I  could  not  buy 
from  these  farmers  for  15  cents,  but  they  wanted  cotton  for  March, 
April,  May,  and  June  shipment.  I  sold  them  cotton  at  14f  cents 
that  I  could  not  buy  at  that  time,  and  I  never  have  been  able  to  buy 
it  at  that  price. 

Mr.  Lever.  So  that  you  have  not  got  the  cotton  now? 

Mr.  Cone.  I  have  not  got  the  cotton  now,  except  in  such  instances 
as  I  mentioned,  where  I  bought  that  cotton  in  Milledgeville;  but  I 
bought  that  cotton  on  the  New  York  market  because  that  New  York 
contract  meant  a  certain  thing  to  me  and  I  knew  that  that  meant 
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actual  cotton;  and  I  sold  actual  cotton;  and  that  is  what  that  contract 
means,  when  you  look  at  it  face  to  face,  in  all  its  trueness. 

Mr.  Leveb.  I  understood  vou  to  say  that  you  did  not  have  the 
cotton;  and  if  you  were  called  upon  this  moment  to  dehver  that 
cotton,  could  you  do  it? 

Mr.  Cone.  My  contract  does  not  specify  for  shipment  in  the 
month  of  February;  but  if  that  mill  were  to  ask  me  for  that  cotton 
to-day  I  would  be  delighted  to  give  it  to  them.  And  why?  Because 
I  can  buy  the  cotton  cheaper  proportionately  to-day,  probably, 
than  I  can  later  on.  Anyway,  one  thing  I  do  know,  that  that  cotton 
I  sold  at  14f  cents  I  can  pay  15.75  cents  for  to-day — in  fact,  I  can  pay 
16  cents  for  it  to-day  and  make  money  on  it. 

Mr.  Leveb.  But  m  the  meantime  you  have  got  to  go  out  and 
scrape  up  that  cotton  and  get  it  somewhere  to  be  deUvered  at  a  time 
in  the  future? 

Mr.  Cone.  Yes;  and  that  puts  me  at  the  mercy  of  these  gentlemen, 
and  I  am  glad  to  be  at  their  mercy. 

Mr.  Leveb.  And  the  only  guaranty  you  have  with  the  man  with 
whom  you  have  your  contract  is  your  own  financial  standing? 

Mr.  Cone.  Yes;  I  suppose  so.  I  do  not  know  the  reverse.  I  do 
know  that  they  are  glad  to  have  my  contracts,  and  they  know  that 
when  the  time  comes,  if  I  have  to  pay  40  cents  a  pound  for  that 
cotton,  they  will  get  the  cotton. 

Mr.  Leveb.  Yes;  they  risk  you  because  you  are  a  man  of  financial 
standing. 

Mr.  Gone.  I  know  some  men  of  financial  standing  in  my  community 
that  could  not  get  the  contracts  I  could  get,  that  are  worth,  maybe, 
more  money  than  I  am. 

Mr.  Leveb.  That  is  due,  of  course,  to  your  good  moral  standing, 
then.  Now,  the  Government's  estimate  or  the  cotton  crop  was  made 
along  about  the  1st  of  December  and  it  gave  us  a  crop  or  10,000,000 
bales.  Upon  that  estimate  the  cotton  went  up  in  January  to  16.50, 
or  approximately  that.  During  the  month  of  January  there  was  a 
tremendous  drop  in  cotton  of  $15  a  bale.  Your  proposition  is  that 
this  law  of  supply  and  demand  governs  the  situation.  You  had,  all 
through  the  month  of  January,  one  side  of  it.  You  knew  the  supply. 
The  only  question  involved  was  the  demand.  Yet  cotton  broke  $15 
a  bale. 

Mr.  Cone.  I  beg  your  pardon,  cotton  did  not  break  $15  a  bale; 
futures  broke. 

Mr.  Leveb.  Were  these  future  transactions  legitimate  or  illegiti- 
mate transactions? 

Mr.  Cone.  I  could  not  say  that,  but  I  do  know  that  it  paved  the 
way  for  future  transactions  that  are  of  unquestioned  benefit  for 
cotton.  It  enabled  me  to  sell  the  mills  cotton  and  to  sell  futures 
against  it  which,  if  the  market  had  not  righted  itself,  I  would  have 
gone  to  New  York  and  demanded  the  cotton  on  my  contract. 

Mr.  Leveb.  We  have  understood  that  your  hedging  is  in  actual 
cotton. 

Mr.  Cone.  Yes. 

Mr.  Leveb.  Do  you  mean  to  tell  the  committee  now  that  all  of  the 
enormous  fluctuation  in  the  month  of  January  of  this  year,  when 
cotton  was  fluctuating  from  100  to  150  points  a  day,  was  due  to 
hedging? 
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Mr.  Cone.  No,  sir;  there  is  attached  to  this  business  speculation, 
as  we  all  know,  and  you  will  find  that  there  is  speculation  in  almost 
all  things  that  pertain  to  business. 

Mr.  Leveb.  Very  well. 

Mr.  Cone.  Whether  it  be  real  estate  or  whatever  it  is 

Mr.  Leveb.  I  will  not  pursue  that  line. 

Mr.  Bradford.  Will  the  gentleman  please  explain  briefly  the  dif- 
ference between  a  contract  that  represents  actual  cotton  and  one 
that  does  notf 

Mr.  Cone.  I  do  not  know  of  a  contract  that  does  not  represent 
actual  cotton  that  is  dealt  in  on  any  of  the  exchanges. 

Mr.  Bradford.  I  thought  you  said  that  January  speculation  did 
not  represent  actual  cottcm. 

Mr.  Cone.  The  way  I  should  have  said  it,  probably,  is  that  there 
are  speculators  who  never  have  any  idea  of  buying  or  selling  a  bale 
of  the  real  thing.  But  as  I  say,  that  is  a  matter  that  applies  to 
almost  anything.  I  have  known  men  to  buy  real  estate  for  a  value 
far  beyond  anvthing  they  would  be  able  to  pay  for  it,  and  sell  that 
real  estate  and  make  a  good  profit  on  it. 

Mr.  Bradford.  Is  it  true  or  not  that  those  contracts  which  you 
say  represent  the  actual  cotton  and  those  which  you  say  are  purely 
speculative  were  all  made  on  the  same  board  and  durmg  the  same 
oayt 

Mr.  Cone.  Pardon  me,  if  I  said  there  was  a  contract  that  does  not 
represent  actual  cotton,  I  misstated  what  I  was  attempting  to  say. 
Every  contract  that  is  made  represents  actual  cotton;  out,  to  make 
myself  clear,  there  are  speculators. 

Mr.  Lever.  Do  they  nave  a  special  contract? 

Mr.  Cone.  No,  sir;  they  have  the  same  identical  contract  that  I 
have. 

Mr.  Lever.  What  kind  of  a  contract  do  those  speculators  enter 
into  that  does  not  call  for  actual  delivery? 

Mr.  Cone.  They  enter  into  the  same  contract,  but  here  is  what  they 
will  do.  The  speculator  will  buy  a  contract;  say  he  buys  March  or 
May  cotton  at  15  cents  a  pound,  and  the  price  two  weeks  from  now 
is  15.50,  showing  him  a  profit  of  $250  on  hi^  100  bales.  He  may  seD 
it.  Suppose,  on  the  other  hand,  it  goes  down  to  the  last  of  February, 
notice  day.  You  have  these  cotton-exchange  men  here  who  can  tell 
you  better  than  I  can  how  this  thing  is  done.  When  notice  day  comes 
around,  if  that  man  does  not  want  to  take  that  cotton  and  notice  is 
tendered,  his  broker  will  immediately — but  Mr.  Neville  can  explain 
that.  Gentlemen,  ask  these  cotton-exchange  men.  [Great  laughter.] 
I  am  really  answering  questions  that  these  cotton-exchange  men  ought 
to  answer. 

Mr.  Nevllle.  You  are  doing  all  right. 

Mr.  Cone.  I  know  how  it  is,  but  I  am  trying  to  explain  that  which 
can  be  so  much  better  explained  by  somebody  else. 

Mr.  Heflin.  In  line  with  the  question  asked  by  Mr.  Lever  about 
the  transaction  on  the  exchange  in  cotton,  I  believe  you  said  this 
morning  that  all  these  transactions  were  in  cotton,  that  cotton  was 
to  be  delivered? 

Mr.  Cone.  All  of  which  transactions? 

Mr.  Heflin.  All  contracts  on  the  New  York  Cotton  Exchange. 

Mr.  Cone.  They  all  represent  cotton;  yes,  sir. 
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Mr.  Heflin.  The  only  bill  that  was  ever  reported  out  of  Congress, 
I  believe,  was  the  Hatch  bill,  and  the  report  on  that  bill  said  that  what 
the  great  body  of  producers  of  the  United  States  now  complain  of  is 
that  this  principle  of  deUvering  cotton  is  daily,  hourly,  and  almost 
universally  violated,  pretending  to  enforce  the  delivery  of  the  com- 
modity sold,  they  have  invented^  ways  and  means  and  methods  to 
evade  the  plain  provisions  of  their  own  laws  and  their  own  rules. 

Mr.  Neville.  Mr.  Cone  is  not  acquainted  with  that  business. 
You  could  get  that  information  from  him  in  a  round  about  way,  but 
the  gentleman  who  will  follow  will  give  it  to  you  much  better. 

l/b.  Heflin.  Very  well. 

Mr.  Lever.  We  understood  this  morning  that  there  had  been  an 
attempt  to  establish  a  future  market  exchange  at  Galveston  which 
had  failed  as  a  future  market  exchange,  but  that  there  does  exist 
there  a  kind  of  spot  exchange.  I  want  your  judgment  as  to  this 
question.  Do  you  believe  if  we  abolished  future  dealings  in  New 
X  ork  and  in  New  Orleans  there  would  not  grow  up  throughout  the 
cotton  belt,  at  Galveston,  Charleston,  S.  C,  Wilmington,  and  Bir- 
mingham, and  throughout  the  entire  cotton  belt,  various  spot-cotton 
exchanges  which  would  give  to  the  cotton  trade  all  of  the  functions 
now  given  to  it  by  the  present  system,  without  the  evil  of  the  present 
system? 

Mr.  Cone.  Personally  I  do  not  think  that  those  exchanges  would 
ever  amount  to  much.  I  believe  if  the  exchanges  were  put  out  of 
business,  the  spot-cotton  business  would  fall  into  the  hands  of  such 
men  as  George  H.  McFadden  &  Bro.,  whose  business  is  estimated  now 
to  be  upward  of  2,000,000  bales  of  cotton  a  vear.  It  would  fall  into 
the  hands  of  those  men,  and  there  are  a  number  of  other  such  dealers. 
There  are  some  merchants  that  now  handle  upward  of  500,000  bales 
of  cotton^  people  that  are  able  to  gather  information  and  to  handle 
their  busmess  m  large  volume,  systematically  and  most  economically, 
making  their  business  so  large  that  the  fixed  charges  would  be  less- 
ened and  at  the  same  time  making  their  business  so  large  that  they 
could  kind  of  keep  control  of  the  situation,  as  the  big  mill  corporations, 
of  which  there  are  some  very  large  ones,  and  the  big  spot  dealers,  do. 
I  believe  that  they  would  really  control  the  situation. 

Mr.  Lever.  And  that  these  exchanges  would  not  spring  up? 

Mr.  Cone.  I  believe  that  in  minor  degree  they  would  be  there,  but 
they  would  not  amount  to  very  much. 

Mr.  Lever.  Very  well;  thank  you. 

Mr.  Hughes,  of  Georgia.  I  wish  to  correct  what  seems  to  be  an 
erroneous  impression  made  upon  the  mind  of  Mr.  Cone,  Mr.  Chair- 
man, when  you  made  the  statement  that  you  had  received  200  letters 
on  tnis  subject  in  one  day.  Mr.  Cone  expressed  his  surprise  at  the 
indifference  of  the  producer  on  this  great  question.  I  wish  to  say  to 
Mr.  Cone  that  I  have  never  seen  the  producers  of  this  country  more 
interested  in  any  subject  ever  presented  to  Congress  than  upon  this 
important  question,  and  if  the  Members  of  Congress  were  to  answer 
all  the  letters  that  have  been  received  on  this  question,  they  would 
have  to  double  their  office  force  and  work  fifteen  hours  a  day. 

The  Chairman.  Are  there  any  further  questions? 

Mr.  Burleson.  No  questions  from  here. 

Mr.  Cone.  In  reply  to  that  I  can  refer  you  to  what  happened  to 
the  people  in  the  tune  of  the  house  of  Pugges.     I  want  to  say  that  I 
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would  not  have  hesitated  to  answer  the  question  of  Mr.  Lever  as 
appljdng  to  the  cotton  exchanges,  but  what  I  would  have  said  will 
be  said  so  much  better  by  others,  and  you  can  get  the  information  so 
much  better  from  other  gentlemen  here  who  are  thoroughly  con- 
versant with  the  subject. 

The  Chafrman.  I  am  quite  sure  that  the  committee  understands 
that  you  had  no  wish  to  avoid  or  refuse  to  answer  any  question. 

Mr.  Leveb.  We  understood  that. 

(At  4.30  o'clock  p.  m.  the  committee  adjourned  until  to-morrow, 
Friday,  February  11,  1910,  at  10.30  o'clock  a.  m.) 


CoMMrrTEE  ON  Agbicxjlture, 
House  of  Representativei^, 
WasMngton,  D.  (7.,  ^riday,  February  11, 1910. 

The  committee  met  at  10.30-  o'clock  a.  m.,  Hon.  Charles  F.  Scott 
in  the  chair. 

Mr.  Nevuxe.  Mr.  Chairman,  before  you  proceed  with  to-day's 
hearing  I  wish  to  correct  in  the  record  the  remark  I  made  in  reply  to 
Mr.  Lever  yesterday  regarding  the  representative  of  the  Commercial. 
After  we  left  here  yesterday  afternoon  I  got  to  talking  with  my  asso- 
ciates on  the  subject,  and  they  stated  that  while  I  was  away  last 
summer  he  had  made  the  correction  that  the  supervisory  committee 
asked  for,  and  the  paper  was  permitted  to  have  a  representative  on 
the  floor.  I  was  not  aware  of  that  at  the  time  I  made  my  remark  to 
Mr.  Lever. 

The  Chairman.  I  am  informed  that  Mr.  Latham,  of  Greensboro, 
desires  to  be  heard  this  morning.    We  are  ready  to  hear  Mr.  Latham. 

TESTIMONT  OF  MB.  J.  E.  LATHAM,  OF  OBEElSrSBOBO,  IT.  C. 

(Mr.  Latham  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Give  your  full  name  and  your  business  connec- 
tions to  the  reporter. 

Mr.  Latham.  J.  E.  Latham,  Greensboro,  N.  C.  I  am  a  cotton 
merchant,  a  cotton  manufacturer,  and  a  cotton  farmer. 

The  Chairman.  May  I  inquire,  Mr.  Latham,  whether  you  would 
prefer  to  make  your  statement  without  interruption,  and  then  have 
the  committee  ask  questions  afterwards? 

Mr,  Latham.  There  is  nothing  that  I  wish  to  address  the  com 
mittee  upon;  but  I  shall  be  very  glad,  indeed,  to  answer  any  questions 
that  anyone  may  wish  to  ask  upon  this  subject,  and  give  you  such 
information  as  1  may  have.     I  would  therefore  prefer  to  have  asked 
such  questions  as  gentlemen  may  desire  to  put. 

The  Chairman.  Have  you  any  statement  that  you  would  like  to 
volunteer  in  the  beginning? 

Mr.  Latham  No,  sir;  I  have  not.  I  have  not  prepared  anything 
on  that  line. 

The  Chairman.  I  beUeve  you  stated  that  you  are  a  cotton  broker, 
a  manufacturer,  and  a  grower? 

Mr.  Latham.  Yes,  sir. 

The  Chairman.  Which  one  of  those  interests  is  the  larger? 

Mr.  Latham.  That  of  a  cotton  merchant. 
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The  Chairman.  Do  you  handle  cotton  on  commission  for  the  most 
part,  or  do  you  purchase  outright  ? 

Mr.  IjAtham.  I  purchase-  outright,  principally.  I  do  a  very  small 
business  in  a  commission  way.  That  is  usually  done  by  agreement  at 
the  time.  I  do  not  publish  myself  as  a  commission  merchant.  I  am 
a  dealer  in  cotton. 

The  Chairman.  Do  jou  buy  from  the  farmer  direct? 

Mr.  Latham.  That  is  very  rarely  done  where  I  am  located  now, 
because  I  am  not  located  in  a  section  of  country  that  produces  cotton 
of  any  amount.  I  believe  my  county  only  produces  about  four  or 
five  hundred  bales;  and  that  is  produced  on  the  edffe  of  the  coimty, 
right  among  some  mills,  and  the  cotton  is  usually  sold  down  there. 

The  Chairman.  Then  you  buy  from  the  smaller  merchants  in  the 
smaller  towns? 

Mr.  Latham.  I  buy  from  the  merchants  all  over  the  South,  and  in 
every  State  in  the  South. 

The  Chairman.  What  is  your  practice  as  regards  hedging? 

Mr.  Latham.  I  find  that  the  hedging  of  purchases  or  sales  is  a  very 
useful  part  of  the  business  at  times  and  frequently  enters  into  it. 

The  Chairman.  To  what  extent  with  regard  to  your  purchases? 

Mr.  Latham.  Do  you  mean  as  compared  to  the  entire  volume? 

The  Chairman.  Yes. 

Mr.  Latham.  That  would  be  a  very  difficult  question  to  answer 
offhand;  but  I  should  say  that  in  the  case  of  at  Least  75  i>er  cent  of 
all  the  cotton  that  I  handle  I  hedge  a  future  against  it  on  one  side  or 
the  other. 

The  Chairman.  On  what  part  of  this  75  per  cent  would  you  say 
that  a  hedge  was  of  advantage  to  you,  and  on  what  part  does  it  cause 
you  a  loss? 

Mr.  Latham.  That  is  a  part  of  the  bookkeeping  of  the  business 
that  I  have  never  known  of  any  dealer  doing,  and  I  have  certainly 
never  done  it,  because  the  business  goes  into  the  common  mill.  That 
is,  I  am  either  long  or  short,  and  I  usually  make  my  hedges  to  pre- 
vent being  long  or  short;  and  when  I  close  out  100  bales  of  cotton  or 
500  bales  of  cotton  or  1,000  bales  of  cotton  it  may  not  have  any 
reference  to  that  particular  hedge,  and  it  may  be  melted  at  the  same 
time  into  a  relative  transaction. 

The  Chairman.  The  reason  I  ask  that  question  is  because  I  have  a 
great  many  letters  from  millers  who  say  that  while  they  formerly  did 
so,  they  have  now  abandoned  the  practice  of  hedging  in  the  grain 
market,  because  they  found  that  on  account  of  the  manipulation  of 
the  market  they  lost  more  frequently  than  they  gained.  1  wondered 
whether  the  cotton  merchants  had  had  a  similar  experience,  or 
whether  their  experience  was  the  reverse  of  that. 

Mr.  Latham.  1  will  venture  the  opinion,  sir,  that  in  the  case  of  the 
cotton  merchant  that  systematically  hedges  his  purchases  and  sales, 
and  is  sufficiently  acquainted  with  the  merits  of  the  different  hedging 
markets  of  the  world  (which  are  New  York,  New  Orleans,  and  Liver- 
pool), the  hedging  market  ought  to  be  of  advantage  to  him. 

The  Chairman.  May  I  inquire  if  you  deal  on  the  exchanges  in  any 
other  way  than  for  the  purpose  of  hedging? 

Mr.  Latham.  Do  you  mean  in  a  speculative  way? 

The  Chairman.  1  es. 

Mr.  Latham.  Yes;  I  have  speculated  in  cotton. 
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The  Chairman.  In  that  practice  do  you  execute  a  contract  which 
obligates  you  to  either  receive  or  deliver  cotton? 

;W&.  Latham.  Yes,  sir. 

The  Chairman.  The  contract  is  precisely  the  same  as  you  make  in 
the  ordinary  hedging  operation,  is  it? 

Mr.  Latham,   les,  sir;  the  same  contract. 

The  Chairman.  Do  jou  practice  hedging  as  a  manufacturer? 

Mr.  Latham.  Yes,  sir. 
.     The  Chairman.  Can  you  give  any  reason,  based  on  vour  observa- 
tion or  business  expenence,  why  the  cotton  trade  snould  have  a* 
future  contract,  that  does  not  also  apply  to  the  hay  trade  or  the  wool 
trade  or  the  iron  trade? 

Mr.  Latham.  I  think  I  might  suggest  some  reason  for  that.  In  the. 
first  place,  we  make  here  in  America  practically  the  cotton  product  of 
the  world.  We  make  a  large  part  of  it,  at  any  rate.  We  make  such 
a  large  proportion  of  it  that  65  or  70  per  cent  of  all  we  produce  here 
in  the  United  States  is  sent  out  of  the  country;  it  is  not  consumed 
here  in  the  United  States.  It  goes  out;  and  the  foreign  countries 
have  cotton  exchanges  that  deal  in  futures.  That  seems  to  be  one 
reason,  at  least,  why  we  should  have  cotton  exchanges.  But  another 
reason  is  this:  I  remember  that  you  asked  the  same  question  in  rela- 
tion to  hay  of  one  of  the  witnesses  you  had  here  before  you  yesterday. 
Hay  does  not  change  its  nature  in  any  respect,  but  when  it  is  sent  up 
to  the  market  it  goes  to  the  horse  or  to  tne  bull  yearling,  as  the  case 
may  be.  But  cotton  does  not.  A  manufacturer  buys  100  bales  of 
cotton  or  1,000  bales  of  cotton  or  10,000  bales  of  cotton,  according  to 
the  size  of  his  plant,  and  on  account  of  its  being  seasonable  goods  it 
is  necessarv  for  him  to  manufacture  that  cotton  in  the  spring  of  the 
year  to  sell  next  winter;  and  then,  again,  he  manufactures  in  the 
winter  time  to  sell  the  following  summer.  The  seasons  reverse  them- 
selves. Another  reason  is  that  there  are  so  many  different  kinds  of 
cotton.  Cotton  is  cotton  to  the  ordinary  mind;  but  there  are  great 
differences  between  the  various  grades  of  cotton  to  people  that  are 
informed.  The  gentlemen  here  from  Texas  will  particularly  bear  me 
out  in  that,  because  they  know  the  difference  between  the  length  of 
the  fibers  and  the  strength  of  the  fibers  and  things  of  that  kind,  more 
than  the  ordinary  man  does. 

The  Chairman.  And  yet,  when  the  cotton  is  purchased  by  the  mill 
it  is  always  bought  on  sample,  is  it  not? 

Mr.  Latham.  No,  sir;  it  is  not  always  bought  on  sample.  In  fact, 
I  do  not  suppose  5  per  cent  of  the  cotton  that  the  mills  buy  is  bought 
on  sample. 

The  Chairman.  The  mills  buy  without  knowing  what  they  are 
going  to  get,  do  they? 

Mr.  Latham.  No,  sir;  they  do  not.  They  buy  on  description,  and 
they  buy  from  good,  responsible  dealers  usually. 

Mr.  Burleson.  They  do  not  have  the  sample,  but  they  indicate  the 
grade. 

Mr.  Latham.  That  is  buying  on  description. 

The  Chairman.  The  description  is  equivalent  to  the  sample? 

Mr.  Latham.  Yes,  sir.  To  further  explain  my  idea,  suppose  that 
a  mill  is  using  full  inch  and  an  eighth  hard  staple  cotton.  It  would 
be  ruinous  to  the  product  of  that  mill  to  place  in  it  the  ordinary 
upland  cotton  that  we  get  from  Georgia  or  from  Carolina,  where  i 
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live.  It  would  be  equally  ruinous  to  put  in  the  inch  and  three-eighths 
cotton  or  the  inch  and  nve-sixteenths  cotton  that  would  come  from 
the  Mississippi  Delta  or  from  some  of  the  new  sections  in  Arkansas 
and  Texas.  The  mill  to-day  is*getting  an  opportunity  to  sell  its 
product  of  goods  six  months  in  advance.  I  do  not  know  what  other 
manufacturers  and  dealers  will  tell  you,  but  there  are  times  when  I 
can  not  buy  cotton  from  any  of  my  correspondents,  and  I  probably 
have  a  hundred  scattered  in  every  cotton  State  in  the  Union.  There 
are  times  when  I  inquire  for  500  bales  of  inch  and  an  eighth  good, 
middling  cotton,  and  do  not  receive  a  single  quotation.  If  that  busi- 
ness is  oflFered  to  the  mill  man  on  a  parity  which  ought  to  be  good, 
based  upon  the  known  quotations  of^  other  grades  of  cotton,  one  or 
the  uses  of  trading  in  futures  at  that  particular  point  would  be  for 
him  to  make  a  hedge  against  the  ordinary  contract  of  cotton,  so  that 
he  might  be  able  to  convert  his  contract  mto  the  extraordinary  grade 
of  cotton  as  soon  as  an  opportunity  presented  itself. 

The  Chairman.  And  yet,  the  fact  that  he  is  able  to  buy  a  future 
would  not  make  it  possible  for  him  to  get  cotton  when  the  cotton  was 
not  to  be  had? 

Mr,  Latham.  The  swing  of  cotton,  the  different  grades  and  the 
different  staples,  is  not  exactly  fixed,  but  it  is  nearly  so;  and  if  one 
goes  up,  the  other  is  apt  to  go  up,  too. 

The  Chairman.  Why  would  not  that  argument  apply  to  the  manu- 
facture of  wool?  Is  not  that  pretty  closely  aUied  to  the  manufacture 
of  cotton? 

Mr.  Latham.  I  do  not  know,  sir;  I  am  not  prepared  to  say  much 
about  that,  except  that  I  do  know  this:  Cotton  can  be  substituted 
for  wool,  but  I  do  not  believe  wool  will  ever  be  substituted  for  cotton. 

The  Chairman.  That  is  probably  because  wool  is  more  valuable 
than  cotton,  and  the  more  valuable  article  is  never  substituted  for  the 
less  valuable  one. 

Mr.  Latham.  Yes,  sir;  I  think  they  do  have  some  wool  exchanges. 
Whether  or  not  they  trade  in  futures  on  wool,  I  am  not  able  to  say. 
But  in  reading  the  Journal  of  Commerce,  or  some  of  the  papers  of  the 
country,  it  seems  to  me  I  have  seen  the  Boston  Wool  Exchange 
mentioned. 

The  Chairman.  I  think  there  are  no  futures  in  wool. 

Mr.  Latham.  No  futures  in  wool? 

The  Chairman.  At  least  that  is  the  information  I  have. 

Mr.  Latham.  I  am  not  prepared  to  say  whether  there  are  or  not. 

The  Chairman.  As  a  cotton  merchant,  I  should  like  to  inquire 
whether  you  find  pretty  free  competition? 

Mr.  Latham.  As  a  cotton  merchant? 

The  Chairman.  Yes. 

Mr.  Latham.  Yes,  sir;  it  is  very  warm. 

The  Chairman.  You  do  not  know  of  any  arrangement  by  which 
the  biff  cotton  dealers  divide  up  the  cotton  territory? 

Mr.  Latham.  I  do  not,  sir. 

The  Chairman.  Or  eliminate  competition  in  any  other  way? 

Mr.  Latham.  No,  sir;  I  do  not. 

Mr.  Hawley.  If  such  a  combination  existed,  would  you  know  it? 

Mr.  Latham.  I  can  not  answer  as  to  that,  sir.  It  might  exist 
without  my  knowledge,  but  it  does  not  exist  to  my  knowledge. 
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The  Chairman.  Speaking  for  yourself,  you  will  say  that  you  do  not 
have  any  understanding  with  any  other  cotton  merchant  whereby 
you  agree  to  pay  the  same  price? 

Mr.  LiATHAM.  I  do,  sir. 

The  Chairman.  On  any  given  day? 

Mr.  Latham.  I  do;  I  have  no  combination  with  anybody  with 
r^ard  to  handling  cotton. 

Mr.  Lever.  Right  on  that  point:  As  a  matter  of  fact,  all  cotton 
dealers  are  limited  bj  quotations  from  New  York,  are  they  not?  You 
buy  within  certain  limitations  during  the  day? 

Mr.  Latham.  I  would  not  say  that,  precisely,  for  it  certainly 
would  not  fit  my  case.  There  are  times  when  I  pay  relatively  a  ^at 
deal  more  for  cotton  than  it  is  worth  in  New  York;  and  sometimes 
I  pay  relatively  less  for  cotton  than  it  is  worth  in  New  York. 

MT.  Lever.  Is  that  the  usual  thing? 

Mr.  Latham.  That  is  not  the  usual  thing;  that  is  the  unusual 
thing. 

Mr.  Lever.  As  a  matter  of  fact,  you  are  usually  guided  by  the  quo- 
tations you  receive  from  New  York  from  time  to  time  during  the  day 
as  to  the  price  which  you  may  give  for  your  cotton  during  the  day? 

Mr.  Latham.  I  am  guided  bv  the  quotations  from  Liverpool  and 
from  New  York,  and  by  the  miU  orders  that  I  have  on  my  desk — the 
inauiries  that  I  have.    Those  three,  combined,  fix  the  market. 

Mr.  Lever.  Are  those  quotations  quotations  of  spots,  or  practically 
of  spots? 

Mr.  Latham.  That  guide  my  buying? 

Mr.  Lever.  Yes. 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  They  are  quotations  of  spots? 

Mr.  Latham.  They  are  quotations  of  spots*  yes,  sir. 

Mr.  Lever.  Those  that  you  receive  from  New  York  are  quotations 
of  spots? 

Mr.  Latham.  No,  sir.  Well,  I  do  sell  spot  cotton  to  New  York, 
merchants  occasionally,  and  I  also  buy  some. 

Mr.  Burleson.  I  did  not  catch  your  answer  as  to  whether  or  not 
your  buying  is  based  on  spots. 

Mr.  Latham.  My  answer,  sir,  is  that  the  prices  at  which  I  buy  or 
sell  are  based  upon  the  quotations  of  both  spots  and  futures — futures 
from  Liverpool  and  New  York  particularly  and  the  spot-cotton 
prices  that  come  into  my  oflBce  from  spinners  throughout  the  world. 

Mr.  Lever,  Do  Liverpool  and  New  York  furhish  you  quotations 
on  spots? 

Mr.  Latham.  I  think  they  do  daily;  yes,  sir, 

Mr.  Lever.  You  *' think  they  do  daily?" 
'    Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  It  does  not  make  enough  impression  on  your  mind  to 
make  you  know  that? 

Mr.  Latham.  Sir? 

Mr.  Lever.  The  quotations  that  you  receive  do  not  make  enough 
unpression  on  your  mind  to  make  you  know  that  you  receive  them 
dauy? 

Mr.  Latham.  Yes,  sir;  I  do  know  it. 

Mr,  Lever.  You  do  know  it? 

Mr.  Latham.  I  do,  sir. 
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Mr.  Lever.  Are  you  ffovemed  in  the  prices  you  pay  to  the  pro- 
ducer of  the  cotton  by  the  spot  quotations  or  the  future  quotations 
you  receive? 

Mr.  Latham.  By  both. 

Mr.  Lever.  By  both? 

Mr.  Latham.  Yes,  sir.  • 

Mr.  Lever.  To  which  do  you  ^ve  the  larger  influence? 

Mr.  Latham.  As  my  business  is  very  largely  in  spot  cotton,  I  am 
very  frequently  a  buyer  of  cotton  when  it  would  not  be  delivered  upon 
the  quotations  sent  out  by  the  New  York  or  Liverpool  cotton  ex- 
changes. I  very  frequently  sell  cotton  and  ship  it  to  New  York  and 
Liverpool  when  that  is  the  highest  market  in  the  world.  I  have 
done  so  this  year.  I  have  delivered  several  thousand  bales  of  cotton 
to  New  York  that  went  on  the  exchange  there  simply  because  that 
was  the  highest  market  in  the  world. 

Mr.  Lever.  As  a  matter  of  fact,  Mr.  Latham,  is  it  not  the  custom 
of  the  cotton  buyer  in  the  South  to  receive  his  quotations  from  New 
York  *'20  points  on*'  or  *'20  points  off,"  and  act  within  those  quota- 
tions? 

Mr.  Latham.  That  may  be  so,  sir.  There  are  so  many  different 
schemes  for  handUng  the  cotton  that  it  would  be  impossible  in  a  few 
hours  or  within  a  few  days  to  go  through  all  of  them. 

Mr.  Lever.  Is  it  not  so,  as  a  matter  of  fact? 

Mr.  Latham.  It  is  not  so  so  far  as  I  am  concerned. 

Mr.  Lever.  It  is  not  so  so  far  as  you  are  concerned? 

Mr.  Latham.  No,  sir. 

Mr.  Burleson.  Let  me  ask  you  a  question  right  there.  Mr. 
Latham,  are  or  are  not  the  majority  of  authorizations  you  receive 
for  the  purchase  of  cotton  based  upon  so  many  points  off  or  so  many 
points  on  futures? 

Mr.  Latham.  The  authorizations  that  I  receive? 

Mr.  Burleson.  I  am  speaking  of  the  authorizations  that  you  your- 
self receive  to  buy  cotton. 

Mr.  Mendelbaum.  He  means 

Mr.  Burleson.  Mr.  Latham  needs  no  assistance.  He  is  under 
oath,  and  I  ask  him  this  direct  question:  Do  not  the  majority  of 
authorizations  you  receive  to  buy  cotton  come  to  vou  to  buy  so  many 
points  on  or  so  manv  points  off  futures — New  York  futures,  too? 

Mr.  Latham.  I  will  answer  that  question  ^*No;"  but  I  wUl  state, 
further,  that  in  sending  out  my  own  orders  I  do  very  frequently  base 
them  on  that. 

Mr.  Burleson.  That  is  all. 

Mr.  Sims.  Let  me  ask  you  a  question  there.  What  time  in  the 
day  is  the  spot  quotation  posted  in  New  York? 

Mr.  Latham.  1  think  it  is  at  2  oVlock. 

Mr.  Sims.  Is  it  hot  a  fact  that  the  largest  amount  of  the  cotton 
business  is  done  everywhere  before  that  quotation  is  even  posted 
throughout? 

Mr.  Latham.  It  is  not  so  where  I  operate. 

Mr.  Sims.  You  wait  until  2  o'clock  to  buy  in  your  place;  do  you? 

Mr.  Latham.  Our  buying  is  very  largely  done  from  dealers,  and 
they  buy  and  sell  after  the  close  of  the  market. 

Mr.  Sims.  Do  the  dealers  wait  until  2  o'clock? 

Mr.  Latham.  Well,  we  buy  cotton  all  down  in  the  South. 
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Mr.  Sims.  What  effect  would  a  spot  quotation  in  New  York  have  ' 
which  read  in  this  way:  '* Spots,  so  much;  sales,  nonel" 

Mr.  Latham.  I  think  it  would  show  that  cotton  was  worth  that 
money  if  there  was  any  for  sale  at  that  price. 

Mr.  Sims.  In  other  words,  is  it  not  a  purely  oflered-and-bid  price, 
and  no  actual  business  done  as  a  general  rule ;  and  when  there  are  any 
spots  sold,  are  they  not  inconceivably  small  in  comparison  with  the 
future  business  done  in  the  same  dav  on  the  same  exchange? 

Mr.  Latham.  I  will  answer  that  by  saying  that  there  is  some;  but 
the  spot  business  done  in  New  York  or  New  Orleans  o;fl|iiverpool 
either,  which  is  a  great  spinners*  market,  is  very  small  a^eompared 
with  the  amount  of  future  business  that  is  done  there. 

Mr.  Sims.  Do  hedges  exceed  the  actual  business  of  spot  dealing? 
Do  you  sell  or  buy  more  hedges  than  you  sell  or  buy  actual  bales  of 
cotton? 

Mr.  Latham.  I  think  I  handle  more  actual  bales  of  cotton  than  I 
handle  hedges. 

Mr.  Sims.  Then  the  great  bulk  of  the  dealing  on  the  New  York 
Cotton  Exchange  is  not  hedges,  not  controlled  by  spot  dealings,  but  is 
purely  speculative  or  gambling  transactions?  Is  not  that  the  honest 
truth? 

Mr.  Latham.  I  could  not  answer  that,  sir. 

Mr.  Sims.  You  are  not  a  member  of  the  cotton  exchange? 

Mr.  Latham.  Yes,  sir;  I  am. 

Mr.  Sims.  You  are  ? 

Mr.  Latham.  Yes,  sir. 

Mr.  Sims.  And  yet  you  do  not  know  what  your  own  exchange  does? 

Mr.  Latham.  I  do  not  Uve  there. 

The  Chairman.  Mr.  Latham,  can  you  state  what,  in  your  opinion, 
would  be  the  effect  upon  all  the  branches  of  your  business — ^first  as 
a  cotton  grower,  then  as  a  cotton  broker,  and  then  as  a  cotton  mer- 
chant— in  case  future  dealings  upon  the  New  Orleans  and  New  York 
exchanges  could  be  eUminated? 

Mr.  Latham.  As  a  cotton  manufacturer  I  should  say  that  the 
cotton  mills  are  usually  well  organized  and  well  equipped  with 
money.  They  are  rich.  Their  borrowing  capacity  is  nearly  always 
CTeat,'  because  their  names  are  good.  In  addition  to  that,  they 
have  a  large  amoimt  of  assets.  I  should  say  that  so  far  as  the  cotton 
manufacturer  was  concerned,  it  would  enable  him  to  purchase  at  low 
prices  in  the  season  of  abundance— September,  Octooer,  November, 
and  December,  particularly — when  the  farmer  must  sell  in  many 
cases  from  necessity,  and  in  a  great  many  other  cases  from  inclina- 
tion. There  are  a  lot  of  people  that  can  not  hold  their  cotton,  no 
matter  what  sort  of  commands  they  get.  When  they  get  ready,  it 
must  be  sold.  They  want  to  sell;  it  is  their  natural  disposition  in 
many  cases.  I  would  say  that  if  the  cotton  were  forced  upon  the 
mar&et  in  those  months,  without  the  aid  of  future  transactions,  the 
tendency  would  be  to  make  the  price  very  low,  and  the  manufac- 
turer would  go  in  and  buy  at  that  time  when  the  farmer  needs  a 
place  to  store  it^  and  needs  the  money  that  he  would  receive  from 
it.  Therefore,  I  should  say,  at  the  front  end  of  the  season  cotton 
would  always  be  depressed,  or  nearly  always  so,  and  at  the  tail  end  of 
the  season  it  woula  probably  bring  high  prices. 
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^  The  Chaibman.  And  on  the  average  would  that  be  to  the  advantage 
or  the  disadvj&ntage  of  the  mill  man? 

Mr.  Latham.  I  should  say  that  the  mill  man  would  not  suffer 
materially  from  that. 

The  Chairman.  What  would  you  say  about  the  broker? 

Mr.  Latham.  So  far  as  the  dealing  of  the  broker  is  concerned,  it 
would  probably  greatly  enlarge  the  field  of  cotton  dealers;  it  would 
make  a  great  many  of  them  go  into  that  busine^. 

The  CSairman.  Please  state  that  again;  I  did  not  catch  it. 

Mr.  Latham.  I  believe  doing  away  with  hedges — that  is,  if  it 
could  be  done — would  increase  the  number  of  cotton  dealers.  I 
am  answering  that  on  the  assumption  that  there  will  be  no  way  of 
hedging,  either  in  Havre  or  Liverpool  or  New  York  or  New  Orleans. 

The  Chairman.  Yes;  that  is  quite  right. 

Mr.  Latham.  I  suppose  you  assume  tnat  in  your  question? 

The  Chairman.  I  d!o. 

Mr,  Latham.  That  all  sorts  of  dealings  in  futures  would  be  elimi- 
nated from  the  cotton  trade? 

The  Chairman.  Exactly.  You  are  not  of  the  opinion  then,  which 
was  expressed  here  yesterday,  that  the  elimination  of  the  future 
market  would  put  the  cotton  brokerage  business  into  the  hands  of 
two  or  three  large  firms  ? 

Mr.  Latham.  I  think  it  would  put  it  into  the  hands  of  a  great  many 
large  firms,  who  would  buy  cotton  so  low  that  they  could  afford  to 
average  it  instead  of  to  hedge  it,  as  they  now  do. 

The  Chairman.  Would  that  be  to  the  particular  disadvantage  of 
the  cotton  brokers?    Would  it  cripple  in  any  way  the  cotton  brokers? 

Afr.  Latham.  I  think  it  would,  as  they  now  exist.  I  beUeve  it 
would. 

The  Chairman.  But  do  you  think  that  they  could  readjust  them- 
selves to  the  changed  conditions  and  go  on  and  continue  to  do 
business? 

Mr.  Latham.  I  doubt  it  very  much.  That  would  be  particularly 
so  of  the  weak  brokers — those  who  are  financially  weak. 

The  Chairman.  You  think  the  weaker  ones  would  probably  have 
to  leave  the  field? 

Mr.  Latham.  I  think  they  would. 

The  Chairman.  And  it  would  be  only  the  strong  firms  that  would 
remain? 

Mr.  Latham.  I  think  so;  yes,  sir. 

The  Chairman.  Will  you  give  us  your  judgment  about  the  effect 
on  the  cotton  grower? 

Mr.  Latham.  I  believe  it  would  be  hurtful  to  him. 

The  Chairman.  Through  depressing  the  price? 

Mr.  Latham.  I  believe  it  would. 

The  CHAiRBiAN.  If  it  depressed  the  price  to  the  cotton  grower,  I 
presume  it  would  correspondingly  reduce  the  price  of  the  goods 
manufactured  from  the  cotton? 

Mr.  Latham.  Not  necessarily,  sir. 

The  CHAiRBiAN.  That  would  not  necessarily  follow? 

Mr.  Latham.  No,  sir;  not  necessarily. 

The  Chairman.  Is  there  not  a  pretty  uniform  parity  between  the 
price  of  cotton  and  the  price  of  cotton  goods? 

Mr.  Latham.  There  is  a  relation,  but  not  a  uniform  parity. 
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The  Chairman.  To  a  layman,  that  sounds  a  little  bit  like  a  dis- 
tinction without  a  difference.    Can  you  explain  the  difference? 

Mr.  Latham.  Yes,  sir;  I  can.  In  the  summer  of  1907 — was  that 
the  time  we  had  the  panic? 

The  Chairman.  Yes;  the  fall  of  1907. 

Mr.  Latham.  We  had  the  panic  in  the  fall  of  1907.  In  the  spring 
and  summer  of  1907  I  believe  cotton  was  selling  around  11  cents. 
May  I  ask  some  of  the  members  of  the  cotton  exchange  here,  who 
may  be  more  conversant  than  I  am  with  that  matter,  about  that? 
Was  11  cents  about  the  price,  Mr.  Marsh? 

Mr.  Marsh.  From  11  to  12;  yes. 

Mr.  Latham.  About  11  cents,  or  around  that.  Cotton  ^oods  at 
that  time  would  average  at  a  higher  price  than  they  are  sellmg  now, 
with  cotton  at  about  15^  cents  to  the  manufacturers.  Cotton  is 
selling  at  primal  points  throughout  the  South  at  about  an  average  of 
15  cents,  at  any  rate.  That  makes  the  cost  to  the  manufacturer 
about  15  J  cents  on  the  average. 

The  Chajrman.  You  say  cotton  goods  were  selling  higher  in  the 
spring  of  1907,  with  cottoi^  at  11  cents,  than  they  are  now  with  cot- 
ton at  15  cents? 

Mr.  Latham.  Yes,  sir. 

The  Chairman.  Evidently  one  of  those  conditions  is  abnormal. 

Mr.  Latham.  Yes,  sir. 

The  Chairman.  Which  was  the  abnormal  condition?  Were  cotton 
goods  abnormally  high  in  1907,  or  are  they  abnormally  low  now? 

Mr.  Latham.  They  were  high  then,  sir.  In  answering  that  ques- 
tion, I  can  hardly  make  all  my  illustrations  here  at  home.  Aj^  I 
said  in  the  first  part  of  my  testimony,  about  65  or  70  per  cent  of  all 
the  cotton  we  produce  in  America  ^oes  across  the  seas.  If  we  had 
very  bad  business  abroad  (which  might  or  m^ht  not  have  been  the 
case  at  that  time,  because  I  have  not  the  figures  before  me),  we 
might  have  had  wonderful  prosperity  in  this  country,  as  we  did  have; 
and  therefore  we  might  have  been  able  to  have  kept  the  price  high 
here  at  home.  I  wiu  further  mention  the  fact  that  since  that  time, 
or  certainly  in  the  past  five  years,  there  has  been  a  perfectly  tremen- 
dous increase  in  spindlage  and  loomage  here  in  the  United  Stat.AR 
I  think  in  five  years  it  has  increased  at  least  20  per  cent. 

Mr.  Mendelbaum.  May  I  ask  the  gentleman  a  question  in  that 
connection  ?  Was  the  increase  in  spindlage  only  in  .the  United  States, 
or  was  not  the  same  thing  true  in  Great  Britain  and  Europe? 

Mr.  Latham.  I  do  not  think  it  has  increased  relatively  so  much 
there. 

The  Chairman.  The  increase  of  that  spindlage  would  have  a 
tendency  to  introduce  greater  competition? 

Mr.  Latham.  To  place  the  markets  more  in  competition  with  each 
other.  In  addition  to  that,  up  to  that  time  we  had  been  exporting 
a  great  many  cotton  goods,  and  here  in  the  last  few  years  (which  would 
account  for  the  relatively  low  price  of  cotton  goods  now)  we  have 
largely  lost  our  export  trade  in  cotton  goods.  The  buyers  of  export 
goods  have  either  not  bought  at  all,  or  they  have  supplied  themselves 
from  some  other  section  than  the  United  States. 

The  Chairman.  But  as  a  general  proposition,  I  presume  it  is  true 
that  a  low  price  of  cotton  means  a  low  price  for  cloth? 

Mr.  Latham.  There  is  that  natural  relation;  yes,  sir. 
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The  Chairman.  And  if  the  elimination  of  future  dealing  on  the 
exchanges  should  mean  a  permanent  depression  in  the  price  of  cotton 
to  the  grower,  it  must  mean — ^ultimately,  at  least — a  permanent 
decline  in  the  price  of  goods  to  the  consumer? 

Mr.  Latham.  I  would  not  consent  to  that,  sir — not  whoUy.  It 
might  do  so  in  part,  but  not  whoUy. 

The  Chairman.  You  stated,  when  expressing  your  opinion  of  th« 
effect  which  the  elimination  of  futures  would  have  upon  the  manu- 
facturer, that  on  account  of  the  necessity  on  the  part  of  some  growers 
and  the  inclination  on  the  part  of  others  to  rush  their  cron  to  the 
market  as  soon  as  it  was  read^,  you  thought  the  spinner  woula  be  able 
to  buy  cotton  cheaper.  Is  it  not  true  that  cotton  is  rushed  to  the 
market  now  just  as  soon  as  it  is  ready  by  these  same  classes  of  people? 

Mr.  Latham.  Yes;  that  is  true. 

The  Chairman.  In  what  way,  then,  does  the  existence  of  a  future 
market  enable  these  early  sellers  to  get  a  better  price  than  they 
otherwise  would;  or  do  they,  as  a  matter  of  fact,  get  a  better  price? 

Mr.  Latham.  Yes,  sir.  The  advantage  to  the  early  sellers  of  the 
existence  of  a  future  market  is  that  it  places  a  great  many  buyers  in 
cotton  that  are  not  buying  for  the  legitimate  purposes  that  they 
would  if  they  had  to  spin  the  cotton.  In  other  words,  there  are  a 
great  many  buyers  of  cotton  in  the  earlv  fall  months  based  upon  the 
actual  short  crop,  or  the  low  price,  or  the  belief  in  a  short  crop,  that 
go  in  and  buv  cotton  because  they  believe  it  is  a  good  article  of  mer- 
chandise to  buy;  and  to  that  extent  the  market  is  not  left  entirely 
alone  to  the  spinner. 

The  Chairman.  Do  you  think  that  is  more  of  a  jstimulant  to  the 
market  than  would  be  afforded,  if  there  were  no  futures,  by  the 
actions  of  spinners  who  would  feel  that  the  best  policy  for  them  was  to 
accumulate  a  supply  of  cotton  to  carry  them  through  the  season? 

Mr.  Latham.  It  is  human  nature,  when  they  go  to  accumulate  a 
large  stock  of  anything,  to  wish  to  buy  it  cheaply. 

The  Chairman.  Yes;  but  if  a  large  number  of  people  are  seeking 
at  the  same  time  to  accumulate  a  large  stock,  would  not  the  naturfS 
result  be  to  enhance  the  price? 

Mr.  Latham.  I  think  tnat  would  depend  entirely  upon  that  price, 
which  is  movable.  Some  economists  in  the  coimtry  have  tried  to 
figure  out  to  a  nicety — I  have  even  tried  to  do  so  myself — what  it 
costs  to  produce  a  pound  of  cotton.  No  two  authorities  will  agree 
as  to  the  exact- figures.  But  there  are  a  great  many  intelligent  men 
in  the  South  that  can  tell  you  to-day,  with  the  new  cost  of  labor  and 
the  high  cost  of  living,  approximately  what  it  costs,  on  the  ordinary- 
valuation  of  lands,  to  produce  a  pound  of  cotton. 

The  Chairman.  But  it  rather  looks  to  me — and  I  should  like  your 
opinion  on  this — as  if  the  competition  between  men  who  want  real 
cotton,  to  make  real  cloth,  to  fill  real  contracts,  to  get  real  money, 
would  be  quite  as  apt  to  stimulate  the  price  as  the  competition  be- 
tween men  who  want  phantom  cotton,  to  fill  phantom  contracts,  in 
the  hope  of  getting  real  money. 

Mr.  Latham.  I  think,  sir,  that  you  are  possibly  not  looking  at  that 
in  this  way:  The  ordinary  man  that  objects  to  trading  in  futures 
believes  that  when  a  bale  of  cotton  is  sold,  that  is  the  end  of  the  cot- 
ton. But  that  is  not  so  by  any  means.  That  cotton  will  go  Iwtck 
to  the  mill  store,  and  will  be  used  twelve  months  after  that.  I  paid 
a  claim  a  few  days  ago  from  a  local  mill  down  in  North  Carolina  on 
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tome  bolly  cotton  bought  in  Texas  fourteen  months  ago.  So  that 
cotton  has  been  in  existence  until  two  weeks  ago,  when  it  was  opened, 
and  found  to  be  partly  mixed  in  the  middle.  It  had  some  imperfec- 
tions in  it — I  do  not  know  what.  The  claim  was  something  like  20 
pounds  off  on  one  bale  of  cotton.  But  you  only  start  on  the  cotton 
when  the  farmed  sells  it.  It  has  to  be  stored  away  to  use.  We  use 
1,000,000  bales  of  cotton  a  month,  or  approximately  so.  For  the 
past  few  years  that  has  been  our  approximate  consimiption.  Some 
months  it  has  run  more  than  that,  and  some  years  less.  Last  year 
we  ran  considerably  more  than  that. 

The  Chairman.  How  much  was  that? 

Mr.  Latham.  A  million  bales  of  American  cotton  a  month. 

Mr.  Sims.  You  mean  the  world  uses  that  much  ? 

Mr.  Latham.  The  world;  yes. 

Mr.  Cone.  May  I  ask  Mr.  Latham  a  question,  Mr.  Chairman? 

The  Chairman.  Yes. 

Mr.  Cone.  In  the  fall  of  1908,  when  it  was  known  tKat  we  had 
made  the  biggest  crop  the  world  had  ever  made,  is  it  not  your  opinion 
that  if  it  hadnot  been  for  the 'speculators  of  the  East  and  of  the  North, 
cotton  would  have  gone  very  much  lower  than  it  did  go,  if  they  had 
not  come  in  as  purchasers? 

Mr.  Latham.  I  beUeve  it  would. 

The  Chairman.  To  get  at  my  idea  and  to  follow  Mr.  Cone's  ques- 
tion with  another  one,  your  answer  to  his  question  was  made  upon 
the  assumption  that  there  was  a  future  market,  and  that  into  tnat 
market  speculators  came;  and  of  course  you  could  not  have  answered 
differently  from  the  way  you  did.  Every  one  who  has  givto  even 
the  most  casual  study  to  this  question  must  admit,  I  thiuK,  that  the 
existence  of  a  future  market  must  have  a  tendency  to  stimulate  the 
price  at  the  beginning  of  the  season,  for  the  very  reason  that  you 
suggest. 

Mr.  Latham.  Yes. 

The  Chairman.  That  is  because  of  the  competition  of  .men  who 
believe  that  cotton  is  going  to  be  higher  in  the  course  of  the  year  than 
it  is  at  the  particular  time.  But  the  point  upon  which  I  was  asking 
your  opinion  was  this :  Suppose  that  for  the  competition  of  these  specu- 
lators who  are  buying  for  no  other  purpose  tnan  speculation  there 
were  substituted  tlie  competition  of  men  who  had  to  nave  the  cotton, 
or  they  could  not  deliver  their  contracts.  What  then  would  be  the 
effect  upon  the  price?  Taking  Mr.  Cone's  question,  if  there  had  been 
no  future  market  in  1908  and  the  dealers  had  known  that  they  could 
Jiot  buy  a  future  and  tie  up  somebody  else  with  a  contract  to  deliver 
cotton  to  them,  but  that  tney  must  go  out  and  get  their  own  cotton, 
would  not  that  have  furnished  a  stimulant  quite  as  much  as  was  sup- 
I^ed  bv  the  future  market? 

Mr.  Latham.  No,  sir;  because  the  number  of  the  force  would  be 
so  much  less.  You  have  the  spinner  there  all  the  time^  who  is  going 
to  buv  a  certain  amoimt  of  cotton.  The  dry  goods  busmess  is  a  very 
variable  business.  In  some  years  you  can  go  into  North  Carolina 
or  Geoi^a  or  New  England,  and  you  will  find  the  mills  on  an  average 
at  least  six  months  ahead.  In  the  spring  of  1908,  preceding  the 
panic.  I  believe  aU  the  mills  in  America  were  committed  ten  months 
ahead.  At  the  present  time  the  mills  are  not  committed  ahead  at 
all.  Therefore  if  this  crop  had  been  a  very  large  one,  without  the 
aid  of  speculation  the  disposition  of  the  manufacturer  would  have 
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been  to  let  the  fanner  carry  his  cotton,  unless  it  should  get  down  to 
the  cost  of  production^  when  it  is  always  safe  to  buy- 
Senator  Smith,  of  South  Carolina.    Mr.  Chamnan,  right  in  that 
connection,  may  I  be  allowed  to  ask  Mr.  Latham  a  question? 
The  Chairman.  Certainly. 
Senator  Smith.  I  want  to  bring  out  just  one  thing.     In  the  dis- 

Satches  in  the  papers  we  very  often  see  that  on  a  scale-down,  on  a 
eclining  market,  stop-loss  orders  were  reached,  and  that  broke  the 
market  still  further.  Those  stop-loss  orders  are  fictitious  sales.  Now 
I  want  to  ask  this  question: 

We  are  trying  to  get  at  what  relation  hedging  bears  to  stimulating 
or  tending  to  control  the  price  of  cotton.  Take  the  little  exchanges, 
the  warehouses,  your  connections  all  through  the  South :  You  are  a 
member  of  the  cotton  exchange.  You  drop  a  wire  into  every  little 
village,  town,  hamlet,  and  city  of  the  South.  Here  is  a  contract: 
I  put  up  $100  to  buy  100  bales  of  cotton.  I  put  up  20  points  to  cover 
it.  Five  times  20  is  100.  That  is  $200  on  one  contract.  I  put  up 
that  20  points.  I  tell  my  broker  or  agent  down  in  Georgia  or  Soutn 
Carolina,  ''When  the  market  has  gone  down  20  points  I  can  not 
protect  it  any  further,  so  let  it  go.*'  By  letting  it  go  I  have  lost,  not 
simply  the  commission,  which  is  $15-^$7.50  to  the  man  who  is  your 
a^ent  in  my  town,  and  $7.50  to  you  in  New  York — but  I  have  lost 
the  $100  I  have  bought  it  with,  and  the  $100  margin  I  put  up  to 
protect  it  with. 

Do  you  not  honestly  believe  that  the  wild  fluctuations  in  the  cotton 
market  are  due  entirely  to  the  easy  means  by  which  the  members  of 
the  difi'erent  exchanges  can  get  together,  compare  their  sheets,  ^ow 
how  many  orders  they  have  gotten  throughout  the  country,  and  then, 
irrespective  and  without  any  regard  whatever  to  whether  the  crop  is 
100,000,000  bales  or  500,000,000  bales,  drop  it  down  and  clean  up 
these  fellows  who  have  no  way  of  protecting  themselves?  Is  not 
that  so? 

Mr.  Latham.  I  do  not  think  I  can  answer  that  question. 

Senator  Smith.  Do  you  not  beheve  that  is  the  cause  of  the  fluctua- 
tions— the  desire  to  clean  up  these  feUows  who  have  no  way  of  pro- 
tecting themselves  ? 

Mr.  Latham.  I  do  not  know  of  any  commodity  in  the  United 
States,  from  eggs  to  buttermilk,  that  does  not  fluctuate. 

Senator  Smith.  But  the  point  I  want  to  make  is  this- 

The  Chairman.  Pardon  me,  Senator.  I  understand  that  Mr. 
Latham  is  a  citizen  of  North  Carolina,  engaged  in  manufacturing  and 
brokerage,  and  has  not  had  any  personal  experience  on  the  floor  of 
the  exchange.  Perhaps  your  question  would  be  a  little  more  perti- 
nent when  some  of  these  other  gentlemen  take  the  stand. 

Senator  Smith.  But,  Mr.  Chairman,  he  is  a  member  of  the  exchange 
and  I  am  not  a  member  of  it,  but  I  know  that  to  be  a  fact. 

The  Chairman.  I  should  assume,  however,  that  the  question  you 
are  asking  him  could  only  be  answered  by  a  man  who  was  right  on 
the  floor  of  the  exchange. 

Senator  Smith.  Yes;  but  as  he  is  under  oath  and  I  have  to  leave, 
and  I  am  vitally  interested  in  this  matter 

Mr.  Latham.  Liasmuch  as  the  Senator  has  to  leave,  may  I  ask 
him  a  question? 

The  Chairman.  If  he  wiU  submit  to  it. 
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Senator  Smith.  Why,  certainly. 

Mr.  Latham.  Senator,  you  asked  me  if  I  did  not  know  that  it  was 
a  fact  that  when  these  stop-loss  orders  are  placed  in  New  York,  the  fel- 
low having  to  pay  $100  nrst,  and  second  to  put  up  another  hundred 
dollars,  and  saying  to  the  broker,  ''I  can  not  respond  any  further,  and 
you  must  sell  me  out  when  I  get  down  to  that  point."  the  mem- 
Ders  of  the  New  York  Cotton  Exchange  or  New  Orleans  Cotton 
Exchange — I  do  not  know  which  you  are  illustrating  on ;  but  I  suppose 
both  come  under  the  same  head,  do  they  not? 

Senator  SMrrn.  Yes. 

Mr.  I^THAM.  That  the  brokers  would  get  together  and  compare 
8)ieets  and  force  a  decline  down,  and  that  you  knew  that  to  be  sot 

Senator  Smith.  No;  I  did  not  sa^  that.  I  did  not  say  that  they 
would  get  together.  I  said  they  did  it.  Just  two  weeks  ago  I  was 
in  a  place  where  these  httle  orders  were  coming  in;  I  do  not  know 
whetner  it  was  a  *'wild  cat"  or  whether  it  was  what  we  call  a  ** blind 
tiger."  I  saw  in  there  fellows  of  such  a  class  that  if  you  cut  oflf  their 
heads  you  would  not  have  got  blood  enough  to  wet  a  pocket  handker- 
chief.    That  break  came,  and  aU  the  little*  feUows  were  gone. 

Yesterday  the  question  was  asked  by  this  committee,  or  this  morn- 
ing, why  these  dealers  go  to  New  York  and  hedge.  It  is  not  the  com- 
mission on  cotton  they  are  after;  it  is  those  margins  of  a  doUar  a  bale 
that  are  put  up  that  they  clean  out.  Now,  Usten — and  I  want  the 
committed  to  catch  this  idea  clearly:  It  was  obUgatory  upon  New 
York  to  cease  to  be  a  spot  cotton  market  for  the  reason  that  if  they 
wanted  to  take  the  risk  of  selling  thousands  of  bales  on  contract  and 
be  forced 

Mr.  Mendelbaum.  Mr.  Chairman,  I  should  Uke  to  ask  the  Senator 
whether  he  is  asking  questions  of  Mr.  Latham  or  whether  he  is  testi- 
fying? If  he  is  testifying,  I  wish  you  would  put  him  under  oath,  as 
you  do  the  rest  of  us. 

The  Chairman.  He  is  always  under  oath. 

Mr.  Mendelbaum.  He  has  stated  here  several  things  as  absolutely 
true  from  his  knowledge,  and  I  dispute  that  they  are  true.  I  want 
him  put  under  oath. 

Senator  Smith.  I  am  perfectly  willing. 

The  Chairman.  The  committee  will  come  to  order.  Senators  and 
Representatives  are  always  imder  oath,  and  their  testimony  before 
any  committee  is  so  regarded.  Gentlemen  who  think  that  Senators 
or  Representatives  making  statements  here  are  misinformed  will 
have  an  opportunity  at  the  proper  time  to  ^ive  their  views. 

Mr.  Mendelbaum.  I  know;  but,  Mr.  Chairman,  if  they  make  their 
statements  as  witnesses  under  oath  I  agree  with  you  fully.  I  have 
no  fault  to  find.  Then  they  are  placed  in  a  position  where  we  can 
ffet  at  the  truth  and  can  cross-examine  them.  We  believe  that  we 
have  the  same  right  to  cross-examine  a  Senator  or  a  Congressman  as 
we  have  to  cross-examine  any  other  witness. 

Senator  Smith.  I  shall  be  glad  to  have  you  cross-examine  me,  sir. 

The  Chairman.  The  Senator  will  proceed  with  his  statement. 

Senator  Smith.  I  want  to  make  this  further  statement,  Mr.  Chair- 
man. It  was  brought  out  in  the  cross-examination  of  Mr.  Parker, 
to  which  I  will  refer,  that  the  'Hail  wagged  the  dog."  I  want  the 
committee  to  see  clearly  what,  in  my  mind,  the  connection  is.  If 
the  persons  making  these  enormous  sales  of  cotton  on  the  New  York 
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or  New  Orleans  exchange  had  to  ddiver  white  spinnaUe  cotton 
on  those  contracts  upon  demand,  they  would  not  dare  to  have  the 
iluctuations  they  have.  But  when  the  market  can  be  depressed 
within  a  week  a  hundred  points  in  the  face  of  a  supply,  then  it  becomes 
Buch  a  fascinating  game  that  these  men  from  the  South  know  that 
up  to  the  time  that  the  bucket  shops  and  illegitimate  wire  houses 
were  driven  out  they  were  crowded  from  day  to  day,  and  got  not 
simply  commissioi^s,  but  the  margins  put  up  to  make  purchases. 
Then,  when  the  market  got  too  low,  is  it  not  a  common  expression — 
do  you  not  know  it,  and  do  I  not  know  it — that  '*a  reaction  is  due?" 

Mr.  Latham.  Yes. 

Senator  Smith.  Why,  certainly.  ^^We  have  cleaned  them  up 
going  down;  now  let  us  start  them  back,  and  get  them  going  and 
coming."     Is  not  that  so? 

Mr.  Latham.  But,  Senator,  could  not  a  man  clean  himself  up? 

Senator  Smith.  Whjy  I  am  not  here  to  speak  of  the  morals  ot  the 
people.  Did  not  the  United  States  Government  put  its  hands  on  the 
Louisiana  lottery,  and  say:  "You  can  not  put  up  a  fascinating  game 
to  clean  the  country  up  through  the  unfortunate  disposition  of  man- 
kind to  gamble?"  And  what  we  are  doing  in  this  committee  is  to 
try  to  prove  that  the  gambling  aspect  of  deaUngj  in  cotton  has  super- 
seded and  overshadowed  and  submerged  the  legitimate  business,  and 
we  are  going  to  stop  it. 

The  Chairman.  Mr.  Latham,  of  course  the  particular  purpose  of 
this  inquiry  is  to  get  the  opinion  of  men  engaged  in  the  cotton  busi- 
ness as  to  the  legitimacy  and  the  necessity  of  the  future  market.  I 
do  not  care  to  protract  your  examination  undul}^;  and  to  get  vour 
opinion,  if  I  may,  in  a  nutshell,  I  should  Uke  to  inquire  if  I  am  right  in 
understanding  you  to  say  this :  That  in  your  judgment,  if  futures  were 
eliminated  the  cotton  spinner  could  readily  adapt  himself  to  the 
change  of  conditions,  and  the  cotton  brokerage  business  would  suffer 
no  particular  change  except,  perhaps,  to  shift  the  business  from  the 
smaller  to  the  larger  dealer,  and  that  the  chief  burden  of  the  change 
in  the  way  of  financial  loss  would  fall  upon  the  growers?  Dal  state 
your  position  accurately  ? 

Mr.  Latham.  I  think  that  it  would  fall  more  largely  upon  the 
grower  than  upon  anyone  else,  because  I  think  the  others  could  adjust 
themselves  to  it.  It  would  disarrange  the  present  buying  business 
of  the  country — there  is  no  doubt  about  that — by  eUminating  a  great 
many  of  the  small  people. 

The  Chairman.  Has  any  member  of  the  committee  an}'  fiirth^ 
questions? 

Mr.  Cocks.  I  should  like  to  ask  Mr.  Latham  a  question.  Mr. 
Latham,  you  spoke  about  the  difference  between  hay  and  cotton — 
that  is,  you  assumed  that  we  all  think  that  ^^  cotton  is  cotton."  From 
your  remarks  it  might  be  inferred  that  ^'hay  is  hay:"  that  there  is 
no  difference  in  the  grades,  and  that  it  is  not  just  as  liable  to  vary 
in  grade  as  cotton.     Is  that  the  idea? 

Mr.  Latham.  My  idea  in  bringing  up  that  remark  was  this:  Sup- 
pose you  take  a  mill  that  spins  a  specialty  in  cotton.  There  are  some 
days  when  it  can  make  a  contract  which  would  be  desirable  on  the 
known  relation  of  what  other  cotton  is  fetching,  and  what  that  class 
of  product  would  be  bringing.  The  manufacturer  knows  it  is  desir- 
able to  enter  into  that  contract.     But  simultaneously  he  can  not  go 
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out  and  secure  his  exact  needs  for  his  mill.  As  I  illustrated  it  a  while 
ago,  he  might  want  full  inch-and-an-eighth  bender  cotton,  and  at 
tunes  I  have  been  unable  to  buy  that  cotton  for  a  period  of  two  or 
three  days  at  a  time.  We  could  not  get  it  offered  at  any  price.  If 
the  mill  were  to  go  ahead  and  sell  its  product  for  twelve  months 
ahead  of  time  without  having  the  cotton  in  sight,  or  having  it  secured, 
at  any  rate,  it  would  be  undertaking  a  speculation  which  men  of  good 
business  acumen  would  say  was  too  far  away  for  the  mill  to  go. 

Mr.  Cocks.  But  there  would  be  no  reason  why  the  mill  man  could 
not  have  that  cotton  in  the  warehouse  though? 

Mr.  Latham.  Are  you  going  to  have  it  in  the  warehouse  in  advance 
of  the  selling  of  the  goods? 

Mr.  Cocks.  Yes;  certainly. 

Mr.  Latham.  Then  you  would  have  the  miU  speculating  on  a  per- 
fectly tremendous  volume  of  cotton,  which  might  also  break  you. 
There  is  danger  at  both  ends. 

Mr.  Cocks.  If  a  man  has  to  dehver  a  cargo  of^prime  timothy  hay 
on  the  1st  day  of  next  June  the  only  way  for  him  to  be  sure  of  doing 
it  is  to  buy  that  hay  and  warehouse  it,  unless  he  can  contract  for  it 
with  some  person  that  he  considers  responsible. 

Mr.  Latham.  That  is  all  so,  but  you  can  buy  a  cargo  of  prime 
timothy  hay  a  ^eat  deal  easier  than  you  can  buy  a  thousand  bales 
of  inch-and-an-eighth  full  bender  cotton. 

Mr.  Cocks.  Of  course  I  can  not  go  into  that,  because  I  do  not 
know  about  it,  but  I  know  that  sometimes  the  market  is  bare  of  prime 
timothy  hay,  in  case  a  man  wants  to  get  it  to  fill  a  large  order,  and  I 
assumed  one  was  as  hard  or  as  easy  to  get  as  the  other  on  short 
notice. 

Mr.  Latham.  But  here  is  a  mill  that  does  contract  (as  I  have  known 
mills  to  contract)  at  least  eighteen  months  ahead.  They  get  to  run- 
ning on  some  specialty  that  is  found  to  be  sal  able  ,^  and  they  can  make 
a  contract  with  some  drv  goods  jobber  who  takes  from  them  all  they 
can  make  for  a  specified  time — eighteen  months  in  that  case. 

Mr.  Cocks.  Is  not  that  true  of  the  iron  trade?  Do  not  the  rail- 
roads contract  for  iron  to  be  delivered  a  long  way  ahead? 

Mr.  I^tham.  I  know  that  in  order  to  get  structural  material  you 
have  to  contract  for  it;  but  how  far  ahead  those  contracts  go  I  do  not 
know.  But  I  can  tell  you  this :  I  believe  I  am  not  misinformed  when 
I  tell  you  that  the  man  that  sells  you  the  iron  owns  75  per  cent  of  the 
product  that  comes  out  of  the  mines. 

Tlie  Chairman.  But  there  are  iron  factories  which  own  no  mines, 
but  that  still  make  contracts  a  long  way  ahead. 

Mr.  Latham.  Yes,  sir;  I  will  admit  that.  But  in  the  case  of  the 
great  bulk  of  iron  business,  the  men  own  the  mines  as  well  as  they 
own  the  ore  on  the  lakes,  and  they  own  the  steamships  that  haul  it, 
and  they  own  everything  all  along.  Therefore,  if  they  sell  something 
short,  they  are  selling  what  they  have,  and  not  what  the  other  fellow 
has. 

The  Chairman.  Are  there  any  further  Questions? 

Mr.  Latham.  And  if  they  accumulate  tnem,  they  are  dealing  with 
their  own  goods  and  not  with  another  fellow's. 

The  Ch^rman.  Are  there  any  other  questions? 

Mr.  Lever.  Mr.  Latham,  coming  back  to  the  effect  of  futures 
upon  spots,  I  should  like  to  call  your  attention  to  the  following 
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statement  in  one  of  the  commercial  papers  of  New  York,  piinted  this 
morning: 

The  New  York  spot  market  was  quiet,  with  5  points  advance.  Middling  was 
quoted  at  14.25  cents.    A  year  ago  the  price  was  9.85  cents.    Sales,  3,260  bales. 

I  understood  you  to  say,  in  answer  to  Mr.  Sims's  question,  that  that 
quotation  was  posted  at  2  o'clock  in  the  day? 

Mr.  Latham.  Yes,  sir.  Pardon  me,  Mr.  Chairman;  I  think  that 
is  the  exact  hour.     It  is  about  that. 

Several  Gentlemen.  That  is  it. 

Mr.  Lever.  Well,  about  that? 

Mr.  Latham.  Yes,  sir;  that  is  the  regular  time. 

Mr.  Lever.  Now,  I  want  to  ask  you,  as  a  matter  of  reason  and  as 
a  matter  of  fact,  whether  that  quotation  would  have  any  effect  what- 
ever upon  the  price  of  spot  cotton  during  that  day? 

Mr.  Latham.  Will  you  repeat  that  question,  sir? 

Mr.  Lever.  I  want  to  know  whether  the  quotation  of  spots  upon 
the  New  York  Cotk)n  Exchange  yesterday  at  14.25,  with  a  sale  of 
3,260  bales,  had  any  effect  whatever  upon  the  price  of  spot  cotton 
in  the  South? 

The  Chairman.  That  same  day? 

Mr.  Lever.  That  same  day. 

Mr.  Latham.  I  should  think  it  would ;  yes,  sir. 

Mr.  Lever.  How  could  it  possibly  have  any  effect  upon  the  price 
of  cotton  from  9  o'clock  in  the  morning  untd  2,  when  the  posting 
was  made? 

Mr.  Latham.  Of  coui-se  it  could  not  anticipate  it. 

Mr.  Mendelbaum.  May  I  make  one  remark  in  connection  with 
that  question? 

Mr.  Lever.  Yes;  I  shall  be  very  glad  to  have  you  answer  that. 

Mr.  Mendelbaum.  The  posting  of  the  quotation  is  simply  the 
statement  that  cotton  during  that  day  sold  at  that  price.  Tne  post- 
ing does  not  make  the  price.  The  posting  is  simply  the  evidence  of 
the  fact  that  cotton  has  sold  at  that  price. 

Mr.  Lever.  You  post  futures,  however,  Mr.  Mendelbaum? 

Mr.  Mendelbaum.  Yes,  sir;  but  the  posting  of  the  price  does  not 
make  the  price.  The  posting  is  simply  the  evidence  or  the  fact  that 
cotton  sola  at  that  price  up  to  that  time.  It  is  so  in  New  Orleans,  and 
it  is  in  all  the  spot  markets  in  the  South^  and  it  is  so  in  Liverpool. 

Mr.  Lever.  Now,  just  one  moment:  You  post  your  futures  every 
five  or  ten  minutes,  or  every  one  or  two  or  three  or  four  or  five  min- 
utes; do  you  not? 

Mr.  Mendelbaum.  I  do  not  understand  you. 

Mr.  Lever.  I  say,  you  post  the  price  of  futures  every  one  or  two 
three  or  four  or  five  minutes,  do  you  not? 

Mr.  Mendelbaum.  Every  sale;  every  transaction. 

Mr.  Lever.  And  those  sales  sometimes  take  place  half  a  dozen  in  a 
minute? 

Mr.  Mendelbaum.  Oh,  sometimes  half  a  dozen  in  one  minute. 

Mr.  Lever.  Yes;  half  a  dozen  in  one  minute — that  is  what  I  say. 

Mr.  Mendelbaum.  Yes,  sir. 

Mr.  Lever.  But  you  do  not  post  your  spots  until  2  o'clock  in  the 
day? 

Mr.  Mendelbaum.  No,  sir.  The  specific  sales  of  spots  are  not 
counted  until  half  an  hour  before  that  time. 
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Mr.  Levek.  That  being  the  case,  I  want  to  ask  Mr.  Latham,  coming 
back  to  his  question  (because  I  know  he  wants  to  put  himself  on  this 
record  in  the  correct  position),  if  the  effect  of  the  quotations  of  spot 
cotton  on  the  New  York  Exchange  has  any  effect  whatever  on  the 
price  of  spot  cotton  in  the  South  from  9  o'clock  in  the  morning  until 
2  o'clock  m  the  afternoon,  when  the  majority  of  the  business  is  done) 

Mr.  Latham.  Mr.  Chairman,  I  do  not  think  it  is  fair  to  ask  me  that 
question,  because  that  would  be  anticipating  the  time.  Some  one 
would  have  to  know  in  the  South,  or  I  would  have  to  know,  what  the 
quotation  at  2  o'clock  was  going  to  be  in  order  to  answer  that. 
Therefore  I  must  ask  the  gentleman  to  withdraw  that  question.  I  do 
not  think  it  is  a  fair  question. 

Mr.  Lever.  Mr.  Chairman,  I  submit  that  the  question  is  a  fair 
question;  because  I  am  endeavoring  to  bring  out  from  Mr.  Latham 
whether  the  spot  quotations  on  the  New  York  and  New  Orleans 
exchanges  control  tne  spot  prices,  or  whether  the  futures  do  it. 

A  Gentleman.  It  is  the  same  thing. 

The  Chaibman.  I  presume  Mr.  Latham  wotlld  have  no  diflBculty 
in  saying  that  a  buyer  in  Greensboro  could  not  be  influenced  by  a 
ouotation  that  he  had  not  received.  That  is  really  the  purport  of 
tne  question. 

Mr.  Latham.  That  would  really  answer  his  question,  sir. 

Mr.  Leveb.  That  reaUy  answers  my  question.  Now,  then,  if  you 
are  not  governed  by  a  quotation  whicn  you  would  have  to  anticipate 
and  which  you  do  not  know,  what  are  you  governed  by  in  your 
trading  on  cotton  from  9  o'clock  in  the  morning  until  2  in  the  dayt 

Mr.  Latham.  We  are  governed  by  the  spot  quotations  as  published 
in  New  York  and  New  Orleans  at  2  o'clock  every  day  for  the  following 
morning.  We  also  receive  every  morning  a  cable  from  Liverpool, 
about  half  past  8  o'clock,  which  gives  the  opening  market  there  in 
practically  the  biggest  spot  market  in  the  world.  That  is  the  biggest 
spinners'  market.  It  is  surrounded  by  spinners.  We  get  that  news 
from  Liverpool,  which  gives  the  price  at  which  spinners  can  buy  cot- 
ton on  the  spot,  or  at  which  they  can  buy  cotton  for  deUvery  in  any 
one  of  the  months,  running  up  for  eight  or  ten  months  ahead.  We 
use  that  along  up  until  10  o'clock,  if  any  business  offers. 

Mr.  Lever.  Tnen  what  do  you  do? 

Mr.  Latham.  We  continue  to  get  that  until  11  o'clock,  eastern 
time,  here. 

Mr.  Lever.  And  then  what? 

Mr.  Latham.  At  10  o'clock  we  commence  to  get  the  New  York 
and  New  Orleans  market  quotations,  telling  what  buyers  and  sell- 
ers  

Mr.  Burleson.  Quotations  on  futures,  you  mean? 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  Future  markets? 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  And  then  you  are  governed  by  the  future  quotations 
during  the  balance  of  the  day? 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  Now,  just  one  other  question:    I  should  Uke  you  to 

ive  the  committee  your  idea  of  the  value  of  hedging  as  it  affects 

th  the  spinner  of  cotton  and  the  producer  of  cotton. 
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Mr.  Latham.  I  think  the  ability  of  the  spinner  to  hedge  enables 
him  to  place  his  contracts  forward  for  a  longer  time  than  he  would  be 
able  to  do  if  he  were  unable  to  hedge;  and  it  makes  his  business  much 
safer.  For  instance,  we  will  illustrate  by  the  case  of  a  Uttle  mill. 
Suppose  a  Uttle  mill  uses  500  bales  of  cotton  a  month.  That  is  not  a 
large  mill,  as  you  gentlemen  know.  But  500  bales  of  cotton  at  the 
present  time  is  worth  $40,000.  Suppose  the  mill  man  should  have  an 
opportunity  to  contract  the  product  of  his  mill  for  ten  months  ahead, 
wmch  I  believe  even  the  people  who  are  opposed  to  trading  in  futures 
in  cotton  would  not  beheve  was  wrong — that  is,  for  a  cotton  mill  to 
sell  what  the  mill  could  make  for  ten  months  ahead.  They  admit 
that  we  could  do  that.  You  would  say:  '*He  must  go  into  the  market 
at  once  and  buy  his  cotton.^'  I  happen  to  Uve  down  in  a  community 
where  money  is  not  so  abimdant  as  that.  It  would  take  $400,000  in 
clear  cash  to  pay  for  enough  cotton  to  run  that  mill  for  ten  months, 
and  to  enable  it  to  properyr  hedge  itself. 

In  addition  to  that,  tnere  might  be  times  when  we  would  be  running 
out  of  scarcity  into  wromised  abundance.  For  instance,  that  con- 
tract might  be  offeree!  some  time  in  the  month  of  July,  we  will  say, 
this  year;  and  everybody  knows  that  cotton  this  year  is  scarce, 
because  we  have  made  a  mighty  short  crop.  But  we  also  look  over 
to  the  next  crop,  and  we  see  that  there  is  a  promise  of  a  large  planting 
in  the  South;  and  in  anticipation  of  that  cotton  is  selling  lower  than 
it  was  seUing  in  the  summer  time.  Therefore,  it  would  probably  not 
be  good  business  for  that  mill  to  go  into  the  market  and  buy  that 
$400,000  worth  of  cotton  in  anticipation,  when  they  see  lower  prices 
probably  ahead;  and,  in  addition  to  that,  they  could  not  finance  it. 
But  (coming  directly  to  jour  question)  if  the  mill  man  is  permitted  to 
hedge,  it  would  not  cost  him  a  great  sight  of  money  to  put  up  his  margin 
even  if  he  had  to  put  up  any  margin  at  aU,  to  make  his  heage — and  he 
might  not  have  to  put  up  any  margin  at  all;  and  he  could  go  ahead 
and  buy  the  option.  He  might  buy  200  bales  of  March  cotton,  200 
bales  01  May  cotton,  200  bales  of  July  cotton,  and  200  bales  *of  August 
cotton,  which  would  cover  his  eight  or  ten  months'  supply  of  cotton; 
and  he  would  take  up  that  cotton  as  it  came  along  and  spin  it. 

Mr.  Lever.  Let  me  state  a  case,  and  see  if  I  get  clearly  in  my  own 
mind  the  method  of  hedging.  A  cotton-mill  man  in  North  Carolina 
buys  500  bales  of  spot  cotton  in  Greensboro  for  his  mill? 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  He  immediately  telegraphs  his  broker  in  New  York 
to  sell  him  500  bales  of  Julys,  in  order  to  protect  him,  "hedge''  him, 
against  his  purchase?     Is  that  correct? 

Mr.  Latham.  That  might  be  so  in  some  cases.  It  is  not  so  in  every 
case. 

Mr.  Lever.  That  is  ordinarily  so,  though;  is  it  not? 

Mr.  Latham.  It  is  frequently  so. 

Mr.  Lever.  It  is  frequently  so.  Is  not  this  the  effect  that  follows 
from  that:  That  your  system  of  hedging  thereby  makes  your  mill  man 
a  natural  bear  upon  the  market  and  a  natural  depressing  agent  upon 
cotton  ? 

Mr.  Latham.  I  do  not  assent  to  that,  sir.  for  this  reason:  Inasmuch 
as  he  has  already  bought  so  that  he  may  sell,  thereby  making  a  hedge, 
the  man  that  he  bought  the  cotton  from  was  the  natural  depresser  of 
the  price,  whether  he  was  a  dealer  or  whether  he  bought  it  from  the 
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farmer  direct.  That  cotton,  in  other  words,  was  going  to  be  sold  to 
aomebody. 

Mr.  Lever.  Is  it  not  to  the  mterest  of  the  man  who  sells  futures  ou 
the  New  York  Exchange  to  have  futures  go  down?  Can  he  profit  at 
all  except  by  futures  going  down  if  he  sold  upon  the  market? 

Mr.  Latham.  Do  you  mean  that  he  is  trymg  to  make  his  money  by 
speculation  pure  and  simple? 

Mr.  Lever.  I  mean  as  a  hedge. 

Mr.  Latham.  Not  at  all,  sir. 

Mr.  Lev^r.  It  is  not  in  his  interest  for  the  market  to  go  down? 

Mr.  Latham.  No,  sir. 

Mr.  Lever.  If  he  has  sold  cotton? 

Mr.  Latham.  Not  necessarily.  I  know  manufacturers  that  are 
short  of  futures  at  the  present  time  (if  you  will  permit  the  expression) . 
in  New  York  and  possibly  in  other  markets,  that  are  honestly  ana 
thoroughly  desirous  of  the  market  going  up  at  the  present  time. 

Mr.  Lever.  Then  you  do  not  agree  with  Mr.  Parker,  who  testified 
before  the. committee  the  other  day,  that  hedging  makes  the  spinner 
a  natural  bear  unon  the  market? 

Mr.  Latham.  No,  sir. 

Mr.  Lever.  You  do  not  agree  to  that  ? 

Mr.  Latham.  No,  sir. 

Mr.  Lever.  Just  one  other  question:  Will  you  explain  to  the 
committee  your  idea  of  the  meaning  of  **  fixed  differences,''  and  their 
effect  ujK>n  prices? 

Mr.  Latham.  Yes,  sir;  I  will.  I  will  attempt  to  do  that.  The 
world  has  become  accustomed  to  sell  cotton  in  a  commercial  way  on 
the  basis  of  middling,  in  some  places  on  a  basis  of  strict  middling, 
and  in  some  other  places  on  a  basis  of  good  middling. 

Mr.  Lever.  Just  one  moment  there.  What  is  the  manufacturer's 
basis? 

Mr.  Latham.  The  manufacturers  try  to  buy  even-running  grades, 
even-running  staples.  Of  course  we  have  some  mills  that  are  making 
a  low  grade  of  stuff,  that  can  spin  practically  everything;  and  they 
will  buy  almost  anything  that  is  cheap. 

Mr.  Lever.  What  is  the  ordinary  grade — middling  or  strict  mid- 
dling? 

i&.  Latham.  I  suppose  the  ordinary  grade  of  cotton  throughout 
the  world  is  middling  and  a  little  better — middling  to  strict  middling. 
That  would  be  the  crop  average,  if  that  is  what  you  mean  to  ask. 

Mr.  Marsh.  May  I  ask  the  witness  one  question  on  that  point? 

The  CHAraMAN.  Yes. 

Mr.  Marsh.  That  would  be  the  average  normal  crop — middling  to 
strict  middling? 

Mr.  Latham.  Yes;  that  is  what  I  mean  to  say. 

Mr.  Marsh.  Now  go  ahead. 

Mr.  Latham.  Now,  as  to  the  fixed  difference.  The  fixed  difference 
exists  in  New  York  and  New  Orleans  at  the  present  time. 

Mr.  Burleson.  You  are  mistaken;  you  do  not  mean  that. 

Mr.  Mbndelbaum.  Not  in  New  Orleans. 

Several  Gentlemen.  No. 

Mr.  Latham.  It  does  not?  I  thought  it  did.  Well,  it  does  exist 
in  New  York. 
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Mr.  Mendelbaum.  It  does  not  exist  in  New  York,  either.  It  is 
changed  twice  a  year.  It  is  the  difference  that  is  changed  twice  a 
year. 

Mr.  Burleson.  If  Mr.  Latham  is  going  to  explain  that,  I  want  Mr. 
Latham  to  explain  it.  If  he  can  not  do  it,  I  should  Uke  to.  have  some- 
body else  do  it. 

Mr.  Lever.  I  want  him  to  give  his  opinion  as  to  the  value  asd 
effect  of  it  and  the  purpose  of  it. 

The  Chairman.  1  think  Mr.  Latham  understands  the  question. 

Mr.  Latham.  I  think  so ;  and  I  am  glad  you  called  my  attention 
to  that  point,  because  I  might  have  assumed  that  the  committee 
know  more  about  it,  probably,  than  they  do.  Therefore  I  am  glad 
to  have  the  gentlemen  to  interrupt  me  to  explain  that  the  fixed  dif- 
ference is  changed  twice  a  year,  and  that  that  is  the  system  that 
prevails  there.     Is  that  what  you  wish  me  to  talk  upon,  particularly! 

Mr.  Lever.  Yes. 

Mr.  Latham.  What  was  your  question,  exactly? 

Mr.  Lever.  I  should  like  to  know  what  is  the  value  of  your  fixed- 
difference  system  to  the  cotton  trade? 

Mr.  Latham.  The  value  of  the  fixed-difference  system  to  the  cot- 
ton trade  is  as  a  matter  of  economy.  Cotton  is  a  very  expensive 
thing  to  handle.  Even  to  hold  an  arbitration  on  cotton  is  an  expen- 
sive thing  and  adds  to  its  cost.  If  you  are  buying  and  selling  some- 
thing where  you  know  exactly  what  it  is  in  January,  and  you  know 
that  it  is  going  to  be  the  same  thing  in  February,  when  you  are  going 
to  deliver  it  to  somebody  else,  the  element  of  speculation  woula  not 
enter  into  your  calculation  the  same  as  it  would  if  there  was  what  is 
called  an  arbitrary  difference,  which  might  be  one  thing  to-day  and 
might  be  very  materially  changed  thirty  days  hence.  You  might 
«uner  simply  by  the  change  in  somebody's  frame  of  mind  in  think- 
ing that  it  would  not  grade  a  certain  thing  thirty  days  from  now,  or 
that  it  graded  that  much  more.  Therefore  your  operation  would  be 
much  more  speculative  on  an  arbitrary  difference  tnan  it  would  on  a 
fixed  difference. 

Mr.  Lever.  The.  chairman  suggests  that  you  answer  the  question 
whether  or  not  you  think  the  fixed-difference  system  in  New  York 
is  preferable  to  the  commercial-difference  system  in  New  Orleans? 

Mr.  Latham.  I  do,  sir. 

Mr.  Lever.  Why? 

Mr.  Latham.  In  the  first  place,  a  large  part  of  the  business  in 
New  York  is  the  clearing-house  business  of  the  world,  and  it  obhterates 
the  speculative  situation  that  I  mentioned  in  my  last  remarks.  It  is 
known  what  you  are  dealing  with.  You  know  in  January  what 
you  are  going  to  get  in  February,  and  you  know  in  February  what 
the  difference  is  going  to  be  in  March.  They  change  the  differences 
twice  a  year,  when  they  think  they  know  what  the  outcome  is  going 
to  be,  according  to  what  the  crop  is  going  to  be,  its  ^ade,  etc.  They 
can  largely  forecast  it.  Then  they  change  the  differences  in  New 
York  to  meet  that. 

Mr.  Lever.  What  have  you  to  say  as  to  the  fairness  of  the  New 
York  contract? 

Mr.  Latham.  I  think  it  is  a  perfectly  fair  contract,  sir.  I  have 
bought  thousands  of  bales  of  cotton  m  New  York,  and  received 
them,  and  shipped  them  to  the  South  and  to  Europe;  and  I  have 
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delivered  thousands  and  thousands  of  bales  of  cotton  upon  the  New 
York  mai^et  when  it  was  the  highest  market  in  the  world. 

Mr.  Lever.  Mr.  Latham,  do  you  think  any  contract  is  a  fair  con- 
tract that  puts  it  in  the  option  of  one  man  to  deliver  upon  the  contract 
anything  he  wants  to  deliver  within  23  or  24  grades? 

Mr.  Latham.  I  do,  sir,  if  the  other  man  buys  that  sort  of  a  con- 
tract.    It  takes  two  to  make  the  contract. 

Mr.  Lever.  It  puts  him  absolutely  at  the  mercy,  however,  of  tha 
seller  of  the  cotton. 

Mr.  Latham.  If  you  had  a  hundred  city  lots,  and  somebody  were 
to  buy  one  of  those  lots,  and  you  as  the  seUer  were  to  deliver  him 
•oeh  a  lot  as  you  pleased,  you  would  give  him  the  lot  that  was  least 
salable,  unless  he  was  a  very  good  friend  of  yours.  Then  you  might 
give  him  a  better  lot. 

Mr.  Lever.  In  the  commerce  of  the  world,  do  you  know  of  any 
other  business  that  has  such  a  contract  as  the  New  York  cotton  con- 
tract, which  giv^  the  option  as  to  deUven^  entirely  to  the  seller  t 

Mr.  Latham.  Yes,  sir;  grain  contracts  are  made  in  the  same  way. 

Mr.  Lever.  But  if  you  went  out  into  the  market  and  bought  a 
carload  of  2-vear-old  steers  for  delivery  in  July,  would  you  permit 
the  seller  of  those  steers  to  dehver  to  you  l-jear-old  steers  in  July? 

Mr.  Latham.  No,  sir;  I  would  not.  But  if  the  seller  of  those  steers 
had  ^ven  me  a  contract  in  writing  that  he  was  going  to  deliver  me 
2-year-old  steers  at  $10  apiece,  with  the  option  of  giving  me  1 -year- 
old  steers  at  $5  apiece,  tnat  would  be  his  contract. 

Mr.  Lever.  Is  it  not  true,  Mr.  Latham,  that  the  fact  that  you  have 
a  contract  on  the  New  York  Cotton  Exchange  which  gives  to  the  seller 
the  option  of  tl|e  kind  of  cotton  that  he  shall  deliver  within  a  range  of 
23  or  24  grades  has  the  effect  of  making  the  buyer  of  that  cotton 
give  a  less  price  for  it,  because  he  knows  that  he  runs  a  risk  of  having 
cotton  put  upon  him  that  he  can  not  use  commercially? 

Mr.  Latham.  I  should  like  to  have  you  repeat  that,  sir.  It  was 
such  a  lengthy  question  that  I  rather  got  lost. 

Mr.  Lever.  Let  me  see  if  we  can  not  modify  it  somewhat.  I  will 
make  this  statement:  You  have  23  or  24  grades  of  cotton  in  New 
York  which  are  deliverable  upon  contract? 

Mr.  Latham.  I  think  there  are  about  20  grades;  yes,  sir. 

Mr.  Lever.  The  ordinary  spiimable  grade  of  cotton  throughout 
the  world  is  middUng  to  strict  middling? 

Mr.  Latham.  No,  sir;  I  denythat  there  is  any  sort  of  cotton,  even 
Texas  boUy,  but  what  can  be  spun. 

Mr.  Lever.  I  say,  the  ordinary  grade.  The  majority  of  the  mills 
use  that,  do  they  not,  Mr.  Neville?  I  understood  you  to  make  that 
statement  a  moment  a^o. 

Mr.  Neville.  What  is  that? 

Mr.  Lever.  That  the  majority  of  the  mills  of  the  coimtry  use  mid- 
dling to  strict  middling? 

A&.  Neville.  No,  sir;  you  misimderstood  me.  I  said  the  average 
grade  of  a  normal  crop  is  middhng  to  strict  middUng;  not  that  the 
spinners  use  it.  If  Mr.  Latham  wfll  pardon  me  just  to  answer  your 
question,  the  spinners  the  world  over  try  to  buy  strict  middling 
cotton. 

Mr.  Lever.  That  is  it.  So  that  as  a  matter  of  fact  the  ordinary 
basis  for  the  spinner  is  strict  middling  cotton  ? 
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Mr.  Latham.  Yes,  sir;  that  is  true. 

Mr.  Leveb.  Now,  you  have  23  or  24  grades  here.  Under  your 
New  York  contracts  you  can  deUver  any  of  those  23  or  24  grades  to 
the  spinner  who  is  buying  your  contract.  He  buys  100  bales  of  cotton 
according  to  your  contract.     You  may  deUver  to  him  any  one  of  23 

frades.  He  wants  strict  middling  cotton.  He  can  use  that  in  his 
usiness.  Is  it  not  a  fact  that  necessarily,  in  order  to  protect  him- 
self against  these  low  grades,  he  must  give  a  lower  price  for  the  strict 
middling  cotton?     Is  not  that  the  effect? 

Mr.  Latham.  No,  sir;  I  do  not  think  so. 

Mr.  Lever.  You  do  not  think  so? 

Mr.  Latham.  I  do  not  think  so. 

Mr.  Lever.  You  are  a  member  of  the  exchange,  Mr.  Latham? 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  You  have  a  regular  contract  which  you  enter  into 
when  you  buy  cotton? 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  The  regular  form  of  contract  which  we  had  set  out 
here? 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  If  you  bought  500  bales  of  cotton  on  the  New  York 
Exchange  to-day,  you  would  enter  that  upon  vour  books,  would  you 
not?  * 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  Would  the  New  York  C'otton  Exchange  enter  it  upon 
their  books  anywhere  ? 

Mr.  Latham.  I  do  not  think  the  New  York  Exchange  does  any 
business  as  an  institution.     It  is  a  meeting  place  for  ft^embers. 

Mr.  Lever.  There  would  be  no  record  at  all  kept  of  that  transac- 
tion on  the  New  York  Exchange  i 

Mr.  Latham.  On  the  New  1  ork  Exchange? 

Mr.  Lever.  Yes. 

Mr.  Latham.  That  I  can  not  answer,  sir.  Since  my  deaUnj^ 
would  be  with  an  individual  member  of  the  New  York  Exchange,  he 
would  naturaUy  keep  a  record;  and  he  probably  would  also  keep  a 
record  with  the  man  lie  tied  the  other  ena  to. 

Mr.  Lever.  You  do  not  know  whether  or  not  they  keep  such  a 
record? 

Mr.  Neville.  A  record  of  the  price  is  kept 

Mr.  Lever.  But  not  of  the  amount? 

Mr.  Neville.  Not  of  the  amount. 

Mr.  Lever.  So  that  only  one  party  to  the  contract  keeps  a  record 
of  the  contract? 

Mr.  Latham.  Why,  certainly;  the  man  that  takes  the  other  end  of 
it  would  keep  a  record  of  his  end  of  it. 

Mr.  Lever.  And  your  association  here,  at  which  you  meet,  does 
not  have  any  record  at  all  of  the  amount  of  sales,  that  you  know  of? 

Mr.  Latham.  I  do  not  know  whether  they  do  or  not,  sir. 

Mr.  Beall.  I  understood  Mr.  Latham  a  moment  ago  to  say  that 
the  practice  of  delivering  cotton  different  from  the  grade  that  is 
actually  bought  has  a  parallel  in  the  grain  exchanges  of  the  country? 

Mr.  Latham.  Yes,  sir;  and  also  in  the  coffee  exchanges. 

Mr.  Beall.  Is  the  practice  the  same?  I  notice  that  this  report  of 
Mr.  Smithes  says  this,  speaking  of  grain: 
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In  order  to  relieve  the  seller  of  danger  of  corners  and  squeezes,  he  is  permitted  to- 
deliver  several  grades,  but  under  conditions  which  amount  to  a  penalty;  though  if  he 
delivers  a  better  grade  of  wheat  than  No.  2  he  gets  no  "difference  on,  or  premium, 
but  is  forced  to  deliver  it  at  the  same  price  as  No.  2. 

Is  that  the  same  practice  that  prevails  on  the  cotton  exchange? 

Mr.  Latham.  No,  sir;  no,  sir.  The  better  you  dehver  the  more 
you  get  for  it  on  the  New  York  Cotton  Exchange. 

Mr.  Beall.  If  the  seller  deUvers  a  better  grade  of  cotton  than  you 
have  contracted  for,  he  gets  that  difference? 

Mr.  Latham.  Yes,  sir;  he  does. 

Mr.  Beall.  In  deaUng  on  the  grain  exchange  he  does  not,  accord- 
ing to  this  statement. 

Mr.  Latham.  I  simply  accept  that.  I  do  not  know  the  custom  ort 
the  grain  exchange. 

iff.  Beall.  ''This  clearly  amounts  to  a  penalty'' — so  states  Mr. 
Smith. 

Now,  let  me  ask  you  this  question:  Under  the  present  system,  so- 
far  as  I  can  see,  there  are  about  four  classes  that  are  especially  inter- 
ested  in  the  price  of  cotton — the  producer,  the  handler  (the  man  that 
deals  in  it  after  it  leaves  the  hands  of  the  producer)^  the  spinner,  and 
the  speculator.  Do  you  know  of  anybody  else  that  is  especially  inter- 
ested besides  those  four  classes? 

Mr.  Latham.  I  should  think  that  pretty  well  covers  it,  sir. 

Mr.  BxjBLESON.  No;  the  ultimate  consumer  has  some  interest  in  it^ 

Mr.  Beall.  Of  course  the  ultimate  consumer  consumes  it  in  a 
form  different  from  cotton.  If  the  exchanges  were  eliminated,  I 
tmderstand  that  the  system  of  deaUng  in  cotton  could  be  changed  ho 
that  the  producer  could  still  continue  to  produce  it  and  dispose  of  it^ 
If  the  system  were  changed,  the  man  who  handled  cotton  could  still 
continue  to  handle  it,  could  he  liot?  He  might  have  to  revolu- 
tionize the  system,  but  he  could  still  continue  to  handle  it. 

Mr.  Latham.  I  think  so;  yes,  sir. 

Mr.  Beall.  The  spinner  would  still  continue  to  spin  it,  would- 
he  not? 

Mr.  Latham.  Yes,  sir.  • 

Mr.  Beall.  Then  the  only  class  of  people  who  would  be  eliminated 
from  the  cotton  trade  would  be  the  speculators.  If  the  exchanges 
were  eliminated,  and  there  were  a  revolution  of  the  system,  the  only 
man  that  would  be  eliminated  would  be  the  man  who  now  speculates 
in  future  contracts.  So  far  as  you  can  see,  is  not  he  the  only  one 
that  would  be  completely  eliminated? 

Mr.  Latham.  I  think  so;  yes,  sir. 

Mr.  Beall.  Now,  it  is  my  understanding  that  the  producer  ia 
willing  to  take  the  risk  of  having  these  exchanges  eliminated. 

Mr.  Latham.  Who  is  that,  sir? 

Mr.  Beall.  The  producer. 

Mr.  Latham.  Yes.  sir. 

Mr.  Beall.  I  understand  that  the  spinner  is  willing  to  take  the 
risk  of  having  the  cotton  trade  revolutionized  by  the  elimination  of 
the  exchanges.     Is  that  your  understanding? 

Mr.  Latham.  I  should^  like  to  ask  you,  sir,  if  you  think  you  can. 
eliminate  the  exchanges  of  cotton  of  the  world,  or  if  you  are  going: 
to  eUminate  only  the  American  exchanges? 
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Mr.  Beall.  We  are  working  on  the  exchanges  here  at  home  for 
the  present.  The  spinner  is  wilUng  for  them  to  be  eliminated;  is  he 
not? 

Mr.  Latham.  I  do  not  think  the  spinners  are,  as  a  class. 

Mr.  Beall.  But  many  of  the  spinners  are? 

Mr.  Latham.  I  think  they  are,  sir. 

Mr.  Lever.  The  majority  are. 

Mr.  Beall.  The  majority  of  the  spinners  are  willing  that  they  shall 
be  eliminated  ?  . 

Mr.  Latham.  No,  sir;  I  do  not  agree  to  that,  sir. 

Mr.  Beall.  Well,  in  the  case  of  the  men  who  handle  cotton,  I 
understood  Mr.  Cone  to  say  yesterday  that  he  could  probably  make 
more  money  with  the  system  changed  than  he  makes  now.  Is  it  your 
judgment  that  men  situated  as  Mr.  Cone  is,  who  deal  in  spot  cotton, 
with  the  intelligence  that  they  possess,  would  be  as  well  oflf  with  the 
exchanges  eliminated  as  they  are  now?  Do  you  think  his  statement 
was  correct  in  that  regard? 

Mr.  Latham.  I  believe  the  men  who  are  in  the  position  that  Mr. 
Cone  is  would  be  as  well  off. 

Mr.  Beall.  He  is  in  the  position  of  being  a  purchaser  and  seUer  of 
cotton. 

Mr.  Latham.  Yes,  sir. 

Mr.  Beall.  That  class  of  people  would  be  as  weU  off  with  the 
exchanges  eliminated? 

Mr.  Latham.  Anyone  that  has  ability  to  make  money  by  the  aver- 
age system  would  not  be  hurt.  In  other  words,  if  I  am  strong  enough 
financially  to  buy  a  thousand  bales  of  cotton  at  12  cents  a  pound,  and 
if  it  goes  to  11  cents  a  pound  buy  another  thousand,  and  if  it  goes  to 
9  cents  a  pound  buv  2,000  more,  that  law  of  averages  is  bound  to  win 
in  the  ena.  But  the  little  fellow  can  not  average  that  far,  and  he  is 
therefore  put  out  of  the  market  as  a  buyer. 

Mr.  Beall.  I^et  us  assume,  then,  that  the  httle  buyer  would  be  to 
some  extent  eliminated. 

Mr.  Latham.  Yes,  sir. 

Mr.  Beall.  But  the  ordinary  buyer,  the  man  who  buys  cotton  in 
considerable  quantities  for  the  purpose  of  selling  it  to  the  spinner, 
would  be  in  as  advantageous  a  position  with  the  exchanges  eliminateo 
as  he  now  is? 

Mr.  Latham.  I  expect  he  would  make  as  much  money. 

Mr.  Beall.  And  would  make  as  much  money? 

Mr.  Latham.  I  expect  he  would:  ves,  sir. 

Mr.  Beall.  I  have  heard  a  good  deal  said  here  about  objections  to 
the  elimination  of  these  exchanges  from  the  producers  and  the  opinion 
expressed  that  it  would  result  in  injury  to  tne  producers.  After  giv- 
ing this  warning  to  the  producers  and  putting  them  on  notice  of  the 
fact  that  they  would  probably  be  hurt  by  the  change  and  be  put  at 
the  mercy  of  the  spimiers,  if  the  majority  of  the  spinners  still  insist 
upon  the  elimination  of  the  exchanges,  and  if  the  handlers  of  cotton 
(the  buyers  and  sellers  of  spot  cotton)  would  be  in  position  to  make 
as  much  money  under  a  dinerent  system  as  they  make  now,  do  you 
not  think  the  experiment  is  worth  trying?  If  these  parties,  after  you 
gentlemen  have  served  notice  on  them  that  they  will  probably  be 
injured,  are  still  willing  to  take  the  risk,  do  vou  not  think  the  experi- 
ment is  worth  trying,  even  if  it  eliminates  the  speculator? 
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Mr.  Latham.  So  far  as  the  speculator  is  concerned,  I  think  the 
contract  might  prohablybe  surrounded  with  some  features,  that  I  am 
not  here  to  surest,  that  would  eliminate  him  to  a  considerable  extent. 

Mr.  Beall.  Do  you  not  believe  the  situation  would  be  better  if 
the  speculator,  pure  and  simple,  were  eliminated  to  a  very  consider- 
able extent? 

Mr.  liATHAM.  I  do  not,  sir;  I  do  not.  I  believe  the  progress  of  the 
country  would  be  hampered. 

Mr.  Cone.  May  I  ask  a  question  of  Mr.  Latham,  Mr.  Chairman? 

The  Chairman.  Certainly. 

Mr.  Cone.  Do  you  not  think,  Mr.  Latham  (vou  are  a  Democrat  and 
I  am  a  Democrat) ,  that  the  situation  as  applied  to  cotton  would  be 
rather  Uke  the  situation  you  and  I  discussed — the  silver  question? 
It  would  be  rather  like  it  would  be  ^nth  the  experiment  of  trying 
free  silver.     [Laughter.] 

Mr.  Mendelbaum.  Mr.  Chairman,  may  I  ask  a  question? 

The  Chairman.  Let  us  have  one  question  at  a  time. 

Mr.  Latham.  I  am  afraid  you  gentlemen  are  going  to  find  out  my 
politics  if  you  keep  on  asking  questions. 

The  Chairman.  I  think  Mr.  Cone  will  realize  that  his  question  is 
hardly  pertinent . 

Mr.  Beall.  Let  me  ask  you  one  more  question:  There  is  a  certain 
risk  in  the  cotton  trade,  is  there  not  ? 

Mr.  Latham.  Yes,  sir. 

Mr.  Beall.  From  the  time  the  cotton  is  planted  up  to  the  time 
it  is  gathered,  that  is  the  farmer's  risk?  He  has  to  tear  that  risk 
alone,  has  he  not? 

Mr.  Latham.  Yes,  sir. 

Mr.  Beall.  From  the  time  it  is  gathered  until  it  is  made  into  cloth 
there  is  a  certain  element  of  risk  in  dealing  in  it.  You  people  buy 
this  cotton  and  you  hedge  on  it.     What  is  the  purpose  of  that  hedging  ? 

Mr.  Latham.  To  make  the  risk  as  small  as  possible. 

Mr.  Beall,  To  eliminate  the  risk  as  far  as  possible? 

Mr.  Latham.  Yes,  sir. 

Mr.  Beall.  That  does  not  lessen  the  risk  somewhere  along  the  line, 
does  it?  When  you  hedge,  you  simply  turn  the  risk  over  to  some- 
bod  v  else? 

Mr.  Latham.  You  say  it  does  not  lessen  the  risk?  I  rather  think 
it  does,  sir. 

Mr.  Beall.  It  lessens  it  so  far  as  the  party  who  hedges  is  concerned ; 
but  somewhere  along  the  line,  upon  somebody,  rests  the  same  risk 
that  rested  before. 

Mr.  Latham.  No,  sir;  I  disagree  with  you  on  that.  I  will  illus- 
trate what  I  mean. 

Mr.  Burleson.  Does  not  the  man  who  furnishes  the  hedge  take 
the  risk  of  the  hedge  ? 

Mr.  Latham.  He  is  this  '' outsider ''  you  are  talking  about,  that  is 
going  to  get  "skinned.''     [Laughter.] 

Mr.  Beall.  I  am  talking  about  the  world  in  general,  now. 

Mr.  Latham.  The  farmer  is  in  the  habit  of  marketing  from  two  to 
three  million  bales  of  cotton  a  month. 

Mr.  Burleson.  You  do  not  understand  the  question  he  asked  you, 
Mr.  Latham. 

Mr.  Latham.  Will  you  ask  it  again? 
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Mr.  Beall.  There  is  a  certain  amount  of  risk  in  handling  cotton, 
is  there  not? 

Mr.  Latham.  Yes,  sir. 

Mr.  Beall.  Somebody  has  to  bear  that  risk.  That  is  a  fact,  is  it 
not? 

Mr.  Latham.  Yes,  sir. 

Mr.  Beall.  When  you  buy  the  spot  cotton,  you  want  to  shift  that 
risk,  and  so  you  hedge  on  it? 

Mr.  Latham.  Yes,  sir, 

Mr.  Beall.  By  doing  so  you  have  eliminated  the  risk  in  that  trans- 
action as  far  as  you  could? 

Mr.  Latham.  Yes,  sir. 

Mr.  Beall.  Now,  the  spinner  comes  along,  and  he  buys  the  cotton. 
He  hedges  on  it.  He  eliminates  the  risk  so  far  as  possible  in  his  case. 
That  is  a  fact,  is  it  not? 

Mr.  Latham.  Yes,  sir. 

Mr.  Beall.  Upon  whom  does  the  risk  ultimately  fall?  Who  is  it 
that  has  to  bear  the  burden  of  all  that  risk,  from  the  time  the  seed  is 
put  into  the  groimd  imtil  the  time  when  the  cotton  is  delivered  to  the 
spinner? 

Mr.  Latham.  This  process  of  hedging  and  taking  car^  of  the  risk  by 
several  people  might  ultimately  liquidate  itself  so  that  nobody  would 
lose. 

Mr.  Beall.  It  would  be  a  sort  of  a  perpetual  motion? 

Mr.  Latham.  I  beUeve,  since  I  have  been  here,  that  a  question  was 
asked,  if  you  will  let  me  illustrate  it 

Mr.  Beall.  I  should  be  glad  to  have  you. 

Mr.  Latham.  I  beUeve  a  question  was  asked  of  one  of  the  witnesses 
as  to  who  lost  the  money  that  it  was  rumored  Mr.  Patten  made.  I  do 
not  remember  what  the  witness's  answer  was,  but  my  answer  to  that 
question,  I  think,  will  answer  yours.  It  is  simply  this:  Nobody  lost 
rtiat  money.  Somebody  faUed  to  make  it.  Here  cotton  was  selling 
twelve  months  ago  (as  has  just  been  stated  by  one  of  the  gentlemen 
asking  questions)  at  8.75  in  New  York.  I  think  that  was  the  price, 
was  it  not? 

Mr.  Lever.  9.85. 

Mr.  Latham.  8.75  in  New  York.  Mr.  Patten  probably  went  into 
some  market  of  the  world  and  bought  a  line  of  cotton.  Perhaps  he 
bought  it  at  8.75,  if  he  was  very  wise.  If  he  did  not,  perhaps  if  he 
Was  a  wise  man  he  bought  it  at  9.75.  But  he  might  not  have  bought 
it  until  he  bought  it  at  10.75.  And  from  whom  did  he  buy  it?  He 
bought  it  from  somebody  that  wanted  to  sell.  More  than  likely 
that  man  was  a  farmer,  because  he  is  the  man  who  is  the  originai 
source  of  all  the  supply.  He  bought  it  from  that  farmer  that  wanted 
to  sell  the  cotton,  oecause  that  farmer,  in  the  first  place,  might  have 
needed  the  money.  He  might  have  been  perfectly  satisfied  with 
the  price.  So  Mr.  Patten  went  ahead,  and  bought  that  cotton  at 
10.75.  we  will  say,  and  held  it  until  it  got  to  16  cents  a  pound;  and 
then  ne  said:  '*I  am  satisfied,  and  I  am  going  to  sell  it.'^ 

I  respectfully  submit  to  you,  sir,  that  nobody  lost  that  money^ 
but  that  the  original  holder  failed  to  make  it,  simply  because  he  did 
not  have  the  same  acumen  to  hold  on  that  Mr.  Patten  did. 

Mr.  Sims.  Right  there,  let  me  ask  this  question:  Your  idea  is  that 
Patten  made  his  money  by  buying  spot  cotton,  and  not  futures? 
Mr.  Latham.  I  do  not  know,  sir,  which  he  bought. 
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Mr.  Sims.  But  you  can  not  illustrate  it,  the  w^y  you  are  doing, 
otherwise  than  by  his  buying  the  actual  spot  cotton. 

Mr.  Latham.  1  think  you  can,  sir;  but  suppose  he  bought  futures? 

Mr.  Sims.  Suppose  he  bought  futures,  and  closed  them  out;  did 
not  some  man  always  lose  what  he  made? 

Mr.  Latham.  Not  necessarily,  sir.  Suppose  a  cotton-mill  man  had 
had  10,000  bales  of  cotton  in  his  warehouse  agamst  which  he  had 
no  goods  sold,  and  he  said:  "Well,  I  can  not  afford  to  run  the 
risk  of  my  mill  having  this  tremendous  stock  of  cotton  here  without 
something  sold  against  it."  It  is  a  speculation,  you  know,  when  he 
does  that,  to  lay  in  these  large  volumes  of  raw  material  without 
something  being  sold  against  it. 

Mr.  Sims.  He  did  not  sell  cotton;  he  sold  contracts. 

Mr.  Latham.  The  spinner  says:  "I  am  going  to  spin  this  cotton  as 
I  need  it,  but  I  have  no  goods  sold  against  it.  Therefore,  in  order  to 
limit  my  loss  on  my  profit  right  here,  I  will  sell  10,000  bales  of 
futures  against  this  cotton  that  I  have  here  in  my  warehouse.'^  He 
sells  it.  Mr.  Patten  takes  the  other  end  of  it.  Four  months  after 
that  the  spinner  finds  that  he  is  ready  to  use  the  10,000  bales  of 
cotton.  Instead  of  cotton  being  10.75,  it  is  up  to  15  cents.  '*  Well," 
he  says,  "my  goods  have  gone  up  about  the  same  amount  as  cotton." 
So  he  closes  out  his  future  end,  and  hp  still  has  the  cotton,  which  he 
can  not  buy  from  anybody  else  at  10.75,  but  which  is  worth  15  cents 
to  him  then.  So  the  spinner  in  that  case  failed  to  make  that  addi- 
tional amount  of  money  that  Mr.  Patten  or  the  other  speculator  made; 
but  it  was  not  the  fact  that  anybody  lost  it. 

Mr.  Sims.  Where  did  Patten  get  his  money  on  those  10,000  bales 
when  he  never  got  the  bales  and  they  were  never  delivered? 

Mr.  Latham.  He  transferred  his  contracts  to  somebody  else. 

Mr.  Sims.  Then  was  not  that  a  speculative  loss  equal  to  a  specula- 
tive gain? 

Mr.  I^tham.  I  do  not  see  any  speculative  loss.  T  see  a  specu- 
lative profit. 

Mr.  Heflin.  The  producer  lost  that  difference  between  10  and  15 
cents. 

Mr.  Latham.  No,  sir;  he  did  not  lose  it.     He  failed  to  make  it. 

Mr.  Lever.  How  do  you  account,  upon  your  theory,  for  the  number 
of  failures  of  speculators? 

Mr.  Latham.  We  find  failures  in  all  classes  of  business. 

Mr.  Lever.  I  know;  but  you  have  announced  the  remarkable 
proposition  here  that  somewhere  in  the  world,  somehow,  by  somebody, 
something  is  lost  which  somebody  finds  of  value  which  nobodj  lost. 
That  is  the  remarkable  statement  you  have  made  of  the  workmgs  of 
the  exchange.  In  other  words,  somebody  gets  rich  off  of  something 
that  nobody  lost. 

Mr.  Latham.  I  have  known  in  my  life  a  piece  of  real  estate  to  be 
transferred  twenty  times,  and  every  man  made  a  profit  out  of  it. 
That  is  the  result  of  natural  accretion. 

Mr.  Lever.  But  does  not  your  proposition  prove  this — that,  after 
all,  the  man  who  gets  rich  on  the  New  Yort  Cotton  Exchange  is 
dealing  in  ''phantom"  cotton,  as  expressed  by  the  Chairman,  rather 
than  something  that  exists? 

Mr.  Latham.  No,  sir;  I  do  not  agree  to  that. 
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Mr.  Lever.  You  think  Mr.  Patten  made  his  $5,000,000  in  dealing 
with  spot  cotton,  then — the  actual  stuff? 

Mr.  Latham.  I  have  no  idea  how  many  millions  Mr.  Patten  made. 
I  have  an  idea  that  he  did  not  make  as  much  as  that. 

Mr.  Lever.  Assume  that  he  made  five  millions,  however. 

Mr.  Latham.  I  think  that  would  be  a  very  large  amount  to  assume. 

Mr.  Lever.  Well,  one  million,  then.  Did  he  make  that  one  million 
in  spots  or  futures,  do  you  know? 

Mr.  Latham.  I  imderstand  that  Mr.  Patten  has  a  considerable 
stock  of  spot  cotton  in  New  York  at  the  present  time.  I  understand 
he  has  shipped  some  of  that  spot  cotton  out  of  New  York  City  to 
southern  mills.  I  am  not  advised  as  to  that,  because  I  do  not 
know  Mr.  Patten  myself,  and  have  no  connection  with  him. 

Mr.  Lever.  As  a  matter  of  fact,  Mr.  Latham,  do  you  know  how 
many  bales  of  cotton  there  are  now  in  New  York  certified  to-day 
or  yesterday? 

Mr.  Latham.  I  can  give  vou  a  *' horseback"  opinion  of  about 
160,000  bales. 

Mr.  Lever.  How  much  would  that  be  worth? 

Mr.  Latham.  That  is  worth  about  $75  or  $80  a  bale.  Thut  runs 
up  into  figures  that  I  am  not  in  the  habit  of  handling,  sir. 

Mr.  Lever.  That  would  be  divided,  of  course,  among  a  large  num- 
ber of  spot  dealers — Mr.  Weldon,  Mr.  George  H.  \lcFadden,  and 
others  there  who  are  spot  dealers.  So  that  Mr.  Patten  could  not 
have  $5,000,000  worth  of  spot  cotton  in  New  York,  could  he? 

Mr.  TjATHam.  I  do  not  think  he  could ;  no,  sir. 

The  Chairman.  Have  vou  finished  vour  line  of  questions,  Mr. 
BeaU? 

Mr.  Beall.  Yes,  sir. 

The  Chairman.  I  have  just  one  more  question  to  ask  you,  Mr. 
Latham.  I  beUeve  you  said  you  were  a  manufacturer  as  well  as  u 
dealer? 

Mr.  Latham.  Yes,  sir. 

The  Chairman.  In  your  experience  as  a  manufacturer,  have  you 
suffered  any  loss  or  disturbance  in  your  trade  by  reason  of  the  rapid 
fluctuations  of  the  speculative  market?  To  give  you  a  concrete 
case:  Mr.  Parker,  who  was  here  a  few  days  ago,  testified  that  when 
cotton  recently  went  down  some  fourteen  or  fifteen  dollars  a  bale,  it 
disturbed  the  market  for  cotton  goods.  Purchasers,  noting  the  fact 
that  cotton  had  gone  down,  were  unwilling  to  pay  the  price  which 
had  been  asked  for  cotton  goods,  and  which  had  been  fixed  when 
cotton  was  up.  Mr.  Parker  said  that  he  frequently  had  that  difli- 
culty — that  would-be  purchasers  looked  at  the  speculative  price, 
and  did  not  take  into  account  the  fact  that  the  spot  price  might  not 
have  followed  it.  As  a  result,  he  said,  the  disturbance  to  his  busi- 
ness was  so  great  that  he  thought  he  would  be  better  off  if  there  were 
not  any  speculative  market.  What  has  been  your  experience  as  a 
manufacturer  in  that  respect? 

Mr.  Latham.  My  experience  is  that  these  waves  of  speculation 
come,  and  for  a  time  they  do  unbalance  business,  but  it  speedily 
readjusts  itself. 

The  Chairman.  And  you  tliink  that  on  the  average  it  is  better  for 
the  manufacturer  to  have  the  speculative  market? 

Mr.  Latham.  I  think  so;  yes,  sir. 
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The  CiiAiRMAN.  Have  any  other  members  of  the  committee  any 
questions? 

Mr.  Latham.  Instead  of  saying  '^speculative  market/^  I  would 
rather  you  would  sav  '^future  mai-ket. 

The  Chairman.  I  used  that  term  as  synonymous  with  ^^  future 
market.'*  *       '^ 

Mr.  Latham.  Yes,  sir. 

Mr.  Howell.  Do  you  believe  that  if  this  speculative  business  were 
eUminated  the  market  in  cotton  would  be  more  stable,  or  would  you 
have  these  sudden  fluctuations  that  unbalance  the  trade  even  if 
you  did  not  have  any  stock  exchange. 

Mr.  Latham.  Even  if  you  couUl  eliminate  the  exchanges  of  the 
world — Havre  and  Liverpool  and  Bremen  and  the  exchanges  of  this 
country — I  beheve  the  fluctuations  would  still  be  as  violent  as  they 
are  at  the  present  time.  They  micrht  not  be,  however.  When  I 
say  ''violent"  I  do  not  mean  that  they  would  act  so  quickly,  but  I 
believe  the  extremes  from  high  to  low  would  be  quite  as  great  as  they 
are  at  the  present  time. 

Mr.  Cocks.  Are  futures  dealt  in  on  all  the  exchanges  of  the  world? 

Mr.  Latham.  No,  sir. 

Mr.  Cocks.  Where  are  they  not  dealt  in — I  mean  outside  of  the 
United  States?    Which  markets  do  not  deal  in  them? 

Mr.  Latham.  I  do  not  know,  sir.  I  can  tell  you  that  they  do  deal 
in  futures  on  the  Havre  Exchange  and  the  Liverpool  Exchange.  I  am 
not  certain  whether  the  Bremen  Exchange  has  a  future  contract  or 
not,  but  I  beUeve  it  has  now. 

The  ChAirman.  Have  the  members  pi  the  committee  any  further 
questions? 

Mr.  Mendelbaum.  I  should  like  to  ask  a  Question.  Mr.  Latham, 
you  have  testified  here,  as  to  the  position  of  tne  cotton  goods  market 
m  1907,  that  the  mills  were  sold  anead  in  this  country  ten  and  twelve 
months;  and  in  Europe,  as  vou  probably  recollect,  they  were  sold  as 
much  as  a  year  and  a  half  ahead.  W^as  not  that  caused  by  the  trade 
speculation  at  the  time  in  manufactured  goods  ? 

Mr.  Latham. -Yes;  I  think  it  was. 

Mr.  Mendelbaum.  Is  not  the  reverse  the  case  this  year? 

Mr.  Latham.  Yes,  sir. 

Mr.  Mendelbaum.  That  is  all  I  want  to  ask. 

Mr.  Brooks.  I  just  want  to  ask  a  couple  of  questions.  I  under- 
stand from  your  statements  that  you  do  not  believe  that  there  are  any 
evil  features  of  the  exchange  business  as  now  conducted  ? 

Mr.  Latham.  Will  you  repeat  that  question,  Mr.  Brooks? 

Mr.  Brooks.  I  say,  is  it  your  position  that  the  exchanges,  as  now 
conducted,  have  no  evil  features? 

Mr.  Latham.  No,  sir;  I  did  not  say  that. 

Mr.  Brooks.  What  is  your  statement  on  that  point  ? 

Mr.  Latham.  Do  you  wish  to  know^  my  opinion  on  it  ? 

Mr.  Brooks.  Yes,  sir. 

Mr.  Latham.  I  believe  that  the  privileges  of  the  exchange  are  fre- 
c[uently  abused  by  people  that  have  no  business  trading,  that  are 
incapacitated  and  unable  to  trade. 

Mr.  Brooks.  Is  that  the  fault  of  the  exchange  or  the  fault  of  the 
people? 

Mr.  Latham.  I  think  that  is  the  fault  of  the  people. 
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Mr.  Brooks.  Then  the  evil  that  the  exchange  does  is  due  to  the 
people  that  deal  on  it  instead  of  to  its  rules  and  regulations  ? 

Mr.  Latham.  I  think  so ;  yes,  sir. 

Mr.  Brooks.  Are  the  people  that  do  this  evil  members  of  the 
exchange  or  these  outside  unmformed  masses? 

Mr.  Latham.  I  would  not  undertake  to  separate  them.     They  are 
aU  people;  and  the  man  that  abuses  a  thing,  whether  he  is  a  member 
of  the  exchange  or  not,  is  equally  guilty. 
.  Mr.  Brooks.  Those  abuses  hurt  you  ? 

Mr.  Latham.  They  hurt  the  individuals. 

Mr.  Brooks.  I  notice  that  the  commission  that  were  appointed  hy 
the  New  York  legislature  last  year  use  the  following  language  in  then- 
report,  speaking  of  these  exchanges : 

In  its  nature  it  is  in  the  same  class  with  gambling  upon  the  race  track  or  at  Uie 
roulette  table,  but  it  is  practiced  on  a  vastly  larger  scale. 

Do  you  think  that  is  a  correct  statement  i 

Mr.  Neville.  Mr.  Chairman,  if  you  please,  if  Mr.  Brooks  is  to  read 
part  of  that  rejjort,  I  respectfully  request  that  the  entire  report  be 
made  part  of  this  record. 

The  Chairman.  How  long  is  the  report? 

Mr.  Brooks.  I  have  not  the  report  with  me. 

Mr.  Neville.  I  protest,  Mr.  Oiiairman,  that  it  is  not  fair  to  the 
witness  or  to  the  Question  under  discussion  before  the  committee  to 
take  one  paragraph  from  that  report,  which  may  follow  something 
entirely  different,  or  be  followed  by  something  entirely  different. 

Mr.  Brooks.  Mr.  Chainnan^^  I  suppose  the  committee  can  get  hold 
of  one  of  these  reports. 

Mr.  Burleson.  Surely,  when  the  question  is  asked  the  gentleman 
can  state  whether  or  not  he  concurs  in  the  correctness  of  the  statement. 
Then  he  can  make  any  explanation  he  sees  fit. 

Mr.  Brooks.  This  sentence  stands  or  falls  upon  its  own  merits  as 
a  statement. 

Mr.  Heflin.  Mr.  Chairman,  just  one  word 

The  Chairman.  My  opinion  upon  that  point  is  this  (if  you  will 

Sennit  me,  Mr.  Hefiin) :  If  any  gentleman,  m  asking  a  question,  pro- 
uces  matter  that  other  gentlemen  think  is  not  a  fair  representation — 
for  instance,  if  the  sentence  wliich  Mr.  Brooks  has  read  is  regarded 
by  Mr.  Neville  as  not  a  fair  statement  of  the  substance  of  the  report — 
I  think  Mr.  Neville  should  have  the  privilege,  at  the  proper  time,  of 
putting  in  other  statements  from  that  report  that  would  correct  any 
misapprehension  that  might  thereby  be  created. 

Mr.  Heflin.  That  was  the  point  I  wished  to  make. 

The  Chairman.  But,  at  the  same  time,  I  think  the  sentence  which 
Mr.  Brooks  has  read  merely  as  a  postulate  for  a  question  might  be 
admitted,  and  that  the  \vntness  should  answer  the  question. 

Mr.  Mendelbaum.  But,  Mr.  Chairman,  the  point  is  this:  The  part 
^hich  Mr.  Brooks  has  read  here  might  lead  you  gentlemen  to  beneve 
that  the  committee  reported  adversely  to  the  exchange,  while  the 
reverse  is  the  case.     In  every  instance  it  upheld  the  excnange. 

The  Chairman.  The  committee  is  familiar  with  that  report,  I  take 
it;  and  my  understanding  is  that  Mr.  Brgoks  simply  reierred  to  it 
in  order  to  make  his  question  clear  to  Mr.  Latham.  He  could  just  as 
well  have  asked  his  question  without  having  read  the  sentence;  and 
I  presume  he  can  shape  his  question  now  so  as  to  avoid  reading  it. 
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Mr.  Neville.  As  long  as  we  have  an  opportunity  of  presenting  the 
reverse  of  that  proposition,  that  is  all  we  care  about. 

Mr.  Heflin.  Mr.  Chairman,  my  point  was  along  the  line  suggested 
by  the  chair.  Mr.  Brooks  has  the  right  to  pick  out  any  sentence  that 
he  wishes  to  pick  out,  and  pronound  that  sentence  in  the  form  of  a 
question  to  this  witness,  and  have  an  answer  from  him.  Then,  if 
Mr.  Neville  wants  the  whole  record  to  go  in,  when  his  time  comes,  he 
has  the  right  to  put  it  in.  But  he  can  not  suggest  now  a  whole  mass  of 
matter  to  Mr.  Brooks  about  what  should  go  in,  when  he  wants  to 
separate  that  from  other  matter. 

The  Chairman.  I  think  all  objection  would  be  obviated  if  Mr. 
Brooks  could  frame  his  question  independently  of  the  statement. 

Mr.  Brooks.  All  right. 

Mr.  Lever.  I  should  Uke  to  suggest  that  the  committee  does  not 
care  to  place  itself  in  the  attitude  of  refusing  information;  and,  as 
far  as  I  am  concerned  personally,  I  should  be  very  glad  to  have  the 
report  go  in  the  record. 

The  Chairman.  That  is  a  matter  the  committee  can  take  care  of 
at  the  proper  time. 

Mr.  Neville.  I  am  not  a  lawyer;  andif  I  **butted  in"  prematurely, 
I  wish  to  apologize  to  the  committee. 

The  Chairman.  No  apology  is  necessal3^ 

Mr.  Neville.  But  being  familiar  with  the  report,  and  having  ap- 
peared before  that  committee  for  four  days 

The  Chairman.  Your  interruption  was  perfectly  proper,  Mr. 
Neville.     Let  Mr.  Brooks -now  ask  his  question. 

Mr.  Beall.  Before  he  does  that,  let  me  suggest  that  that  is  not  to 
be  interpreted  as  a  ruling  that  Mr.  Brooks's  question  as  originally 
presented  was  an  improper  question? 

The  Chairman.  Not  at  all. 
,  Mr.  Neville.  I  did  not  mean  to  imply  that. 

Mr.  Brooms.  Then,  Mr.  Latham,  do  you  think  that  the  so-called 
*' gambling"  that  is  carried  on  on  the  exchanges  to-day  is  in  the  same 
class  as  race-track  or  roulette  gambling? 

Mr.  Latham.  I  am  not  sufficiently  posted  about  horse  racing  or 
roulette  gambling  to  answer  the  question.     [I^aughter.] 

Mr.  Brooks.  Do  you  believe  that  it  involves  practically  a  certainty 
of  loss  to  those  who  are  engaged  in  it? 

Mr.  Latham.  I  do  not  believe  it  involves  a  certainty  of  loss. 

Mr.  Brooks.  Practically  a  certainty  of  loss? 

Mr.  Latham.  No,  sir;  1  would  not  admit  that. 

Mr.  Brooks.  Do  you  believe  that  it  causes  a  continuous  stream 
of  wealth  to  be  taken  from  the  actual  capital  of  innumerable  persons 
of  relatively  small  means  and  go  to  swell  the  income  of  brokers  and 
operators? 

Mr.  Latham.  Will  you  read  that  again,  sir? 

Mr.  Brooks.  Do  you  beheve  that  the  practice  causes  a  continuous 
stream  of  wealth  to  be  taken  from  the  actual  capital  of  innumerable 
persons  of  relatively  small  means  and  go  to  swell  the  income  of 
Drokers  and  operators? 

Mr.  Latham.  No,  sir;  I  do  not  admit  that,  for  the  reason  that  I 
do  not  think  the  bulk  of  the  money  that  either  goes  to  or  goes  from 
New  York  is  sent  there  by  people  of  relatively  small  means ;  some 
o!  it  is  sent  by  such  persons,  1  do  believe ;  but  the  laws  that  have  been 
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passed,  particularly  in  the  South,  have  prevented  the  trading  in 
Futures  by  people  that  are  not  professionals  in  the  business,  and  the 
laws  for  the  abolition  of  bucket  shops  and  the  general  prevention  of 
that  business  are  laws  that  ought  to  be  enforced  as  fully  and  as 
harshly  as  they  are. 

Mr.  Brooks.  Then  do  these  evils  that  exist  apply  to  these  people 
of  relatively  small  means  or  people  of  considerable  wealth  ? 

Mr.  Latham.  Well,  I  do  not  know  that  my  knowledge  would  ex- 
tend that  far;  but  I  do  know  that  in  the  old  days  of  the  South,  when 
there  was  a  bucket  shop  in  nearly  every  town,  that  the  country  doc- 
tor, the  country  lawyer,  and  tlie  postmaster,  as  well  as  everybody, 
went  down  to  see  the  quotations  and  got  to  trading  in  futures. 

Mr.  Brooks.  Do  you  think  there  is  less  future  dealing  done  now^ 
that  there  was  less  volume  in  the  last  year  than  there  was  then  ? 

Mr.  Latham.  I  do;  yes,  sir. 

Mr.  Brooks.  In  the  New  York  Exchange? 

Mr.  Latham.  I  do;  yes,  sir. 

Mr.  Brooks.  Well,  do  you  think,  without  having  a  continuous 
influx  of  new  customers  replacing  those  whose  losses  rorce  them  out, 
that  this  would  not  continue  as  it  does  to-day? 

Mr.  Latham.  I  think  that  the  exchanges  would  yet  have  a  place 
and  that  they  would  continue  to  go  on  existing  whether  there  were 
lambs  or  not. 

Mr.  Brooks.  You  then  think  the  exchange  has  no  rules  or  regu- 
lations that  need  modifying  or  changing? 

Mr.  Latham.  No,  sir. 

Mr.  Burleson.  As  I  gather  from  your  testimony  you  justifv  the 
existence  of  thf  New  York  Exchange  because  of  the  facility  for  hedg- 
ing there  ? 

Mr.  Latham.  Yes,  sir. 

Mr.  Burleson.  By  the  merchant,  the  mill  ?nan,  an  by  the  cotton 
producer,  if  he  wishes  to  do  so  ?  ^ 

Mr.  Latham.  Yes,  sir. 

Mr.  Burleson.  Now,  Mr.  Latham,  if  this  facihty  is  not  afforded 
there  is  no  justification,  then,  for  the  existence  of  the  exchange,  is 
there? 

Mr.  Latham.  I  did  not  quite  catch  your  question. 

Mr,  Burleson.  If  this  facility  is  not  afforded  there  is  no  justifica- 
tion for  the  existence  of  the  exchange  ? 

Mr.  Latham.  You  mean  if  no  one  is  to  go  there  to  hedge? 

Mr.  Burleson.  No;  I  put  this  question  to  you,  and  you  answered 
it  in  the  affirmative;  I  asked  you  if  you  justified  the  existence  of  the 
exchange  because  of  the  facility  afforded  by  the  exchange  for  hedging, 
and  you  said  yes;  now,  then,  if  the  facility  for  hedging  does  not  exist 
upon  the  exchange  it  has  no  justification  for  existing?  I  just  reversed 
my  question. 

Mr.  Latham.  I  should  say  not. 

Mr.  Burleson.  Now,  then,  Mr.  Latham,  I  want  to  ask  if  it  is 
not  a  fact  that  during  the  past  nine  years,  I  will  say,  the  margin  of 
difference  between  the  price  of  future  contracts  on  the  exchange 
and  spot  cotton  has  not  been  such  that  instead  of  eUminating  the  risk 
by  hedging  the  risk  of  the  merchant  and  the  spinner  has  been 
increased  ? 

Mr.  Latham.  No,  sir;  I  do  not  think  so. 
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Mr.  Burleson.  Now,  then,  I  want  to  ask  you  if  you  concur — 
you  heard  the  tribute  paid  to  Commissioner  Smith's  report  the 
other  day,  that  it  was  a  classic  on  this  subject — and  I  want  to  know 
if  vou  concur  in  this  statement 

Mr.  Neville.  Will  you  please  read  the  rest  of  the  question? 

Mr.  Burleson.  I  will  put  my  questions  in  the  way  I  want  them 
and  you  can  cross-examine  the  witness  if  you  see  fit  to  do  so.  I  want 
to  see  whether  you  concur  in  this  statement  of  fact  made  by  Com- 
missioner Smith  in  thi^  report:  ^^From  September,  1899,  dowTi  to 
the  present  time,  however,  the  margin  has  on  the  whole  been  very 
mucn  greater  than  in  earher  years,  and,  what  is  far  more  important, 
it  has  fluctuated  \vith  much  greater  violence."  Now,  then,  he  goes 
on  and  gives  some  statistics  to  support  the  proposition,  and  winds 
it  up:  ^'Tliis  means  that  merchants  using  the  market  for  hedging 
purposes  have  been  more  or  less  constantly  subjected  to  a  very 
serious  risk;  whereas,  .as  so  frequently  emphasized,  the  purpose  of 
hedging  is  to  reduce  or  ehminate  risk.  It  means,  too,  that  the 
calculations  of  speculators  as  to  the  movements  of  the  contract  price 
itself  have  been  rendered  more  difficult  and  risks  consequently 
increased.'^     Do  you  concur  in  the  correctness  of  those  two  findings? 

Mr.  T^ATHAM.  Personally,  I  do  not  so  find. 

Mr.  Burleson.  Then  you  think  that  the  Commissioner  of  Corpo- 
rations was  mistaken  in  those  conclusions  ? 

Mr.  Latham.  No,  sur;  I  didn't  answer  you  in  that  way;  I  said  as 
far  as  my  personal  operations  were  concerned  they  did  not  coincide 
with  that  report. 

Mr.  Burleson.  Do  you  know  whether  or  not  he  is  correct  in  those 
statements?    I  want  your  opinion. 

Mr.  TjATh'am.  I  have  not  read  the  report  and  I  wouldn't  care  to 
venture  an  answer. 

Mr.  BuTiLESON.  I  asked  you  whether,  in  your  opinion,  the  Commis- 
sioner of  Corporations  is  mistaken  when  6e  states  that? 

Mr.  Latham.  I  said  to  you  that  he  was  mistaken  so  far  as  my  per- 
^nal  operations  are  concerned. 

Mr.  Burleson.  But  if,  as  a  matter  of  fact,  he  w^as  not  mistaken, 
then  you  concur  with  the  views  expressed  by  the  producers  and  the 
spinners  who  have  spoken  here,  that  the  exchange  ouglit  to  be 
eliminated  ? 

Mr.  Latham.  I  did  not  concur  in  that. 

Mr.  Burleson.  But  if  he  is  correct,  and,  as  a  matter  of  fact,  he 
states  that  the  margin  from  1899  down  has  been  so  great  that  it  does 
not  afford  a  hedge 

Mr.  Latham.  I  deny  that. 

Mr.  Burleson.  You  do  not  concur  in  the  correctness  of  his  state- 
ment, but  as  I  understand  it  vou  admit  that  if  he  is  correct  the  ex- 
change ought  to  be  eliminated  ? 

Mr.  Latham.  Before  making  such  an  admission  I  woidd  have  to 
read  the  report  carefully. 

Mr.  Neville.  On  what  page  is  that,  please  ? 

Mr.  Burleson.  On  page  156. 

Mr.  Lever.  You  can  borrow  no  money  on  your  hedges,  can  you, 
from  a  bank? 

Mr.  Latham.  You  can  borrow  money  on  cotton  that  is  hedged 
quicker  than  on  cotton  that  is  not  hedged. 
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Mr.  Lever.  You  do  not  agree  with  Mr.  Cone,  do  you,  when  in  his 
testimony  he  said  you  could  not  borrow  money  on  hedges? 

Mr.  Latham.  Well,  I  could  not  agree  with  that. 

Mr.  Cone.  I  beg  your  pardon,  if  I  made  any  such  statement  as 
that  I  must  have  been  so  embarrassed  I  did  not  know  what  I  was 
saving. 

^Ir.  Latham.  I  think,  Mr.  Lever,  in  order  to  answer  your  question, 
that  these  hedges  are  considered  by  people  that  are  in  the  ousiness 
of  cotton  deahng  as  insurance  more  thaucanything  else.  If  you 
were  to  ask  me  if  I  could  borrow  money  on  my  pohcy,  on  Which  I 
had  covered  my  cotton,  it  would  be  about  the  same  as  your  question 
as  to  borrowing  money  on  hedges. 

Mr.  Lever.  I  understood  your  testimony  and  that  of  Mr.  Cone 
to  go  to  the  effect  that  the  hedging  system  permitted  small  dealers 
in  cotton  to  do  business. 

Mr.  Latham.  It  does  make  it  easier  for  them. 

Mr.  Lever.  That  they  could  borrow  money  on  hedged  cotton 
anvway? 

Mr.  Latham.  Yes,  sir;  that  upon  cotton  that  is  hedged  the  risk  is, 
to  a  large  extent,  eUminated. 

Mr.  Lever.  You  are  not  a  banker? 

Mr.  Latham.  Veil,  I  am  interested  in  a  bank. 

Mr.  Lever.  Well,  how  much  money  per  bale  will  your  bank  loan 
on  cotton? 

Mr.  Latham.  At  the  present  time? 

Mr.  Lever.  Yes. 

Mr.  Latham.  Well,  that  depends  largely  upon  the  borrower;  the 
first  risk  that  a  bank  must  determine  is  the  moral  risk,  and.  then  comes 
in  the  ability  risk,  and  next  the  question  of  collateral;  that  is  the 
manner  in  which  I  look  at  it  as  a  banker. 

Mr.  Lever.  So  that  your  bank  would  be  willing  to  loan  money  to  a 
man  of  good  moral  standing  on  his  hedged  cotton? 

Mr.  Latham.  Yes,  sir. 

Mr.  Lever.  Cotton  that  your  bank  knew  did  not  exist,  as  a  matter' 
of  fact? 

Mr.  Latham.  Then  how  could  it  be  hedged  if  it  did  not  exist? 

Mr.  Lever.  Does  all  your  hedged  cotton  exist  ? 

Mr.  Latham.  Yes,  sir;  it  does  exist. 

(Thereupon  a  recess  was  taken  until  2  o'clock  p.  m.) 

AFTERNOON    SESSION. 

The  committee  reconvened  at  2  o'clock  p.  m.,  Hon.  Charles  F. 
Scott  (chairman)  presiding. 

TESTIMONY   OF  ME.  ABTHUB  R.  MARSH,  VICE-PRESIDENT   OF 
THE  NEW  YORK  COTTON  EXCHANGE. 

(The  witness  was  sworn  bv  the  chairman.) 

The  Chairman.  Will  you  be  kind  enough,  Mr.  Marsh,  to  give  your 
name  and  official  dcvsignation  to  the  stenographer? 

Mr.  Marsh.  Mv  name  is  Arthur  R.  Marsh.  I  am  vice-president 
of  the  New  YorK  Cotton  Exchange.  I  am  engaged  in  the  cotton 
commission  and  brokerage  business. 
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The  Chairman.  Would  you  prefer  to  proceed  for  the  present  with- 
out interruptions,  until  you  have  made  the  statement  you  have  in 
mind? 

Mr.  Marsh.  Mr.  Chairman,  if  it  is  agreeable  to  the  committee,  it 
seems  to  me  that  it  might  be  well  for  me  to  make  a  portion  of  my 
statement,  covering  a  certain  portion  of  the  ground,  and  then  give 
an  opportunity  to  the  members  of  the  committee  and  to  others  to  ask 
questions  which  might  bring  out  the  matters  indicated  in  my  state- 
ment or  connected  with  my  statement  which  they  feel  require  further 
illustration. 

The  Chaibman.  Very  good;  then  if  you  will  indicate  when  you 
are  ready  to  submit  to  questions,  we  \n\l  govern  ourselves  accor- 
dingly. 

Mr.  Marsh.  I  will  do  so;  thank  you.  Mr.  Chairman,  the  present 
situation  with  regard  to  future  trading  in  connection  with  cotton, 
which  I  have  particularly  to  speak  of,  is  another  chapter  in  the  long 
history  of  the  uneasiness  of  the  producers  and  the  consumers  of 
various  conomodities  with  regard  to  the  price  which  they  shall  be 
paid  or  shall  pay  for  those  commodities.  It  b  a  well-known  fact  that 
when  a  period  of  uneasiness  of  this  kind  comes  along,  the  class  who 
get  the  criticism  in  the  first  place  and  most  heavily  are  the  merchants 
who  stand  between  the  prodiicer  and  the  ultimate  consumer.  People 
generally  can  not  get  it  out  of  their  minds  that  the  merchant  makes 
the  price  both  ways.  It  is  very  hard  for  tlie  ordinary  casual  observer 
to  get  it  into  his  head  that  the  merchant  is  not  mterested  in  the 
price,  either  to  the  producer  or  to  the  consumer.  The  only  thing  the 
merchant  is  interested  in  is  a  sufficient  supply  and  a  sufficient  demand 
and  a  sufficient  margin  between  the  price  paid  the  producer  and  the 
price  which  the  consumer  pays  to  cover  tne  cost  of  the  merchant's 
Tunction  and  to  give  him  a  reasonable  profit  for  the  capital  which  he 
employs  and  for  the  brains  which  he  employs  in  the  function  which 
he  penorms.  In  spite  of  that  fact,  however,  Mr.  Chairman,  it  is  a' 
well-known  fact — and  this  was  pointed  out  certainly  a  century  and  a 
half  ago  by  the  first  of  the  important  students  of  poUtical  economy, 
Adam  Smith — that  the  target,  the  corpus  vile  into  which  the  arrows 
of  criticism  are  discharged,  is  the  merchant.  If  the  price  of  a  given 
conunodity  is  low,  the  merchant  is  charged  with  making  it  low.  If 
the  price  of  that  conunodity  is  liigh,  he  is  charged  with  manipulating 
the  market,  enhancing  the  cost,  enhancing  the  price,  and  bleeding  the 
consumer.  I  make  this  preUminary  statement,  Mr.  Chairman,  be- 
cause the  whole  position  of  the  New  York  Cotton  Exchange  is  con- 
nected with  this  elementary  proposition  in  economics  in  such  a  way 
that  if  this  elementary  proposition  in  economics  is  not  borne  in  mind, 
a  correct  conclusion  with  regard  to  the  New  York  Cotton  Exchange 
or  any  cotton  exchange  or  any  exchange  of  a  similar  character  can 
not  he  arrived  at. 

Now,  sir,  the  New  York  Cotton  Exchange  is  an  exchange  of  cotton 
merchants.  The  New  York  Cotton  Exchange  has  450  memberships, 
it  has  about  425  Uving  members,  and  those  425  living  members  are 

Primarily  cotton  merchants.  The  function  of  the  members  of  the 
few  York  Cotton  Exchange  in  the  world  is  the  function  of  merchants. 
It  will  seem  at  first  sight  that  I  must  be  emphasizing  wrongly  the 
facts  when  I  make  this  statement.  I  am  not  emphasizing  wrongly 
the  facts;  I  am  stating  exactly  what  is  the  case.     If  I  should — and  I 
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think  I  should — amplify  that  statement  a  little,  it  would  be  merely 
to  say  that  the  merchant's  function  is  to  a  certain  extent  subdivided, 
and  that  among  members  of  the  New  York  Cotton  Exchange  are  some 
who  perform  tnat  general  function  of  merchant  which  the  world  at 
large  Knows  and  sees  the  merchant  perform,  and  that  there  are  other 
members  of  the  New  York  Cotton  Exchange  who  perform  subsidiary 
functions  connected  with  the  merchandizing  of  the  cotton  crop,  sub- 
sidiary functions  which  are  essential  to  the  larger  and  general  function 
of  the  merchant,  but  which  none  the  less  are  in  th^piselves  merchan- 
dizing functions. 

Mr.  Chairman,  the  members  of  the  New  York  Cotton  Exchange 
handle  every  year  over  80  per  cent  of  all  the  cotton  produced  in  the 
United  States:  They  use  their  capital  and  their  credit  for  the  dis- 
tribution of  this  very  large  percentage  of  the  total  cotton  production 
of  the  United  States.  They  make  the  banking  connections,  they 
make  the  insurance  connections,  they  make  the  spinners'  connection, 
they  make  the  connections  with  the  smaller,  lesser  merchants  in  the 
interior  who  come  in  immediate  contact  with  the  farmers.  It  is  to 
them  that  the  existence  every  dav  and  every  hour  of  every  daj  of  a 
market  in  every  town  in  the  South  where  any  farmer  can  sell  his  bale 
or  his  100  bales  of  cotton  if  he  chooses  is  due.  The  ramifications  of 
the  obligations  of  these  merchants  are  indescribably  great.  It  would 
be  absolutely  impossible  for  me  to  enumerate  them.  It  would  re- 
quire a  volume  to  enumerate  them,  and  even  then  much  would  escape 
my  attention. 

As  the  world  has  gone  up  to  date,  as  the  cotton  business  has 
developed  up  to  date,  this  responsibility  has  fallen  upon  this  class  of 
cotton  mercnants  to  perform  this  function  of  distributing  the  cotton 
crop.  I  now  hear  it  proposed  and  advanced  that  this  method  of 
distributing  the  cotton  crop  is  not  a  good  one;  that  to  leave  upon  the 
.shoulders  of  this  class  of  merchants  the  responsibility  of  providing 
the  necessary  capital  and  the  necessarj^  facilities  of  every  kind  from 
one  end  of  the  world  to  the  other  is  not  working  satisfactorilv  to  the 
producer  on  the  one  hand  or  to  the  spinner  on  the  other.  As  I  under- 
stand the  position  of  the  gentlemen  who  have  appeared  here  repre- 
senting southern  farmers'  associations,  it  is  that  the  merchant  class 
which  has  hitherto  carried  this  responsibility  is  not  doing  its  work 
well,  from  their  point  of  view;  that  that  merchant  class,  which  has 
been  doing  this  work  ever  since  cotton  began  to  be  raised  in  this 
country,  is  affecting  the  price  of  cotton  injuriously  to  the  producer, 
or  is  exacting  too  large  a  toll  from  the  producer,  or  is  not  giving  tlie 
spinner  the  service  wnich  he  requires  for  the  compensation  which  he 
is  willing  to  pay.  That,  as  I  see  it,  is  the  essence  of  the  proposition 
advanced  by  tnese  representatives  of  the  southern  farmers'  asso- 
ciations; and  it  seems  further  to  be  advanced  by  these  gentlemen 
that  the  novel  method  which  they  propose  of  distributing  the 
cotton  crop  should  be  fostered  by  the  Government  of  the  United 
States,  that  the  Government  of  the  United  States  should  step  in, 
should  interfere  with  the  methods  which  the  cotton  merchants  nave 
worked  out  for  themselves,  should  throw  its  weight  against  the  long- 
established  usages  of  this  class  of  cotton  merchants,  and  in  other 
words  put  these  old  and  established  competitors  of  the  new  scheme 
out  of  business.  That  in  its  essence,  Mr.  Chairman,  seems  to  me  to 
be  the  proposition  of  these  gentlemen  from  the  South.    I  state  this 
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in  order  that  we  may  have  it  perfectly  clear  before  us,  or  at  any  rate 
that  I  may  have  it  perfectly  clear  lief  ore  me,  what  the  question  is 
essentially  which  I  am  to  discuss  before  you. 

I  shall  not  undertake  to  discuss  the  propriety  of  the  intervention 
of  tha  Government  between  two  methods  of  fiandlin^^  and  distrib- 
uting the  cotton  crop  further  than  to  say  that  it  seems  to  me  that  in 
a  land  of  free  competition,  in  a  land  in  which  every  man  who  does  his 
business  openly  and  aboveboard  and  is  supposed  to  have  the  oppor- 
tunity to  make  a  success  of  it  if  he  can — in  a  country  like  this,  I  say, 
Mr.  Chairman,  it  would  seem  to  me  that  the  reasonable  and  just 
attitude  of  the  National  Government  would  be  to  say  to  the  repre^ 
sentatives  of  these  competing  methods:  ^*Let  the  world  decide 
between  you.  If  the  one  of  you  has  a  method  better  than  the  other, 
you  will  prevail.  If  the  method  which  is  proposed  is  more  just  to 
the  farmer,  more  just  to  the  spinner,  more  economical,  serves  the 
pubUc  better,  it  is  'a  certainty  that  it  will  prevail.''  There  is  no 
earthly  way  in  which  an  unjust  and  an  uneconomical  and  an  unwise 
method  of  performing  a  great  function  like  this  can  be  kept  alive. 
That,  Mr.  (Jnairman,  1  say,  would  seem  to  me  to  be  the  reasonable 
method  or  the  reasonable  attitude  for  the  Government  of  the  United 
States  to  take  in  regard  to  these  competing  and  opposing  methods 
of  handling  this  great  business.  But  I  will  not  pursue  that  matter 
further.  I  will  come  back  immediately  to  the  New  York  Cotton 
Exchange. 

I  have  said,  sir,  that  the  New  York  Cotton  Exchange  is  an  asso- 
ciation with  450  memberships,  with  about  425  living  members.  Each 
one  of  these  members  is  a  member  of  the  New  York  Cotton  Exchange 
purely  and  simply  as  an  individual  cotton  merchant.  No  corporation 
IS  allowed  to  hold  a  membership  in  the  New  York  Cotton  Exchange. 
These  memberships,  with  the  exception  of  a  comparatively  few 
partnerships  among  them,  are  held  by  cotton  mercnants  who  are 
mdividually  in  the  freest  and  keenest  competition  with  each  other. 
There  is  no  business  with  which  I  am  acquainted  in  which  the  prin- 
ciple of  absolutely  free  competition  is  carried  to  the  extent  to  which 
it  is  carried  in  the  cotton  ousiness.  There  is  not  a  shadow  of  an 
agreement  between  the  distributers  of  cotton,  excepting  so  far  as 
two  or  three  of  them  may  form  a  partnership  with  each  other.  There 
is  the  greatest  divergence  of  opinion,  there  is  the  greatest  divergence 
of  financial  connections,  the  greatest  divergence  of  methods  of 
handling  the  actual  cotton  whicn  these  merchants  buy  and  ship  and 
dispose  of.     In  other  words,  there  is  absolutely  free  competition. 

These  cotton  merchants,  both  the  merchants  whom  I  may  call 
merchants  in  a  larffe  way  and  primary  merchants,  and  those  merchants 
who  fulfill  the  subsidiary  functions  of  the  merchandising  of  cotton, 
have  formed  this  association,  called  the  New  York  Cotton  Exchange, 
purely  and  simply  for  the  purpose  of  agreeing  together  upon  certain 
rules  which  they  will  follow  in  their  trading  with  each  other.  The 
by-laws  and  rules  of  the  New  York  Cotton  Exchange  are  simply  the 
rules  which  have  been  adopted  by  this  great  body  of  people  in  free 
competition  with  each  other,  uncfer  which  they  will  make  contracts 
with  each  other.  There  is,  to  be  sure,  the  subsidiary  function  of  the 
exchange  fostered  by  these  merchants,  that  they  will  gather  every 
kind  of  information  which  they  can,  to  be  freely  used  by  every  one 
of  these  competing  merchants  m  his  business  and  in  his  trading  with 
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every  other  one  of  them;  there  is  the  further  purpose  of  providing'a 
room  in  which  these  competing  merchants  may  meet  ana  may  make 
contracts  with  each  other;  but  the  one  great  object  of  their  associa- 
tion is  to  have  a  bodv  of  rules  under  which  they  may  make  contracts 
with  each  other— rules  which  have  been  worked  out  little  by  little 
through  the  experiences  of  different  members  of  the  fraternity  to 
guard  against  mistakes,  to  guard  against  misapprehensions,  to  make 
every  contract  which  is  entered  into  absolutely  free  and  aboveboard, 
devoid  of  all  subintentions,  devoid  of  all  those  elements  which  cause 
doubt  and  lead  to  embarrassment  and  to  litigation;  and  that,  Mr. 
-Chairman,  is  what  the  present  body  of  rules  of  the  New  York  Cotton 
Exchange  consists  of. 

Now,  sir,  I  desire  to  lay  especial  stress  upon  the  fact  that  this  body 
of  rules  is  a  body  of  rules  resulting  from  the  experience  of  a  body  of 
men  who  have  a  certain  function  in  the  bodv  politic,  and  that  function 
in  the  body  politic  is  one  which,  as  things  have  been  organized  in  the 
world  heretofore,  has  fallen  upon  these  men.  This  responsibility  is 
the  responsibility  of  distributing  the  cotton  crop  of  the  IJnited  States. 
Here  is  a  class  of  merchants.  Tney  have  grown  up  because  they  were 
needed,  as  things  have  been.  The  world  wanted  tnem.  They  did  not 
embark  upon  this  business  because  they  were  not  wanted;  they 
embarked  upon  it  because  they  were  wanted,  because  no  way  had  been 
pointed  out  to  get  along  witnout  them.  I  understand  that  now  we 
are  to  have  a  way  to  get  along  without  them.  We  are  no  longer  to 
require  cotton  merchants.  VTe  are  to  have  a  new  order  of  things,  in 
which  the  producer  of  cotton  and  the  manufacturer  of  cotton  are  to 
look  each  other  straight  in  the  face  and  without  any  expense  of  dis- 
tributing agencies  are  to  pass  the  raw  commodity  from  the  one  to  the 
other;  but  up  to  date,  Mr.  Chairman,  cotton  merchants  have  been 
wanted,  have  been  needed,  and  they  have  little  by  little  accumu- 
lated the  capital,  acquired  the  credit,  made  the  multitudinous  con- 
nections necessary  for  the  performance  of  their  business.  They  have 
learned  what  can  be  done  and  what  can  not  be  done  from  the  point  of 
view  of  distributers  of  this  commodity.  That  is  the  point,  I  oelieve, 
which  is  the  essential  point  for  the  members  of  this  committee  to  bear 
in  mind. 

Now  I  come  to  the  next  point  in  what  I  have  to  say,  and  after  I 
have  spoken  upon  this  I  shall  be  glad  to  have  any  questions  asked  me 
that  members  of  the  committee  or  others  may  desire  to  ask.  The 
particular  point  of  attack  upon  these  merchants  who  are  thus  asso- 
ciated together  in  this  present  chapter  of  -  uneasiness,  is  their  use  of 
what  are  called  **contractsfor  the  future  delivery  of  cotton,' 'or more 
vaguely  and  more  generally  and  in  the  common  parlance,  '^futures.'*  It 
is  claimed  that  the  development  of  these  contracts  for  the  future 
delivery  of  cotton  disturbs  the  function  of  the  merchant,  causes 
hardship  to  the  producer  and  hardship  to  the  manufacturer  or  cotton, 
and  in  particular  it  is  declared,  as  I  underetand  it,  that  that  whole 
process,  which  is  the  result  of  a  slow  evolution  in  the  cotton  trade,  of 
using  these  contracts  for  the  future  deUvery  of  cotton  as  a  hedge,  is 
an  essentially  uneconomic,  unwise,  unjust,  and  destructive  practice. 
Mr.  Chairman,  it  is  a  very  difficult  matter  to  answer  a  contention  of 
that  kind.  It  would  seem  a  priori  that  when  a  body  of  merchants 
responsible  enough  in  the  eyes  of  the  world  to  have  the  handling  of 
80  per  cent  of  the  cotton  crop  of  the  United  States  have  arrived  at  a 
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certain  method  of  conducting  their  business,  have  gradually  evolved 
in  their  free  competition  with  each  other  such  a  method  of  conducting 
their  business,  it  would  seem,  I  say,  that  if  that  method  of  doing 
business  is  perfectly  free,  published  to  the  world,  open  and  above- 
board,  why,  then  that  boay  of  merchants  might  very  properly  be 
left  to  use  that  method  as  they  saw  fit.  A  priori,  it  womd  seem 
tiiat  that  is  the  case;  but  apparently  considerations  of  that  kind  are 
not  sufficient  to  prevent  attacks  upon  this  body  of  merchants  and 
upon  their  method  of  doing  business,  and  subsidiary  matters  are 
brought  in  as  additional  reasons  why  these  people  should  be  cut  off 
from  doing  business  as  they  have  learned  to  do  it.  We  are  told  that 
the  development  of  this  method  of  doing  business  gives  an  oppor- 
tunity for  speculation.  To  make  the  matter  worse,  this  speculation 
is,  in  the  case  of  cotton,  called  **  gambling,"  and  we  are  told  that  the 
demorali2diig  effect  of  tne  opportunity  to  speculate  or  to  gamble  is 
such  that  the  State  ought  to  intervene  and  ought  to  do  its  utmost  to 
prevent  the  continuance  of  this  practice. 

Mr.  Chairman,  this  is  all  part  and  parcel  of  the  old,  long  story  of 
complaint  against  the  merchant.  Anybody  who  is  familiar  with 
economic  history  at  all  knows,  as  I  have  already  said,  that  at  recur- 
ring intervals  the  merchant  is  blamed  for  that  which  he  has  no  con- 
trol over  and  no  essential  interest  in,  namely,  the  supply  of  this 
commodity  or  that  commodity,  and  the  price  which  this  or  that 
commodity  brings.  Adam  Smith  pointed  that  out.  He  pointed  it 
out  in  connection  with  the  dealers  in  grain.  He  pointed  out  that 
no  class  in  the  community  is  more  abused  than  the  grain  merchants, 
that  none  is  more  often  attacked,  that  none  is  more  constantly 
charged  with  evil  practices,  and  that  none  is  more  deserving  of  the 
steafiast  protection  of  the  State.  Now,  the  clothing  of  the  world 
has  become  as  important  economically  as  the  feeding  of  the  world, 
and  this  bitter  cnticism  that  used  to  be  extended  mainly  to  the 
grain  merchants  is  now  extended  to  the  cotton  merchants,  and  in 
proportion  as  the  situation  in  cotton  becomes  difficult  in  tnat  pro- 
portion does  the  criticism  increase.  We  are,  Mr.  Chairman,  as 
regards  cotton,  in  a  most  extraordinary  position  in  the  world.  The 
world  is  not  producing  cotton  enougn  for  its  needs.  If  you  will 
examine  the  bulletins  of  the  United  States  Census  Department  you 
will  find  that  for  several  years  past  the  world  has  consumed  more 
cotton  than  it  has  raised.  You  will  find  that  two  years  ago  the 
world  consumed  2,400,000  bales  of  cotton  more  than  it  raised.  You 
wiU  find  that  last  year,  in  spite  of  the  largest  crop  of  cotton  ever 
produced  in  America,  we  succeeded  in  carrying  over  only  140,000 
odes  of  it,  and  you  will  find  that  this  year  the  world  is  producing 
from  three  to  three  and  a  half  million  bales  less  than  it  consumed 
last  year. 

Tms  gives  us  an  economic  situation  which  can  be  remedied  only 
by  such  a  readjustment  of  price  as  will  draw  capital  and  draw  labor 
from  other  productive  industries  into  the  production  of  cotton;  and, 
Mr.  CSudrman,  there  is  no  Uving  man  who  can  tell  what  price  for 
cotton  will  do  that.  The  southern  cotton  producer  looks  at  it  not 
from  the  point  of  view  of  the  economist,  but  from  the  point  of  view 
of  what  he  thinks  he  ought  to  get.  The  consumers  of  cotton  goods, 
the  wives  of  all  of  us,  look  at  it  not  from  the  point  of  view  of  whether 
or  not  thero  is  cotton  enough  to  go  around,  but  from  the  point  of 
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view  of  their  weekly  or  monthly  allowance;  which  is  cut  into  too 
deeply  by  the  advancing  price  of  goods.  Anybody  who  studies  the 
situation  from  an  economic  point  of  view  knows  that  the  southern 
cotton  producer  is  going  to  receive  a  price  for  his  cotton  sufficient  to 
draw  capital  and  labor  irom  other  producing  industries  into  the  rais- 
ing of  cotton,  and  that  he  is  not  going  to  receive  any  more ;  and  the 
economist  knows  that  our  wives  have  got  to  pay  a  sufficient  price 
for  sheets  and  pillowcases  to  enable  the  cotton  producer  to  receive  a 
price  for  cotton  that  will  draw  capital  and  labor  from  other  indus- 
tries into  the  production  of  cotton,  and  that  that  price  our  wives  have 
got  to  pay,  no  matter  how  unpleasant  it  is,  and  tnat  all  the  criticism 
and  all  the  talk  which  we  may  receive  at  night  when  we  go  home  will 
not  affect  the  situation  one  iota.  But,  Mr.  Chairman,  me  question 
is  ever  before  all  of  us  who  have  anything  to  do  with  cotton,  and  it 
is  an  absolutely  unanswerable  question,  a  priori,  what  is  that  price 
that  will  do  tms,  that  will  draw  this  capital  and  labor  from  other 
productive  industries  into  the  production  of  cotton;  and,  Mr.  Chair- 
man, nobody  knows,  and  there  is  no  earthly  way  of  finding  out 
except  to  try:  and  while  we  are  trying^  while  we  are  oscillating  near 
the  fine  which  will  ultimately  be  the  Ime,  you  are  going  to  have  all 
kinds  of  opinions  as  to  what  cotton  ought  to  be  worth,  you  are  going 
to  have  all  kinds  of  fluctuations,  and  you  are  goin^  to  have  all  kindS 
of  criticisms  of  the  cotton  merchant.  I  do  not  believe  there  has  ever 
been  a  time  in  the  whole  history  of  the  cotton  industry  when  there 
has  been  more  uneasiness  with  regard  to  the  price  or  cotton  than 
there  is  at  the  present  moment,  and  that  will  continue,  Mr.  Chairman, 
as  I  have  said,  until  this  adjustment  has  taken  place,  until  the  world 
does  normally  produce  cotton  enough  for  its  needs,  or  until  the  needs 
of  the  world  are  brought  down  to  the  normal  production  of  cotton. 

That  being  the  economic  situation  with  regard  to  cotton,  Mr. 
Chairman,  you  and  all  those  upon  whose  shouloers  rests  the  respon- 
sibiUty  for  the  wise  ^dance  of  the  affairs  of  the  State  are  going  to  be 
appealed  to  from  afl  kinds  of  directions,  and  you  are  going  to  hear 
tales  of  woeful  character  with  regard  to  the  cotton  mercnant  and 
what  he  is  doing  to  the  price  of  cotton.  And  now  I  come  back,  Mr. 
Chairman,  to  my  original  statement,  that  the  cotton  merchant  is  not 
interested  in  the  price  of  cotton;  that  it  is  not  his  business  to  be  inter- 
ested in  the  price  of  cotton;  that  the  cotton  merchant  is  interested 
in  performing  his  function,  which  is  that  of  distributing  the  cotton 
which  is  produced  from  the  place  of  production  to  the  place  of  con- 
sumption. 

One  more  point  in  this  connection  and  I  am  through  for  the  moment. 
I  have  heard  the  question  asked  here,  I  think  by  yourself,  sir,  why 
should  the  cotton  merchant  or  the  grain  merchant  have  a  method 
afforded  him  for  passing  on  the  risKs  of  his  business  which  is  not 
afforded  to  merchants  of  other  commodities?  The  answer  to  that, 
from  the  point  of  view  of  the  economist,  is  a  perfectly  simple  one.  It 
is  so  enormously  important  that  the  capital  which  has  been  gathered 
together  for  the  distribution  of  the  food,  the  raw  mate^al  of  the  food, 
and  of  the  clothing,  of  the  world,  should  not  be  impaired,  because  the 
impairment  of  that  capital  instantly  throws  out  of  gear  the  whole 
immense  machine  of  distribution,  that  the  distribution  of  the  risk 
involved  in  handUng  these  huge  masses  and  huge  values,  so  that  it 
may  ultimately  rest  where  it  has  to  rest  in  the  last  resort,  upon  the 
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shoulders  of  the  ultimate  consumer  and  upon  the  shoulders  of  the  pro- 
ducer— I  say  it  is  so  important  to  the  State — that  any  system  wnich 
brings  that  about  has  to  be  touched  only  with  the  most  careful  and 
with  the  most  timorous  hand.  That  is  the  justification,  Mr.  Chair- 
man, for  the  system  by  which  the  cotton  merchant  is  able,  through 
his  hedges,  through  these  contracts  for  the  future  delivery  of  cotton, 
to  avoid  the  impairment  of  that  capital  which  is  absolute^  necessary 
for  the  safe  and  easy  and  sure  distnbution  to  the  millions  of  mankind 
of  this  indispensable  product. 

Now,  Mr.  Chairman.  I  will  pause  and  will  answer  any  questions 
that  may  occur  to  anybody. 

The  CiiAiBHAN.  Mr.  Marsh,  I  wish  first  of  all  to  compliment  you 
upon  and  to  thank  you  for  the  very  illuminating  and  luQid  statement 
you  have  made.  It  leaves  no  possible  room  for  misapprehension 
upon  the  part  of  the  committee  as  to  your  own  attitude  and  point  of 
view,  and  that  of  course  is  what  we  are  trying  to  get  at. 

Mr.  Mabsh.  Yes,  sir. 

The  Chairman.  I  think,  however,  that  you  have  a  little  misappre- 
hension as  to  the  purpose  and  intent  of  the  measures  we  are  consid- 
ering. In  the  course  of  your  observations  you  remarked  that  it  was 
now  proposed  to  eliminate  the  merchant  class  in  the  cotton  trade. 
That  is  not  the  purpose  of  the  bills  before  the  committee.  They 
recognize,  as  the  committee  recognizes,  that  the  merchant  is  an 
indispensable  intermediary  between  the  producer  and  the  consumer 
of  cotton,  and  the  committee  recognizes  also,  as  the  bills  recognize, 
that  contracts  for  future  deUvery  of  any  commodity  are  absolutely 
essential  to  any  sort  of  commercial  operation;  so  that  we  are  not 
trying,  there  is  nobody  proposing,  to  euminate  the  cotton  merchant. 
The  only  purpose  of  tne  bills,  as  I  understand  them,  is  to  eliminate 
the  man  who,  buying  cotton,  has  no  intention  to  receive,  or  selling 
cotton,  has  no  intention  to  deliver,  and  I  should  be  glad  if  you  woula 
remember  that  in  the  questions  we  will  ask,  because  they  will  all  be 
directed  with  that  point  in  mind.  May  I  ask  you  a  few  questions 
with  reference  to  tne  establishment  and  history  of  the  exchange! 
How  long  has  the  New  York  Cotton  Exchange  been  in  existence! 

Mr.  Marsh.  Since  1871. 

The  Chairman.  At  what  time  was  the  practice  of  future  delivering, 
as  it  now  exists,  initiated? 

Mr.  Marsh.  It  was  initiated  first,  apparently,  in  Liverpool  in  1868 
or  1869,  so  far  as  I  can  find  out. 

The  Chairman.  That  was  prior  to  the  organization  of  your 
exchange! 

Mr.  Marsh.  Yes. 

The  Chairman.  So  that  the  system  has  always  existed  so  far  as 
your  exchange  is  concerned! 

Mr.  Marsh.  Always. 

The  Chairman,   xou  say  there  are  450  memberships! 

Mr.  Marsh.  Yes,  sir. 

The  Chairman.  Are  we  to  imderstand  by  that  that  the  number 
is  limited  to  that!  *    . 

Mr.  Marsh.  The  number  is  limited  to  450. 

The  Chairman.  And  there  are  about  425  actual  members! 

Mr.  Marsh.  Living  members;  yes,  sir. 
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The  Chairman.  And  you  say  its  members  are  all  cotton  merchants? 
Do  you  mean  to  be  understood  as  saying  that  all  these  425  men 
actually  buy  and  sell  cotton? 

Mr.  Marsh.  I  do. 

The  Chairman.  That  they  get  legal  possession  of  cotton  when  they 
buy  it  and  that  they  make  actual  deliveries  of  cotton  when  they 
sell  it? 

Mr.  Marsh.  I  said  to  you,  sir,  that  a  portion  of  the  members  of  the 
New  York  Cotton  Exchange  fulfilled  subsidiary  functions  of  the 
merchant  class.     If  you  will  remember,  I  made  that  statement. 

The  Chairman.  I  remember  that  statement,  but  I  did  not  quite 
imderstand  what  you  meant  by  ''subsidiary.'' 

Mr.  Marsh.  I  mean,  sir,  that  a  broker  who  executes  for  one  mem- 
ber of  the  exchange  a  contract  with  another  member  of  the  exchange 
is  fulfilling  a  subsidiary  function  of  the  cotton  merchant  class. 

The  Chairman.  Are  there  any  merchants  among  these  425  who,  to 
use  the  common  parlance,  deal  in  margins  only? 

Mr.  Marsh.  I  have  no  idea,  sir,  of  any  distinct  and  clear  kind,  as  to 
what  is  meant  by  dealing  in  margins  only. 

The  Chairman.  I  thii&  the  common  understanding  of  that  would 
be  this,  that  a  merchant  goes  on  the  exchange  and  oners  1,000  bales 
of  cotton  for  sale  at  a  certain  price,  or  he  buys  1,000  bales  of  cotton 
at  a  certain  price,  with  no  expectation,  on  the  one  hand,  of  delivering 
the  cotton,  or,  on  the  other  hand,  of  receiving  it,  but  merely  backing 
his  judgment  against  the  judgment  of  the  man  to  whom  he  sells  or 
from  whom  he  buys,  as  to  whether  or  not  cotton  will  go  up  or  go 
down. 

Mr.  Marsh.  Mr.  Chairman,  there  is  no  member  of  the  Nevj  York 
Cotton  Exchange  whose  entire  fortune  is  not  responsible  for  the 
contracts  which  he  makes  with  his  fellow-members. 

The  Chairman.  Do  you  think  that  is  an  answer  to  my  question? 

Mr.  Marsh.  It  is  the  only  answer  that  I  crfn  give.  I  do  not  know 
exactly  what  you  mean.  You  speak  of  trading  on  margin.  Now, 
do  vou  mean  by  'trading  on  margin,'*  trading  on  credit? 

l^he  Chairman.  Oh,  not  at  all;  not  at  all.  Perhaps  I  can  make 
my  meaning  a  little  clearer.  It  has  been  stated  by  pi-eceding  wit- 
nesses that  cotton  merchants  in  the  South,  when  they  sell  cotton 
which  they  do  not  have  immediately  in  their  warehouses,  in  order  to 
protect  themselves  buy  cotton  on  the  New  York  Exchange. 

Mr.  Marsh.  Yes. 

The  Chairman.  And  they  call  that  a  hedge. 

Mr.  Marsh.  Yes. 

The  Chairman.  And  I  do  not  think  anybody  would  criticise  that 
particularly.  It  has  been  stated  here  that  there  are  not  more  hedges 
than  there  is  cotton ;  that  there  are  not  as  many  bales  of  cotton,  in  fact, 
covered  by  hedges  as  are  actually  handled;  and  yet  the  impression 
is  general  that  tliere  is  sold  and  bought  upon  the  New  York  Cotton 
Exchange,  in  the  course  of  the  year,  many  times  the  total  cotton 
crop  of  the  world.  So  there  must  be  a  great,  many  exchanges  which 
do  not  involve  the  delivery  of  actual  cotton  and  which  can  not  be 
accounted  for  by  the  hedging  system,  and  it  is  to  those  exchanges 
that  my  Question  is  directed — exchanges  which  do  not  involve 
either  tne  nedging  system  or  the  actual  delivery  of  cotton,  which 
therefore  must  be  made,  it  seems  to  me,  upon  a  mere  difference  of 
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judgment  as  to  whether  cotton  is  going  up  or  going  down;  and  that 
IS  what  I  mean  by  *' margins/' 

Mr.  Mabsh.  As  I  understand  your  question  now,  Mr.  Chairman, 
it  is  simply  this:  Is  there  speculation  in  cotton  on  the  New  York 
Cotton  Exchange  or  on  the  part  of  the  members  of  the  New  York 
Cotton  Exchange,  speculation  conducted  through  the  entering  into 
of  contracts  for  the  purchase  or  for  the  sale  of  cotton,  and  with  the 
hope  of  deriving  a  profit  through  buying  in  or  selhng  out  those  con- 
tracts to  somebody  else  at  a  profit.     Is  that  your  question? 

The  Chairman,  That  is  a  pretty  fair  statement  of  it. 

Mr.  Marsh,  There  is  undoubtedly  speculation  of  that  kind  on  the 
New  York  Cotton  Exchange. 

The  Chairman.  Now,  I  come  back  to  my  original  question.  What 
proportion  of  your  425  members  are  engaged  solely  in  the  sort  of 
speculation  which  you  have  described  ?  Would  it  be  possible  for  you 
to  answer  that  question? 

Mr.  Marsh.  I  do  not  think  that  any  Uving  being  could  answer  that 
question. 

The  Chairman.  Well,  am  I  going  to  gather  from  that  that  all  your 
merchants  follow  both  practices  «.t  one  time  or  another? 

Mr.  Marsh.  I  am  not  able  to  say,  Mr.  Chairman,  what  all  these 
competing  merchants  severally  do — severally  and  individually  do — 
in  the  conduct  of  their  business.    We  have  no  way  of  telling. 

The  Chairman.  Yes. 

Mr.  Marsh.  We  do  not  show  each  other  our  books.  We  are 
competitors. 

The  Chairman.  I  will  pass  that  for  a  moment.  You  stated  that 
the  New  York  Cotton  Exchange  handles  over  80  per  cent  of  all  the 
cotton  in  the  country. 

Mr.  Marsh.  The  members  do  so.  The  New  York  Cotton  Exchange 
handles  no  cotton.  I  said  that  members  of  the  New  York  Cotton 
Exchange  handled  over  80  per  cent  of  the  cotton  crop  of  the  United 
States. 

The  Chairman.  Will  you  explain  just  exactly  what  you  mean  by 
that  expression?  Are  we  to  understand  that  80  per  cent  of  the  cotton 
of  the  United  States  passes  through -the  hands  of  your  exchange? 

Mr.  Marsh.  I  think  that  is  a  fair  interpretation  of  my  statement. 

The  Chairman.  They  acquire  the  actual  cotton  and  they  sell  it? 

Mr.  Marsh.  They  acauire  the  actual  cotton  and  they  sell  it. 

The  Chairman.' You  have  a  corporation,  I  presume? 

Mr.  Marsh.  Yes,  sir. 

Mr.  Burleson.  Will  the  chairman  let  me  suggest  one  question? 
Will  you  ask  Mr.  Marsh  if  they  sell  that  cotton  through  the  New 
York  Cotton  Exchange?  Following  the  line  of  your  question,  Mr. 
Chairman,  do  they  sell  it  through  the  New  York  Cotton  Exchange? 

The  Chairman.  You  understand  the  question? 

Mr.  Marsh.  I  do  not  understand  that  expression.  I  do  not  know 
what  the  expression  "through  the  New  York  Cotton  Exchange" 
means. 

The  Chairman.  I  presume  Mr.  Burleson  had  this  in  his  mind :  Do 
the  men  who  use  cotton  buy  it — buy  the  actual  cotton — from  the 
membership  of  your  exchange  ?  Was  that  the  point  of  your  question, 
Mr.  Burleson? 

Mr.  Marsh.  I  answer  that  question  that  they  do,  but  I  do  not 
think  that  is  Mr.  Burleson's  intention. 
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The  Chairman.  Let  him  state  it;  then. 

Mr.  Burleson.  You  say  that  the  members  of  the  New  York  Cot- 
ton Exchange  actually  buy  and  sell  80  per  cent  of  the  cotton  crop  of 
the  United  States? 

Mr.  Marsh.  I  do,  sir. 

Mr.  Burleson.  Now,  of  course,  they  do  not  buy  this  crop  from 
anybody  except  the  producers?  They  buy  the  crop  from  the  pro- 
ducers? 

Mr.  Marsh.  They  buy  it  from  those  who  produce  it  and  they  buy 
it  from  small  interior  merchants  who  buy  it  from  the  producers. 

Mr.  Burleson.  You  say  they  sell  it  as  they  buy  it? 

Mr.  Marsh.  Yes. 

Mr.  Burleson.  Do  they  make  those  sales  through  the  medium  of 
the  New  York  Cotton  Exchange? 

Mr.  Marsh.  The  New  York  Cotton  Exchange  is  not  a  medium  for 
any  sales  or  purchases  or  trades  of  any  kind  or  description. 

Mr.  Sims.  Is  it  the  practice,  of  your  cotton  exchange  or  any  other 
cotton  exchange  to  establish  rules  that  would  eUminate  the  character 
of  trading  which  you  have  just  described,  which  means  that  parties 
buy  or  sell  cotton,  whether  they  are  members  of  the  cotton  exchange 
or  not,  through  members  of  the  cotton  exchange — ^not  cotton  but 
contracts,  buy  and  sell  in  and  out — just  simply  for  the  purpose  of 
getting  the  benefit  of  the  hoped-for  profit  in  the  mere  trading  in  a 
contract,  with  no  intention  of  that  contract  ever  being  executed  by 
an  actual  delivery?  Is  it  possible  for  you  to  so  amend  your  rules 
or  your  operations  as  to  eliminate  that  kind  of  trading  which  you 
mention  without  eliminating  the  agency  of  this  function  that  tends 
to  promote  real  good? 

Mr.  Marsh.  It  is  not  possible  so  to  amend  those  rules  without 
becoming  an  association  in  restraint  of  trade,  without  interfering 
with  the  fundamental  right  of  every  American  citizen  to  buy  what- 
ever he  wishes  to  buy  or  to  sell  whatever  he  wishes  to  sell. 

Mr.  Sims.  Under  tne  law  of  New  York  is  not  the  contract  which 
you  have  just  described  a  void  contract,  where  the  parties  on  both 
sides  have  no  idea  of  complying  with  the  terms  of  the  contract? 

Mr.  Marsh.  I  have  never  known  such  a  contract  to  be  made  on 
the  floor  of  the  cotton  exchange. 

Mr.  Sims.  Not  on  the  face  of  it.  Of  course,  on  its  face  it  says  that 
it  is  the  actual  intention  of  the  party  who  sells  to  deUver  and  of  the 
party  who  buys  to  receive.  That  is  the  way  it  reads.  But  what- 
ever it  says  on  its  face,  you  know  as  a  man  of  experience — and  you 
have  just  described  it — that  a  great  deal  of  that  business  is  in  fact 
not  as  stated  on  that  contract,  and  that  the  parties  who  buy  do  not 
intend  to  receive  and  do  not  expect  to,  and  the  parties  who  sell 
have  no  idea  of  deUvering.  Is  it  practical  to  eliminate  that  and  still 
have  the  practical  work  of  your  exchange  go  on? 

Mr.  Marsh.  Mr.  Chairman,  the  question,  with  the  accompanying 
statement,  is  in  itself  an  insult  to  me  and  to  every  member  of  the  New 
York  Cotton  Exchange. 

The  Chairman.  I  do  not  think  it  was  so  intended. 

Mr.  Sims.  Wait  a  minute 

The  Chairman.  Mr.  Sims  was  simply  stating  what  was  the  gen- 
eral understanding,  and  there  was  no  such  thought,  I  am  sure,  in  his 
mind. 
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Mr.  Sims.  Let  him  finish.  He  understands  what  I  mean,  I  am 
sure. 

Mr.  Marsh.  Every  member  of  the  New  York  Cotton  Exchange 
when  he  enters  into  a  contract  with  another  member  of  the  New 
York  Cotton  Exchange  enters  into  as  solemn  a  contract  as  is  made 
in  this  world,  calling  for  the  deUvery  of  that  which  is  sold  and  the 
receipt  of  that  which  is  bought,  and  the  intention  of  every  contract 
made  on  the  floor  of  the  New  York  Cotton  Exchange  is  that  there 
shall  be  delivery  of  that  which  is  sold  and  receipt  of  that  which  is 
bought;  and  to  assert  that  our  rules  call  for  one  thing  and  that  we 
consciously  and  intentionallv  and  dbhonestly  conduct  our  business 
in  contravention  of  those  rules  is  to  assert  that  we  are  business  men 
unfit  to  have  the  credit  which  we  have;  to  cany  the  responsibilities 
which  we  carry;  to  fulfill  the  place  in  the  world  s  economy  which  we 
fulfill. 

Mr.  Sims.  Now,  Mr.  Chairman,  let  me  state  it.  I  think  the  gen- 
tleman became  insulted  either  through  having  misunderstood  me  or 
else,  perhaps,  to  make  his  own  position  impressive.  I  did  not  mean 
to  infer  that  you  entered  into  those  contracts  meaning  that;  but  if 
I  go  and  buy  10,000  bales  of  cotton  on  the  floor  of  the  exchange 
through  you,  you  beii^  a  member  of  the  eAhange  and  you  thinking 
I  intend  to  do  what  I  propose  to  do,  and  some  man,  some  outside 
operator,  sells  10,000  bales  of  cotton  that  he  does  not  intend  to  deliver, 
those  contracts  are  void  under  the  laws  of  New  York  and  under  the 
laws  everjrwhere  else.  What  I  intended  to  ask,  and  a  gentleman  of 
your  position  and  experience  must  have  seen  what  I  meant,  was  this: 
Could  you  so  manage  the  cotton  exchange  as  to  prevent  people  from 
using  it  for  such  a  purpose — not  that  you  would  use  it  for  such  a 
purpose?  I  did  not  intend  to  say  anything  that  would  imply  any 
such  thing.  Is  there  any  way  to  Keep  those  people  who  want  to  do 
what  we  call  a  **gambfing"  business  from  doing  it  through  your 
exchange — not  that  you  gentlemen  consciously  do  it?  rfoDody 
thought  of  making  any  such  charge  as  that. 

Mr.  Marsh.  Mr.  Chairman,  every  communication  between  a  mem- 
ber of  the  New  York  Cotton  Exchange  and  any  outside  person  who 
desires  to  buv  or  to  sell  contracts  for  the  future  delivery  of  cotton 
bears  printed  upon  it  a  statement  that  it  is  understood  that  the 
transaction  is  entered  into  with  the  intention  that  the  cotton  sold 
shaJU  be  dehvered  and  that  the  cotton  bought  shall  be  received.  If 
there  is  anv  outsider  who  will  come  to  a  member  of  the  cotton  ex- 
change and  in  the  face  of  that  statement,  which  is  put  under  his  eves 
from  the  very  start,  deliberately  request  that  member  of  the  New 
York  Cotton  Exchange  to  execute  for  his  account  a  contract  which 
he  does  not  mean  to  fulfill,  then,  Mr.  Chairman,  I  do  not  think  there 
is  any  system  of  affidavits  or  anjrthing  else  that  will  protect  us  from 
the  iniquity  of  persons  of  that  kmd. 

Mr.  Sims.  Now,  then,  you  have  pronounced  any  such  dealings  as 
that  which  I  have  described  as  being  iniquitous. 

Mr.  Marsh.  I  pronounce  all  undertakings  entered  into  by  any  hu- 
man being  ynth  the  intention  of  not  fulfiUing  that  which  he  under- 
takes to  do  as  iniquitous. 

Mr.  Sims.  Then,  do  you  blame  us  for  trying  to  establish  legislation, 
if  we  can,  to  avoid  that  iniquity,  if  it  does  exist? 

Mr.  Marsh.  Mr.  Chairman,  I  am  against  all  iniquity.  I  wish  it 
did  not  exist. 
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Mr.  Sims.  Further,  Mr.  Marsh,  do  you  not  know — I  do  not  mean  as 
a  legal  witness  but  as  a  matter  of  those  thmgs  you  know  that  you 
can  not  legally  testify — that  if  I  go  there  and  buy  10,000  bales  of  cot- 
ton I  am  here  in  Washington  and  I  do  not  sign  it,  I  do  not  know  what 
is  signed,  and  yet  I  may  not  in  my  heart  intend  to  receive  one  bale 
of  that  cotton;  and  you  pronounce  that  as  a  very  great  iniquity? 

Mr,  Marsh.  I  do,  sir. 

Mr.  Sims.  Is  there  anything  wrong  in  so  legislating,  if  we  can,  to 
prevent  men  from  using  the  members  of  the  New  York  Cotton 
Exchange  for  such  an  iniquitous  purpose? 

Mr.  Marsh.  Mr.  Chairman,  I  had  supposed  that  imder  our  system 
of  government  the  punishment  of  frauds  was  left  to  the  States.  I 
had  not  supposed  that  it  was  the  duty  of  the  National  Government 
to  chase  down  the  fraudulent,  the  perjured,  and  the  malefactors  of 
the  community,  nor  had  I  supposed  that  it  was  the  function  of  the 
National  Government,  in  its  efforts  to  punish  frauds  and  iniquity,  to 
interfere  with  that  normal  and  natural  and  free  business  intercourse 
between  upright  citizens  upon  which  the  economic  welfare  of  the 
coimtry  depends. 

Mr.  Sims.  Now  you  have,  as  I  think,  very  honestly  and  truthfully 
pronoimced  such  thiiigs,%uch  transactions,  iniquitous  of  themselves. 
They  are  not  crimes;  they  are  not  punishable  by  statute. 

Mr.  Marsh.  My  dear  sir,  they  are  frauds. 

Mr.  Sims.  No;  how  are  they  frauds? 

Mr.  Marsh.  Mr.  Sims,  if  I  show  you  that  every  transaction  you 
request  me  to  enter  into  for  your  account  is  a  transaction  involving 
the  deUverv  or  the  receipt  of  that  which  you  contract  for,  and  you, 
without  teUing  me  that  your  intention  is  quite  different,  still  instruct 
me  to  enter  into  that  contract  for  your  account,  is  not  that  a  fraud? 

Mr.  Sims.  Now,  I  am  going  to  ask  you  a  question  that  involves 
-nothing  but  common  sense.  Take  a  merchant  who  is  buying  and 
selling  actual  cotton — who  is  a  dealer  in  actual  cotton.  If  you  were 
to  receive  an  order  of  that  sort  from  him  it  would  not  raise  any  sus- 
picion in  your  mind;  but  take  me  as  a  practicing  lawyer  who  never 
saw  a  bale  of  cotton  in  my  Ufe,  never  boiight  one,  and  never  sold  one; 
if  you  receive  an  order  of  that  kind  from  me  you  have  every  reason 
to  believe  that  I  do  not  intend  to  receive  that  cotton.  Your  common 
sense  tells  you  so,  and  you  know  it.  You  do  not  have  to  have  an 
affidavit  put  imder  your  nose  to  make  you  assume  that  I  am  doing 
that  whicn,  as  you  announce,  is  a  fraud. 

Mr.  Marsh.  Mr.  Sims,  I  see  lawyers  buying  real  estate  which  they 
have  no  means  to  pay  for 

Mr.  Sims.  There  is  no  use  getting  off  on  that.  We  are  talking 
about  cotton  now. 

Mr.  Marsh.  I  see  them  speculating  in  more  different  directions 
than  any  other  class  of  men  in  the  community. 

Mr.  Sims.  They  are  very  great  speculators;  but  you  have  denounced 
these  particular  transactions  as  frauds.  I  say,  such  an  order  coming 
from  a  merchant  or  a  member  of  the  cotton  exchange,  there  would 
be  no  indication  to  vour  mind  that  he  did  not  intend  to  deliver  or 
receive  the  cotton;  out  coming  from  a  man  that  does  not  deal  in 
cotton,  and  who,  as  vou  know,  nas  never  had  anything  to  do  with  it, 
there  is  at  least  good  ground  fo;*  jou  to  suspect  that  he  is  doing  that 
which  you  have  pronoimced  an  iniquity  and  a  fraud. 
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Mr.  Marsh.  And  you  suggest  that  the  rules  of  the  New  York 
Cotton  Exchange  could  compel  me  to  refuse  to  take  that  gentleman's 
order,  telling  him  to  his  face  that  he  is  a  fraud  and  that  the  natural 
presumption  as  to  a  citizen  of  the  United  States  in  his  favor,  that  he 
does  not  mean  what  he  says,  should  not  appljr  in  his  favor  in  this  case  ? 

Mr.  Sims.  I  do  not  agree  with  you  that  he  is  a  fraud  or  a  cheat,  like 

fou  say;  but  you  have  given  us  groimd  to  stand  on  here  which  we 
ave  never  had  before.  jThe  United  States  Government  has  the  right 
to  withdraw  the  use  of  its  agencies  from  such  a  fraud  as  this  bill  is 
designed  to  prevent,  the  use  of  the  mail  between  States,  and  of  tele- 
gramiic  and  telephonic  commiinication  between  States,  where  the  use 
of  United  Stat^  Government  faciliti^  is  made  primarily  to  aid  a 
fraud  and  a  cheat.  Now,  how  are  we  infringing  on  the  rights  of  the 
State  when  we  are  doing  that  which  no  State  can  do — to  suppress  a 
fraud  and  a  cheat? 

Mr.  Marsh.  Mr.  Chairman.  I  hardly  know  what  to  say  in  reply  to 
that.  The  presumption  in  business  circles  is  that  honorable  men. 
occupying  an  honorable  position  in  the  community,  are  not  frauds  ana 
are  not  cheats.  When  a  man  holding  an  honorable  position  in  the 
community  tells  me  that  he  believes  cotton  is  a  gooa  thing  for  him 
to  buy,  even  though  he  have  no  use  for  cotton  himself,  I  do  not  think 
that  I  am  in  any  other  position  or  entitled  to  anj  other  presumption 
than  if  he  were  to  tell  me  that  there  is  a  good  piece  of  real  estate  up 
the  street  which  he  has  not  any  use  for,  which  he  does  not  want  to 
build  a  house  on  nor  to  have  his  office  on,  but  which  he  thinks  is  a 
good  thing  for  him  to  buy  because  he  thinks  it  will  improve  in  value, 
and  he  gives  me  an  order  to  go  and  buy  it. 

The  &AIRMAN.  Mr,  Marsh,  I  think  it  is  generally  understood,  as 
you  say,  that  the  contracts  into  which  you  enter  call  for  the  actual 
delivery  of  cotton  if  it  is  demanded;  but  one  of  the  criticisms  against 
the  New  York  Cotton  Exchange,  as  you  are  doubtless  aware,  is  that 
imder  its  rules  the  option  of  the  delivery  rests  with  the  seller,  and  that 
you  permit  so  wide  a  range  of  cotton  to  be  delivered  on  your  con- 
tracts that  a  man  who  is  actually  desiring  to  buy  cotton  iffr  use  in 
his  mill  can  not  take  the  chances.  Before  you  answer,  in  order  to 
make  that  statement  a  little  clearer,  let  me  read  from  a  letter  which 
I  have  received  this  morning.  This  letter  is  addressed  to  the  House 
Committee  on  Agriculture,  so  that  I  take  it  there  is  nothing  of  a  con- 
fidential nature  about  it.  You  may  perhaps  know  the  writer.  This 
is  written  on  the  letter  head  of  Carpenter,  Baggot  &  Co.  and  is  signed 
by  H.  L.  Scales. 

Mr.  Marsh.  I  know  Mr.  Scales. 

The  Chairman.  The  letter  is  as  follows: 

Carpenter,  Baggot  &  Co., 
Ground  Floor,  17-21  WaLiAM  Street, 

New  Yorky  February  10,  1910. 
Gentlemen:  The  present  contract  of  the  New  York  Cotton  Exchange  is  a  menace 
to  legitimate  trade,  as  it  permits  many  different  grades  certificated  cotton  delivered 
on  contract  of  100  bales. 

li  each  100  bales  certificated  cotton  (which  is  one  contract)  was  required  all  to  be 
of  one  grade,  spots  and  futures  would  maintain  proper  relations  to  each  other.  Spin- 
ners can  not  afford  to  buy  future  contracts  on  the  New  York  Cotton  Exchange  and. 
ask  for  delivery  of  the  cotton,  because  they  want  their  cotton  to  all  be  of  one  grade 
to  suit  their  particular  need.  Some  spinners  probably  would  use  another  grade,  but 
none  of  them  can  possibly  use  many  different  grades  at  the  same  time. 
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Wheat  has  about  twenty  different  gi^es;  still  only  three  grades  of  wheat  are  ten- 
derabie  on  contract,  and  a  miller  buying  a  contract  of  wheat  invariably  gets  one 
nade.  viz,  No.  2  red  winter,  No.  2  hard  winter,  and  No.  1  northern  spring,  all 
nrBt-ciass  milling  wheat.  Not  so  in  cotton;  a  spinner  buying  a  contract  on  therfew 
York  Exchange  must  accept  whatever  is  tendered  him,  usuafiy  several  grades  in  the 
same  contract.  Therefore,  the  present  contract  on  the  New  York  Cotton  Exchange 
is  a  menace  to  legitimate  trade  interest  and  in  all  fairness  and  justice  should  be 
changed,  so  that  spinners  can  specify  and  buy  such  grades  as  suits  their  requirements. 

In  my  opinion  onlv  those  grades  of  cotton  most  commonly  used,  middling  strict 
and  good  middling,  should  be  tenderable  on  contract. 

Yours,  very  truly,  H.  L.  Scales. 

HOUSB  COMMITTBB  ON  AORIClTI/rURE, 

Washington,  D,  C. 

Mr.  Mahsh.  I  am  very  glad  that  that  letter  has  come  in  here,  and 
I  am  very  glad  that  you  brought  the  matter  up.  It  gives  me  an  op- 
portunity for  bringing  out  more  clearly  even  than  I  have  before 
Drourfit  out  the  character  of  the  New  York  Cotton  Exchange.  The 
New  York  Cotton  Exchange,  Mr.  Chairman,  is  an  association  of  cot- 
ton merchants  who  have  made  the  by-laws  and  rules  which  govern 
their  trading  with  each  other  in  the  Ught  of  what  they  have  to  do  as 
merchants  distributing  the  cotton  crop.  The  New  York  Cotton  Ex- 
change has  not  a  contract  for  spinners.  It  has  not  a  contract  for 
spinners  because  it  is  not  an  association  of  spinners :  it  is  an  association 
of  merchants.  The  business  of  the  exchange  is  the  business  of  men 
who  have  to  take  all  kinds  of  cotton  as  the  producer  sells  it;  who  have 
to  carry  that  cotton  as  they  get  it,  containing  all  kinds  of  cotton,  and 
gradually  work  out  this  lot  For  this  spinner  and  that  lot  for  another 
spinner,  until  they  finally  get  it  distributed.  I  said  a  moment  ago 
that  when  we  reach  a  period  of  uneasiness  with  regard  to  price  die 
merchant  is  the  man  who  is  the  target  for  all  the  arrows  that  are  shot. 
On  the  one  side  the  producer  shoots  at  him  and  on  the  other  side  the 
consumer  shoots  at  nim.  Mr.  Chairman,  one  of  the  reasons  for  the 
criticism  which  has  been  current  for  the  last  two  or  three  years  with 
regard  to  the  New  York  Cotton  Exchange  is  that  certain  spinners 
desire  to  shove  aside  the  merchant,  to  get  in  back  of  him,  and  use  that 
contract,  the  contract  which  the  merchant  devised  for  his  own  use, 
for  a  purpose  for  which  it  was  not  intended  and  for  which  it  can  not  be 
used  without  destroying  the  body  of  merchants  who  use  it. 

The  Chairman.  WilTit  interrupt  you  if  I  ask  you  a  question? 

Mr.  Marsh.  No  ;  not  at  all. 

The  Chairman.  You  said  this  contract  is  not  made  for  spinners  1 

Mr.  Marsh.  Yes,  sir. 

The  Chairman.  Do  not  the  spinners  use  a  great  proportion  of  the 
cotton  that  is  consumed  in  the  United  States? 

Mr.  Marsh.  They  use  it  all,  sir. 

The  Chairman.  Then  if  you  have  a  contract  which  is  not  made  for 
spinners  and  under  which,  according  to  this  letter,  spinners  can  not 
afford  to  buy  future  contracts  on  the  New  York  Cotton  Exchange, 
how  are  you  able  to  handle  80  per  cent  of  the  cotton  crop? 

Mr.  Marsh.  Mr.  Chairman,  spinners  use  all  the  cotton  that  is  pro- 
duced in  the  United  States.  No  one  spinner  uses  all  the  kinds  of 
cotton  that  are  produced  in  the  United  States.  It  is  the  business  of 
the  cotton  mercnants  to  acquire  the  cotton  in  bulk  as  it  is  sold  in  the 
Southj  and  then  separate  it  out  into  these  various  characters  and 
qualities  and  distribute  it  to  the  spinners  who  need  each  character 
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and  each  quality.    That  is  the  business  of  the  merchants.    That  is 
where  the  merchant  makes  his  profit. 

The  Chairman.  And  that  is  what  the  members  of  your  ex- 
change dol 

Mr.  Mabsh.  That  is  what  the  members  of  our  exchange  do. 

The  Chairman.  Is  this  gentleman  correct  in  saying  tnat  spinners 
can  not  afford  to  buy  future  contracts  on  the  New  York  market? 

Mr.  Marsh.  Spinners  can  not  afford,  imless  they  are  willing  to 
undertake  to  be  at  once  spinners  and  merchants,  to  enter  into  con- 
tracts on  the  New  York  Cotton  Exchange  for  their  immediate 
account. 

The  Chairman.  Then  if  spinners  can  not  go  to  New  York  for  their 
cotton,  I  am  still  a  little  at  a  loss  to  know  how  the  merchants  in  New 
York  can  furnish  them  the  cotton. 

Mr.  Marsh.  I  do  not  think  I  understand  the  question,  Mr.  Chair- 
man. 

The  Chairman.  You  have  stated  your  substantial  agreement  with 
the  observation  of  this  writer  that  spinners  can  not  afford  to  buj. 
future  contracts  in  the  New  York  market,  and  you  have  qualified  it 
by  saying  that  thejTcould  not  do  it  unless  they  undertook  to  exercise 
some  of  Uie  functions  of  the  merchant. 

Mr.  Marsh.  Yes. 

The  Chairman.  That  being  the  case,  and  inasmuch  as  I  assume 
thejr  do  not  intend  to  exercise  the  functions  of  a  merchant,  how  can 
it  still  be  claimed  that  the  New  York  merchants  furnish  the  American 
spinners  with  their  cotton? 

Mr.  Marsh.  Mr.  Chairman,  it  is  a  matter  of  fact  that  they  do. 
It  is  not  a  claim  that  they  do;  they  do. 

The  Chairman.  But  if  the  spinners  can  not  buy  it  there,  how  can 
the  merchants  furnish  it? 

Mr.  Marsh.  Well,  I  do  not  catch  the  drift  of  the  question.  Is  the 
chairman  auite  clear  as  to  what  the  merchant  does — how  the  mer- 
chant conaucts  his  business  in  spot  cotton? 

The  Chairman.  I  understood  you  to  say  that  the  New  York  mer- 
chants on  the  cotton  exchange  distribute  80  per  cent  of  the  cotton  of 
the  country. 

Mr.  Marsh.  Yes. 

The  Chairman.  On  the  face  of  it  that  statement  would  seem  to 
imply  that  the  spinners  out  through  the  country  make  contracts  with 
the  New  York  merchants  whereby  they  secure  cotton  for  the  use  of 
their  mills. 

Mr.  Marsh.  They  make  contracts  with  the  members  of  the  New 
York  Cotton  Exchange. 

The  Chairman.  That  is  what  I  mean,  that  they, make  contracts 
with  the  members  of  the  New  York  Cotton  Exchange  bv  which  they 
secure  their  supplies;  and  yet  the  statement  is  made  that  they  can 
not  afford  to  buy  a  contract  for  the  future  delivery  of  cotton  on  the 
New  York  Cotton  Exchange,  because  they  do  not  know  what  they  are 
going  to  get  if  that  cotton  should  be  delivered. 

Mr.  M^EtSH.  Mr.  Chairman,  let  me  put  a  parallel  case.  Just  as  the 
spinner  can  not  afford,  imless  he  is  willing  to  exercise  some  of  the  func- 
tions of  the  merchant,  to  take  up  cotton  on  the  New  York  Cotton 
Exchange,  so  he  can  not  afford,  xinless  he  is  willing  to  exercise  some 
of  the  functions  of  the  merchant,  to  buy  cotton  of  the  cotton  producer. 
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The  Chairman.  Then  where,  as  a  matter  of  fact,  does  the  spinner 
get  his  cotton? 

Mr.  Marsh.  He  gets  it  from  the  merchant. 

The  Chairman.  What  merchant?    Where? 

Mr.  Marsh.  From  the  merchant  who  has  the  cotton,  all  through 
the  South  and  all  through  Europe,  and  even  as  far  away  as  Japan. 

On  this  point.  Mr.  Chairman — and  here  is  a  very  good  opportunity 
to  bring  it  in — let  me  call  your  attention  to  the  fact  that  there  is  a 
good  deal  of  juggling  with  words  in  connection  with  this  matter. 

Mr.  Burleson.  Before  Mr.  Marsh  gets  away  from  that  branch  of 
the  matter,  bearing  right  on  the  same  phase  or  it,  I  would  like  to  ask 
him  one  question,  oecause  it  would  save  going  back  to  it. 

The  Chairman.  I  do  not  think  he  is  getting  away  from  it.  I 
would  Uke  to  have  him  make  his  statement. 

Mr,  Burleson.  Verj^  well. 

Mr.  Marsh.  Continuing  what  I  started  to  say,  Mr.  Chairman,  in 
discussions  of  this  matter  by  persons  who  do  not  imderstand  it,  a 
great  deal  of  stress  is  laid  upon  what  is  called  the  "  New  York  stock 
of  cotton,"  and  the  figures  are  used,  for  the  New  York  stock  of  cotton, 
of  the  stock  of  cotton  actually  in  warehouses  in  the  port  of  New  York. 
Mr.  Chairman,  those  two  terms  are  not  synonymous  terms.  The 
New  York  stock  of  cotton  is  all  the  cotton  m  the  world,  wherever  it 
may  be,  against  which  contracts  have  been  sold  to  buyers  in  New 
York.  In  this  present  day  and  generation,  with  railroad  facilities 
and  steamship  faciUties  what  they  are.  there  may  be  a  portion  of  the 
New  York  stock  of  cotton  in  Liverpool  or  Bremen  or  in  Savannah  or 
in  Austin,  Tex.,  just  as  truly  a  part  of  the  New  York  stock  as  though 
it  were  in  Iloboken  or  Brooklyn. 

The  Chairman.  That  is  very  clear. 

Mr.  Marsh.  Now,  if  you  will  permit  me  to  go  on  a  moment:  You 
ask  how  it  is  that  the  spinner  can  ^et  his  cotton — each  spinner  the 
kind  of  cotton  that  he  needs  and  desires — if  the  cotton  which  is  deliv- 
ered on  contracts  in  New  York  is  not  of  that  kind.  My  answer  to 
that,  Mr.  Chairman,  is  that  he  buys  it  of  the  merchant  who  has  his 
share  of  the  New  York  stock — of  the  true  New  York  stock,  not  the 

Eort  of  New  York  stock,  but  the  true  New  York  stock — scattered 
•om  one  end  of  the  South  to  the  other. 

The  Chairman.  Yes;  I  •understand  your  answer.  Then,  as  a 
matter  of  fact,  we  know  that  the  cotton  which  the  mills  in  South 
Carolina  use,  for  example,  is  probably  gathered  from  that  immediate 
vicinity.     It  never  has  been  shippecl  to  New  York. 

Mr.  Marsh.  IIow  is  that,  sir? 

The  Chairman.  I  say,  the  cotton  which  the  spinners  use  in  South 
Carolina  has  never  been  shipped  to  New  York. 

Mr.  Marsh.  At  times  it  has. 

The  Chairman.  As  a  rule,  though 

Mr.  Marsh.  As  a  rule,  yes. 

The  Chairman.  As  a  rule,  the  spinners  get  their  cotton  from  the 
nearest  source  of  supply;  and  I  would  like  to  have  you  explain  in  just 
what  way  it  can  be  claimed  that  the  members  of  the  New  York 
Cotton  Exchange  handle  that  cotton. 

Mr.  Marsh.  Well,  sir,  you  have  had  before  you  already  two  mem- 
bers of  the  New  York  Cotton  Exchange  who  clo  a  very  large  amount 
of  that  southern  mill  business. 
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The  Chairman.  Their  cases  will  illustrate  the  question  I  have  in 
my  mind  very  well.  They  made  it  clear  to  us  that  they  bought 
cotton,  actual  cotton,  either  from  the  producer  or  from  the  small 
merchant,  and  they  sold  it  to  their  customers.  Their  only  use  of  the 
New  York  Exchange,  so  far  as  I  drew  from  their  testimony,  was  as  a 
place  for  hedmng.  They  did  not  claim  that  the  money  of  members 
of  the  New  lork  Exchange  was  used  by  them  in  buying  this  cotton; 
and  it  therefore  left  the  question  in  my  mhid  as  to  how  the  New  York 
-Cotton  merchants  could  claim  to  have  handled  it.  Is  it  through  the 
hedmng  operation  that  you  think  they  get  this  claim? 

Mr.  Marsh.  No,  sir;  I  have  no  reference  to  the  hedgii^  operation 
when  I  make  the  statement  that  members  of  the  New  York  Cotton 
Exchange  handle  80  per  cent  of  the  cotton  crop  of  the  United  States. 
I  mean  exactly  and  precisely  what  I  say.  The  two  members  of  the 
New  York  Cotton  Exchange  who  have  appeared  before  this  committee, 
who  are  merchants  in  the  Carolinas  and  who  make  a  business  of  buy- 
ing cotton  where  it  is  offered  to  them  for  sale  and  of  selling  it  to 
spinners  as  spinners  need  it  in  such  quantities  and  of  such  characters 
as  the  individual  spinners  need,  are  doing  their  part  toward  the 
making  up  of  this  80  per  cent  of  which  I  speak. 

The  Chairman.  May  I  ask  a  question  in  relation  to  your  own 
business,  in  order  to  get  a  little  light  upon  the  matter? 

Mr.  Marsh.  Yes. 

The  Chairman.  You  are  a  cotton  merchant? 

Mr.  Marsh.  Yes. 

The  Chairman.  Do  you  sell  cotton  to  spinners  in  the  same  sense 
that  Mr.  Cone  does? 

Mr.  Marsh.  I  am  at  present  fulfilling  the  subsidiary  character.  I 
am  a  broker. 

The  Chairman.  That  is,  you  are  buying  and  selling  on  orders  from 
other  persons? 

Mr.  MARSH.  Yes. 

The  Chairman.  To  what  extent  are  all  the  members  of  your  ex- 
change engaged  in  that  way?  Can  you  give  any  idea  at  all  how 
many  of  them  actually  sell  cotton  to  spinners  just  as  Mr.  Cone  does? 

Mr.  Marsh.  I  do  not  think,  sir,  that  I  can  give  you  a  figure.  I  do 
not  want  to  dodge  the  question  or  give  the  impression  that  I  am 
dodging  the  question.  Certainly  a  majority  of  tnem;  but  whether 
the  percentage  would  be  60  per  cent  or  70  per  cent  I  really  could  not 
say. 

The  Chairman.  You  think  you  are  safe  in  saying  a  majority? 

Mr.  Marsh.  I  think  I  am  perfectly  safe  in  saying  a  majority. 

The  Chairman.  Yes. 

Mr.  Marsh.  But  I  have  no  positive  figures  in  my  mind. 

The  Chairman.  I  believe  the  laws  of  New  York  have  prohibited, 
or  tried  to  prohibit,  the  institution  known  as  the  "bucket  shop?" 

Mr.  Marsh.  They  have,  sir. 

The  Chairman.  Can  you  explain  briefly  to  the  committee  the 
difference  between  a  bucket  shop  and  a  cotton  exchange  or  any 
other  exchange? 

Mr.  Marsh.  Well,  the  fundamental  difference  between  the  bucket 
shop,  claiming  to  deal  in  cotton,  and  the  cottpn  exchange  is  that  in 
the  bucket  shop  there  is  no  contract  entered  into,  whereas  every 
transaction  on  the  New  York  Cotton  Exchange  or  any  other  cotton 
exchange  is  an  enforceable  and  legal  contract. 
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The  Chairman.  Are  there  any  contracts  made  on  the  New  York 
Cotton  Exchange  m  which  the  total  amount  to  be  gamed  or  lost  is 
determined  by  agreement  beforehand  and  within  a  fixed  period  of 
time? 

Mr.  Marsh.  Such  a  contract  would  lead  to  the  instant  expulsion 
of  any  member  who  made  it. 

Mr.  Sims.  What  about  a  stop-loss  order;  would  that  be  the  s^mie? 

Mr.  Marsh.  A  stop-loss  order! 

Mr.  Sims.  Yes. 

Mr.  Marsh.  No,  sir. 

Mr.  Sims.  When  a  gentleman  buys  100  bales  of  cotton,  of  course 
the  assumption  of  the  contract  is  that  it  is  for  absolute  delivery; 
but  he  accompanies  that  with  an  order,  what  you  call  a  "stop-loss" 
order,  that  if  the  price  goes  down  so  much  you  shall  sell  him  out;  is 
not  that  an  indication  to  you,  when  he  buys  that  cotton  in  that  way, 
that  he  does  not  intend  to  take  deHvery  unless  it  goes  up? 

Mr.  Marsh.  It  is  not  such  evidence. 

Mr.  Sims.  What  is  it  evidence  of,  an  actual  transaction  or  a  specu- 
lative transaction? 

Mr.  Marsh.  It  is  evidence  of  the  entering  into  a  contract. 

Mr.  Sims,  What  is  the  fact  that  there  is  a  stop-loss  order  evidence 
of;  that  his  intention  is  to  speculate  in  the  contract,  in  the  fluctuations 
before  the  day  of  deUvery  arrives? 

Mr.  Marsh.  I  find  it  hard  to' say,  Mr,  Chairman,  what  my  interpre- 
tation of  an  order  of  that  kind  is.     I  do  not  interpret  it. 

The  Chairman.  Will  you  explain  just  what  you  mean  by  a  stop-loss 
order?  In  what  way  does  it  differ  from  a  contract  whereby  the 
amount  to  be  gained  or  lost  can  be  determined  in  advance? 

Mr.  Marsh.  Why,  it  differs  from  it  in  this  respect,  Mr.  Chairman. 
I  have  already  saia  that  there  are  speculative  contracts  entered  into 
on  the  New  York  Cotton  Exchange.  A  person  who  makes  a  contract, 
let  us  say  of  a  speculative  character,  may  make  up  his  mind  that  the 
amount  of  money  which  he  is  willing  to  lose  in  that  operation  is 
limited  to  a  certain  amount,  as  I  may  buy  a  niece  of  real  estate 
expecting  that  it  will  advance  in  value,  and  if  I  nnd  that  it  does  not 
advance  and  that  the  interest  on  it  is  eating  me  up  and  I  find  that  I 
can  get  out  of  it  with  a  loss  of  5  per  cent  or  10  per  cent,  I  limit  my  loss 
to  that  extent  and  I  get  out  of  it.  But,  Mr.  Chairman,  an  essential 
feature  of  the  contract  entered  into  on  the  New  York  Cotton  Exchange 
is  that  a  man's  whole  fortune,  no  matter  what  the  order  is  which  he 
puts  in  there,  is  behind  that  contract. 

The  Chairman.  Suppose  that  I  should  write  you  an  order  to  buy 
cotton  for  me  and  should  send  my  check  for  $500  to  protect  the  trade, 
and  should  say  to  you  in  that  letter  that  if  cotton  falls  to  such  a 
point  that  the  $500  would  be  required  to  cover  the  difference  between 
the  price  at  which  I  buy  and  the  price  then  prevailing,  you  shall  sell 
— to  put  it  plainly,  I  would  give  you  instructions  to  the  effect  that 
I  was  willing  to  lose  the  $500  but  I  did  not  want  to  lose  any  more. 
Would  you  be  authorized  under  the  rules  of  your  exchange  to  execute 
that  kind  of  an  order? 

Mr.  Marsh.  You  can  not  give  me  that  kind  of  an  order,  sir.  You 
can  not  give  me  an  order  in  which  you  limit  your  loss  to  $500  or  any 
other  sum.  You  can  give  me  an  order  of  this  kind;  you  can  give  me 
an  order  to  buy  100  bales  of  cotton  for  you  and  when  the  loss  on  the 
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cotton  which  I  have  bought  for  your  account  has  reached  the  sum  of 
$500,  to  sell  it  out.    But  that  is  not  the  same  thing,  Mr.  Chairman. 

The  Chairman.  I  am  trying  to  get  at  the  difference. 

Mr.  Marsh.  The  difference  is  this,  and  this  is  one  of  the  points  in 
which  the  difference  between  a  bucket  shop  and  the  cotton  exchange 
most  clearly  appears.  Suppose  you  give  me  an  order  to  buy  100 
bales  of  cotton  for  you,  and  when  the  loss  is  $500  to  sell  it  out;  and 
when  the  loss  is  $500  I  try  to  sell  it  out,  but  instead  of  selling  it  out 
with  a  loss  of  $500, 1  sell  it  out  with  a  loss  of  $800;  you  have  got  to 
pay  that  $800. 

The  Chairman.  Then  really  the  difference  between  a  bucket  shop 
dealing  in  cotton  and  the  cotton  exchange  is  that  in  operating  upon 
the  exchange  a  man  may  lose  his  whole  fortune? 

Mr.  Marsh.  Exactlv. 

The  Chairman.  While  in  operating  in  a  bucket  shop  he  loses  only 
the  mamn  that  he  puts  up  ? 

Mr.  ALkRSH.  I  have  never  operated  in  a  bucket  shop  and  I  have 
not  the  slightest  idea  what  they  do  there,  but  I  say  that  a  man's 
whole  fortune  is  behind  the  obligations  he  enters  into  upon  the  New 
York  Cotton  Exchange.  The  contract  is  a  contract  as  vaUd  as  anv 
other  contract  in  law,  and  any  loss  arising  from  it  the  man  is  Uable 
for,  in  so  far  as  he  has  any  property  to  pay  it. 

Mr.  Sims.  You  have  announced  the  proposition — I  do  not  go  as 
far  as  jou  do,  because  I  do  not  know  as  much  about  it — that  a  man 
who  gives  an  order  for  cotton  that  he  does  not  want  or  sells  what  he 
does  not  have — ^in  other  words,  of  which  he  does  not  expect  to  make 
delivery — is  a  fraud  and  a  cheat,  but  when  a  man  gives  an  order  to 
buy  or  sell  cotton,  and  then  gives  a  contrary  order,  a  stop-loss  order, 
as  it  is  called,  is  not  that  evidence  from  the  beginning  that  that  man 
is  a  fraud  and  a  cheat,  or,  in  other  words,  that  he  is  using  your 
cotton  exchange,  not  to  get  or  sell  cotton,  but  to  deal  in  speculative 
features  of  contract,  and  why  do  you  not  refuse  that  kind  of  business 
when  the  stop-loss  order  comes  with  the  original  order  until  you 
inauire  into  wnether  he  intends  to 

Mr.  Marsh.  As  I  understood  your  previous  questions  and  state- 
ments, Mr.  Sims,  on  this  point,  you  supposed  the  case  of  a  man  who 
fraudulently 

Mr.  Sims.  You  called  it  ''fraudulently.''     I  did  not. 

Mr.  Marsh.  Well,  I  think  you  have  taken  up  my  word  "fraudu- 
lently." 

Mr.  Sims.  Only  as  a  quotation. 

Mr.  Marsh.  Well,  ''fraudulently"  with  quotation  marks  about  it, 
then,  sir.  You  have  supposed  the  case  where  a  man  fraudulently,  in 
the  face  of  an  express  statement  that  he  is  entering  into  a  valid 
contract  for  the  delivery  or  the  receipt  of  cotton,  without  advising 
and  confessing  to  his  agent  what  his  real  intentions  are,  instructs 
that  agent  to  enter  into  this  contract  for  his  account,  you  have 
supposed,  I  say,  a  case  of  that  kind,  ^ving  an  order  with  a  stop-loss 
attachment  to  it,  and  asked  me  if  I  do  not  think  that  is  evidence  of 
intended  failure  to  fulfill  the  terms  of  the  contract.  Now,  Mr.  Sims, 
in  our  business,  as  I  suppose  in  every  business,  the  assumption  is  that 
men  are  honest;  that  they  mean  to  do  what  they  contract  to  do  or 
what  they  instruct  their  agents  to  contract  for  them  to  do,  and  we 
certainly  have  no  system  of  calling  for  aflBdavits.    We  do  not  ask  a 
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man  to  swear,  when  he  gives  us  an  order,  that  his  intentions  are  so 
and  so.  In  fact,  I  suspect  that  if  we  did  call  for  affidavits  on  every 
order  we  receive  the  only  result  would  be  greatly  to  increase  the 
amount  of  perjury  in  the  United  States,  because  a  man  whose  char- 
acter is  so  contemptible  that  he  will  not  recognize  the  legal  and 
moral  obligations  resting  upon  him  in  view  of  a  plain  statement  made 
to  him  is  contemptible  enough  to  perjure  himself. 

Mr.  Sims.  Mr.  Marsh,  in  other  words,  do  you  intend  for  this 
committee  and  the  House  of  Representatives  to  believe  that  in  the 
case  of  all  purchases  or  sales  made  on  the  New  York  Cotton  Exchange 
by  those  who  make  them — I  mean  by  members  of  the  exchange, 
brokers  or  whatever  they  are — they  all  at  the  time  honestly  believe 
that  all  this  cotton  which  is  bought  is  expected  to  be  received,  and 
all  that  is  sold  is  expected  to  be  delivered,  and  that  if  any  operator, 
any  person  buying  and  selling,  does  not  so  intend,  he  himself  is 
equal  in  moral  turpjitude  to  a  perjurer?  And,  if  that  be  so,  how  much 
more  important  it  is  for  us,  if  possible,  to  pass  a  law  that  will  protect 
your  honorable  body  from  the  impositions  of  cheats  and  perjurers 
and  felons. 

Mr.  Marsh  Qaughing).  Mr.  Chairman,  it  goes  without  saying — I 
certainly  do  not  need  to  say  to  gentlemen  who  are  as  familiar  with, 
business  affairs  as  the  members  of  this  committee — that  the  essential 
thing  in  making  a  contract  upon  the  New  York  Cotton  Enchange  is  to 
recognize  that  it  is  a  contract,  that  it  islegaUjr  and  morally  a  contract, 
and  that  it  carries  with  it  all  the  ^esponsioilities  of  a  contract.  From 
the  earliest  days  when  contracts  have  been  entered  into,  men  who 
have  entered  into  them  have  passed  them  on  from  one  to  another. 
In  passing  them  on  there  is  no  moral  obUgation  upon  them  except  to 
make  sure  that  the  persons  to  whom  they  pass  them  on  will  rulfill 
them,  and  it  makes  no  difference  whether  a  contract  is  passed  on  from 
one  moral  and  legal  contracting  party  to  one  more  or  to  two.  more  or 
to  twenty  more,  provided  that  tnrough  the  entire  length  of  that  line 
each  new  contracting  party  takes  upon  himself  the  full  legal  and 
moral  obUgations  of  the  preceding  contracting  party.  Now,  when  I 
talk  about  fraudulent  intentions  I  do  not  mean  to  say,  and  it  would 
be  absurd  if  I  were  to  make  the  contention,  and  you  would  know  that 
it  is  absurd  if  I  were  to  make  the  contention,  in  fact  it  would  be  in 
absolute  contradiction  to  the  whole  hedging  business  if  I  did  make 
the  contention,  that  it  is  the  purpose  of  each  of  the  contracting  parties 
to  every  contract  entered  into  on  the  New  York  Cotton  Exchange 
themselves  and  in  their  own  persons  to  deliver  and  to  receive  the  actual 
cotton  which  is  the  subject  of  the  contract.  I  say  it  would  be  absurd 
to  contend  that  that  is  the  case.  You  would  have  no  hedging  if  that 
was  the  case.  But  it  is  the  intention,  Mr.  Chairman,  when  such  a  con- 
tract is  entered  into,  that  those  contracting  parties  either  themselves 
will  fulfill  the  specific  terms  of  the  contract  or  that  one  of  them  or  that 
both  of  them  will  provide  new  contracting  parties  who  will  fulfill  the 
terms  of  the  contract,  still  keeping  it  a  v^d  contract  with  the  moral 
and  legal  obUgation  behind  it  or  those  persons  who  have  entered 
into  it. 

The  Chairman.  I  do  not  want  to  monopolize  this  examination.  I 
will  only  ask  one  or  two  more  questions.  In  that  case,  in  your 
judgment,  if  the  practice  of  dealing  in  futures  in  cotton  wpre  elimi- 
nated, would  it  be  possible  for  the  New  York  Cotton  Exchange  to 
exist? 
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Mr.  Mabsh.  If  the  practice  of  dealing  in  contracts  for  future 
delivery  were  eliminated,  would  it  be  possible  for  the  New  York 
Cotton  Exchange  to  exist? 

The  Chaibman.  Yes. 

Mr.  Marsh.  There  would  be  no  occasion  for  its  existence. 

The  Chaerman.  Are  you  familiar  with  what  is  known  as,  and  before 
this  committee  as,  the  Scott  bill? 

Mr.  Marsh.  I  have  read  it,  sir. 

The  Chairman.  In  your  judgment  if  that  bill  were  enacted  into 
law  and  its  provisions  were  enforced,  would  it  eliminate  the  future- 
dealing  operations  on  the  New  York  Cotton  Exchange  to  such  an 
extent  as  to  put  it  out  of  business? 

Mr.  Marsh.  No,  sir. 

The  Chairman.  So  that  you  think  that  the  passage  of  that  act 
would  have  no  injurious  effect,  speaking  from  your  own  point  of 
view,  on  the  New  York  Cotton  Exchange  1 

Mr.  Marsh.  It  would  have  a  disturbing  effect  until  people  saw  the 
futility  of  it. 

The  Chairman.  In  what  way  would  it  have  a  disturbing^  effect? 

Mr.  Marsh.  On  this  point  let  me  say  that  necessarily  in  a  large 
bodv  of  men  like  the  members  of  the  cotton  exchange,  who  are 
performing  a  certain  function,  the  majority  of  these  men  can  not  in 
the  nature  of  the  case  have  reasdned  out  the  underlying  principles 
and  the  underlying  bases  or  foundations  for  that  which  they  are 
doing.  The  cotton  merchants  as  a  class  come  into  their  business 
finding  a  certain  state  of  things,  certain  practices  in  use^  certain 
methcxis  of  conducting  business  in  use,  and  without  analyzmg  them 
or  attempting  fully  to  explain  them  they  go  ahead  using  those 
methods.  The  impression  produced  on  the  majority  of  men  of  that 
kind  would,  I  thinK,  be  that  the  Scott  bill  amounted  to  something. 
It  would  take  time  for  them  to  ascertain  that  it  is  a  futile  measure. 

The  Chairman.  Would  you  mind  explaining  in  what  way  it  is  futile  ? 

Mr.  Marsh.  Well,  I  am  not  a  lawyer,  Mr.  Scott.  I  am  speaking 
as  a  layman  and  I  am  giving  a  mere  merchant's  jud^ent  as  to  the 

Eermanent  effects  of  the  bill.     I  do  not  wish  to  qualify  as  an  expert 
ere  or  to  be  so  regarded. 

The  Chairman.  I  only  asked  the  question  because  you  seemed  to 
have  quite  a  pronounced  opinion  that  the  bill  would  be  futile,  and 
I  thought  you  must  have  some  reason  on  which  to  base  that  opinion 
and  that  is  what  I  was  trying  to  get  at. 

Mr.  Mabsh.  I  think  the  bill  is  unconstitutional,  to  start  with;  I 
think  it  is  discriminatory,  in  the  second  place;  and  I  think  its  provi- 
sions, while  undoubtedly  intended  to  apply  to  the  real  facts  of  the 
business,  go  slantwise  from  them  all  the  way  through.  The  provi- 
sions of  the  bill  do  not  match  the  conditions.  Now,  it  is  no  use  to 
l^islate  that  pedple  shall  not  do  a  certain  thing  with  their  legs  when 
they  customarily  do  it  with  their  arms,  and  that  is  my  judgment  as 
to  the  provisions  of  the  biU. 

The  Chairman.  You  have  heard  the  testimony  of  the  preceding 
witnesses  to  the  effect  that  the  present  system  of  operation  on  the 
New  York  Cotton  Exchange  was  injurious  to  the  spinners.  We  have 
had  one  or  two  representatives  of  the  spinners  who  have  testified  to 
that  effect.     Do  you  think  they  are  right  about  it? 
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Mr.  Marsh.  I  can  only  answer  that,  Mr.  Scott,  bv  saying  that  the 
spinners  outside  the  United  States  now  universally  conduct  their 
business  with  reference  to  hedge  markets;  that  no  spinner  can  finance 
his  business  unless  he  is  known  so  to  do.  When  at  Atlanta  some  three 
years  ago  there  was  a  kind  of  joint  convention  of  spinners^  associa- 
tions and  of  farmers'  associations  and  the  question  was  raised  as  to 
abolishing  trading  in  contracts  for  future  delivery,  the  three  sections 
of  spinners  refused  to  participate  in  that,  although  some  members  of 
eacn  of  the  sections  wished  to  do  so;  but  the  three  sections,  as  I 
understand  it,  refused  to  participate  in  that  on  the  ^ound  that 
although  there  were  features  of  the  existing  system  which  the^  did 
not  Uke,  they  saw  no  substitute  for  it  and  did  not  think  their  business 
could  be  ultimately  carried  on  without  it. 

The  Chairman.  You  heard  the  extract  which  was  read  by  Mr. 
Parker  from  the  proceedings  of  the  spinners'  convention,  in  which 
they  quite  severely  criticised  the  practice  of  the  New  York  Exchange. 
Do  vou  remember  that  extract? 

Mr.  Mabsh.  WelL  now,  Mr.  Scott,  there  is  a  whole  historv  to  that. 

The  Chairman.  I  did  not  intend  to  ask  for  the  whole  history;  I 
merely  wished  to  inquire  whether  you  thought  that  criticism  was  well 
foimded,  and  whether  you  thought  that  the  cotton  exchange  was 
likely  to  modify  its  practice  in  that  respect. 

Mr.  Marsh.  I  do  not  think  the  New  York  Cotton  Exchange  is  likely 
to  give  up  being  an  association  of  cotton  merchants.  But  as  I  said, 
there  is  a  whole  history  behind  Mr.  Parker's  testimony.  If  the  com- 
mittee wish  to  have  that  history  unfolded,  I  am  only  too  willing  to 
unfold  it;  but  it  seems  to  be  rather  immaterial  and  unnecessary  to  go 
into  it. 

The  Chairman.  In  the  absence  of  Mr.  Parker,  if  anything  you  had 
in  mind  would  be  something  which  he  would  in  fairness  have  a  right 
to  reply  to,  you  had  better  not  go  into  it. 

Mr.  Marsh.  I  think  it  would  oe,  sir. 

The  Chairman.  You  spoke  about  a  number  of  your  members  being 
outside  of  New  York.  Can  you  tell  me  about  how  many  of  your  425 
members  have  places  of  busmess  outside  of  New  York? 

Mr.  Marsh.  My  impression  is  that  about  200  of  the  members  are 
actually  resident  in  New  York;  but  again  I  have  no  actual  figures  to 
goby. 

The  Chairman.  Do  any  other  members  of  the  committee  desire  to 
ask  any  questions? 

Mr.  Beall.  I  would  like  to  ask  him  a  question  or  two.  #  The  mem- 
bership of  your  exchange  is  Umited  to  450? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  Are  those  seats  on  the  exchange  sold  ? 

Mr.  Marsh.  Are  they  what? 

Mr.  Beall.  Are  they  sold  and  bought?  Is  the  right  to  sit  on  that 
exchange  bought  and  sold? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  What  is  the  ordinary  price,  the  usual  price,  for  which 
seats  are  purchased  ? 

Mr.  Marsh.  They  have  fluctuated  in  the  past  year  from  about 
$8,000  to  $18,000  or  $19,000. 

Mr.  Beall.  From  $8,000  to  $18,000  or  $19,000.  What  caused 
that  fluctuation  ? 
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Mr.  Marsh.  The  law  of  supply  and  demand. 

Mr.  Beall.  At  certain  penods  of  the  year  there  has  been  great 
demand  for  the  privilege  or  being  a  member  of  your  cotton  exchange, 
and  at  other  periods  not  so  great  a  demand? 

Mr.  Marsh.  No;  that  is  not,  I  should  say,  the  fact.  As  we  have 
no  future  system  for  dealing  in  seats  on  the  New  York  Cotton  Ex- 
change, the  fluctuations  in  the  value  of  the  seats  on  the  exchange  are 
very  severe.  If  a  member  dies  at  a  time  when  there  happens  to  be 
no  person  desiring  to  become  a  member,  and  his  widow  wishes  to 
realize  the  money  without  waiting,  there  being,  as  I  sav,  no  future 
system  connected  with  the  purchase  and  sale  of  seats,  there  may  be 
a  very  severe  break  in  the  price.  On  the  contrary,  if  some  person 
desires  to  become  a  member  and  there  is  no  seat  available,  he  may 
have  to  bid  the  price  up  until  he  gets  it. 

Mr.  Beall.  What  are  the  other  conditions  of  membership  in  your 
cotton  exchange  ? 

Mr.  Marsh.  What  do  you  mean  by  *' other  conditions,''  sir? 

Mr.  Beall.  Suppose  a  man  applies  for  membership  in  your  cotton 
exchange,  what  are  the  requirements  to  entitle  him  to  become  a 
member? 

Mr.  Marsh.  Nothing  entitles  anybody  to  become  a  member  of  the 
New  York  Cotton  Excnange? 

Mr.  Beall.  Well,  how  does  he  become  a  member,  then? 

Mr.  Marsh.  He  appUes  to  a  committee  of  the  exchange  known  as  the 
"admissions  committee,''  the  committee  on  admissions.  He  makes 
a  full  statement  under  oath  of  his  resources,  of  his  business  history, 
of  whether  he  has  or  has  not  failed  in  business,  of  his  intentions  m 
becoming  a  member  or  seeking  to  become  a  member  of  the  exchange; 
in  short,  ne  attempts  to  justify  to  the  admissions  committee  by  a  sworn 
statement  his  desirability  as  a  member. 

Mr.  Beall.  Suppose  he  makes  a  statement  that  is  satisfactory  to 
this  admissions  committee,  what  then  is  the  next  step? 

Mr.  Marsh.  The  admissions  committee  submit  his  statement,  with 
the  statements  of  at  least  two  members  of  the  exchange,  vouching 
for  liim  and  for  the  accuracy  of  what  he  has  stated,  to  the  board  of 
managers  of  the  exchange.  The  board  of  managers  of  the  exchange 
then  ballots  upon  his  election,  and  if  he  receives  a  vote  of  a  majority 
of  the  full  board  of  managers  he  is  elected. 

Mr.  Beall.  After  he  becomes  a  member  is  he  required  to  pay  any 
dues,  annual  or  otherwise? 

Mr.  Marsh.  He  is  required  to  pay  an  entrance  fee  of  $500,  and 
each  year  the  exchange  estimates  the  expenses  which  it  will  have  to 
undergo  in  the  collection  of  statistics  and  the  maintenance  of  its 
room,  and  so  on,  and  levies  an  assessment  upon  the  members  sufii- 
cient  to  provide  that  sum. 

Mr.  Beall.  What  would  be  the  usual  amount  of  that  annual  charge  ? 

Mr.  Marsh.  For  several  years  past  it  has  been  $75. 

Mr.  Beall.  A  moment  ago  you  stated  that  in  your  judgment — or 
I  believe  you  stated  it  as  a  fact — 80  per  cent  or  more  of  the  actual 
cotton  produced  in  this  country  is  handled  by  merchants  who  belong 
to  the  New  York  Cotton  Exchange. 

Mr.  Marsh.  I  so  said. 

Mr.  Beall.  How  much  of  that  actual  cotton  was  bought  or  sold 
on  the  New  York  Exchange? 
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Mr.  Mabsh.  There  is  no  earthly  way  to  tell. 

Mr.  Beall.  Could  you  form  a  reasonable  estimate  as  to  the  pro- 
portion of  that  80  per  cent  that  was  actually  bought  on  the  New  i  oric 
Exchange,  or  sold? 

Mr.  Marsh.  How  can  anyone  form  that?  Two  members  of  the 
New  York  Cotton  Exchange,  one  from  Greensboro,  N.  C,  and  one 
from  Augusta,  Ga.,  meet  on  the  floor  of  the  New  York  Cotton  Ex- 
change. The  member  from  Augusta,  Ga.,  says  to  the  member  from 
Greensboro,  N.  C,  "What  could  you  sell  me  5,000  bales  of  strict 
middling  cotton  for?"  The  member  from  Greensboro,  N.  C,  names 
a  price  which  is  satisfactory  to  the  member  from  Augusta,  Ga.,  and 
the  member  from  Augusta,  Ga.,  savs,  "All  right;  I  wm  take  it." 

Mr.  Beall.  You  call  that  a  sale  on  the  New  York  Cotton  Ex- 
change ? 

Mr.  Marsh.  Certainly;  if  it  took  place.  I  am  supposing  that  it 
took  place. 

Mr.  Beall.  In  your  judgment,  what  per  cent  of  this  80  per  cent  of 
the  entire  crop  was  sold  under  a  contract  of  the  New  York  Cotton 
Exchange? 

Mr.  MalRSH.  What  kind  of  a  contract? 

Mr.  Beall.  The  ordinary  contract,  such  as  you  have  on  the 
exchange? 

Mr.  Marsh.  We  have  at  least  three  ordinary  contracts  there,  sir. 

Mr.  Beall.  I  would  be  glad  to  have  in  the  record  a  statement  as  to 
the  kinds  of  contracts  that  you  have  on  the  New  York  Cotton 
Exchai^e. 

Mr.  MiRSH.  We  have  a  contract  covering  or  describing  the  terms 
of  a  sale  of  cotton  in  the  port  of  New  York,  on  the  spot;  we  have  a 
contract  covering  the  terms  of  a  sale  of  cotton  to  arrive  in  the  port 
of  New  York,  an  f .  o.  b.  contract;  and  we  have  a  contract  covering 
the  terms  of  a  basis  delivery  in  some  future  month,  commonly  called 
a  future  contract. 

Mr.  Beall.  Take  the  contract  that  is  ordinarily  referred  to  as  the 
New  York  Cotton  Exchange  contract;  that  gives  to  the  seller  the 
option  of  delivering  certain  grades  of  cotton? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  At  so  much  on  or  off  the  middling  price  of  cotton? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  Could  you  give  an  estimate  of  the  proportion  of  this  80 

Eer  cent  which  was  sold  under  that  sort  of  contract  on  the  New  York 
btton  Exchange? 

Mr.  Marsh.  Every  contract  for  the  future  delivery  of  cotton  is  that 
kind  of  contract,  and  every  time  a  contract  for  the  future  delivery  of 
cotton  is  sold  against  an  equivalent  amount  of  actual  cotton  any- 
where it  is  a  contract  of  that  kind. 

Mr.  Beall.  Ordinarilv,  the  members  of  your  New  York  Cotton 
Exchange,  in  making  sales  of  this  actual  cotton  that  they  have,  make 
them  to  spinners?  Those  sales  are  usually  or  frequently  made  to 
spinners,  are  they  not? 

Mr.  ALlrsh.  Frequently;  yes,  sir. 

Mr.  Beall.  And  of  the  amount  of  cotton  that  is  bought  by  spinners 
from  the  gentlemen  who  are  members  of  your  cotton  exchange,  can 
you  form  an  idea,  an  estimate,  as  to  the  proportion  of  the  amount 
that  was  bought  under  the  ordinary  New  York  Cotton  Exchange 
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contract?    Is  it  not  a  fact  that  the  spinners  do  not  buy  their  cotton 
under  that  sort  of  contract? 

Mr.  Mabsh.  Why,  certainly;  I  had,  I  thought,  been  perfectly 
clear 

Mr.  Beall.  It  is  a  fact  that  they  do  or  do  not;  which  do  you  mean? 

Mr.  Mabsh.  It  is  certain  that  they  do  not  buy  it.  I  have  stated 
as  clearly  as  I  could  and  as  often  as  I  thought  the  chairman  of  the 
conmuttee  would  have  patience  to  have  me  state  it 

Mr.  Beaix.  Well,  we  have  an  abimdance  of  patience. 

Mr.  Mabsh  (continuing).  That  the  contract  which  is  in  current 
use  between  the  merchant  members  of  the  New  York  Cotton  Exchange 
is  a  contract  intended  for  use  between  merchants  and  is  not  a  con- 
tract intended  for  use  between  merchants  and  spinners. 

Mr.  Beall.  Why  is  it  not  intended  as  a  contract  for  use  between 
merchants  and  spmners? 

Mr.  Mabsh.  It  is  not  intended  for  use  between  merchants  and 
spinners  for  the  reason  that  the  merchant  has  to  buy  his  cotton  as 
it  is  produced.  The  merchant  handling  the  cotton  crop  of  the  United 
States  has  to  take  it  in  bulk.  You,  su*,  come  from  a  cotton  State, 
I  believe. 

Mr.  Beaix.  Yes. 

Mr.  Mabsh.  With  all  due  respect  for  the  acuteness  of  the  cotton 
producers  in  your  State,  and  I  have  the  greatest  respect  for  their 
acuteness,  you  know,  sir,  that  every  cotton  producer  in  Texas  makes 
his  good  cotton  sell  his  poor  cotton.  You  know  as  well  as  I  do,  sir, 
that  if  a  farmer  has  produced  15  bales  of  cotton,  5  bales  of  it 
middling  and  5  bales  oi  it  good  middling  and  2  bales  of  it  low  mid- 
dling and  3  bales  of  it  strict  good  ordinary,  there  is  no  merchant 
Uving  that  can  get  that  farmer  to  sell  him  the  5  bales  of  middling 
and  the  5  bales  of  good  middling  and  leave  the  farmer  with  the  2 
bales  of  low  middling  and  the  3  Dales  of  strict  good  ordinary.  You 
know  as  well  as  I  do,  sir,  that  every  farmer  in  Texas  makes  the  cot- 
ton merchant  take  all  the  cotton  he  has  got. 

•  Mr.  Beall.  No,  I  beg  your  pardon  there;  I  do  not  know  that. 
On  the  contrary,  I  know  that  in  my  section  of  Texas  the  ordinary 
farmer  ordinarily  sells  his  cotton  as  it  is  gathered,  at  the  price  that 
he  can  get  at  that  time.  The  first  cotton  that  he  gathers  is  usually 
the  best. 

Mr.  Mabsh.  Yes. 

Mr.  Beall.  That  cotton  ordinarily  is  disposed  of  before  the  lower 
grade  of  cotton  is  gathered,  and  instead  of  selling  it  all  to  the  mer- 
chant at  one  time,  he  sells  it  at  various  times,  and  consequently,  under 
that  system  of  selling,  the  good  cotton  does  not  sell  the  bad. 

Mr.  Mabsh.  Well,  1  have  had  pretty  extensive  experience  in  buy- 
ing actual  cotton  in  the  State  or  Texas.  I  am  not  at  the  moment 
engaged  in  that  business,  but  I  have  been  engaged  in  that  business, 
and  I  have  had  pretty  extensive  experience  with  it,  and  I  have 
known  in  my  experience  of  having  to  buy  20,000  bales  of  cotton  in 
order  to  fill  a  sale  of  2,000  bales. 

Mr.  Beall.  But  that  purchase  of  20,000  bales  was  not  from  a 
farmer? 

Mr.  Mabsh.  It  was  lists  of  cotton  from  up  country,  some  of  it 
farmers'  lists  and  some  of  it  country  merchants*  lists;  but  the  fact 
of  it  was  that  in  order  to  fill  a  sale  of  2,000  bales  of  even-running 
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cotton  such  as  a  spinner  would  buy  and  had  bought,  the  merchant  had 
to  take  on  20,000  bales,  18,000  bales  of  which  he  had  not  sold  to 
spinners. 

The  future  contract  in  New  York  is  a  contract  designed  to  provide 
in  all  kinds  of  seasons,  hi|jh-grade  seasons  and  low-grade  seasons,  for 
the  exigencies  of  the  business  of  the  merchant  who  has  to  do  that 
very  thing  which  I  have  described. 

Mr.  Be  ALL.  You  take  McFadden  &  Co.,  who  biiy  cotton  in  Texas 
very  largely;  are  they  members  of  the  New  York  Cotton  Exchange? 

Mr.  iiARSH.  Several  members  of  the  firm  are. 

Mr.  Beall.  In  this  80  per  cent  that  you  say  is  bought  and  sold  on 
the  New  York  Cotton  Exchange 

Mr.  Marsh.  I  did  not  say  that.  sir. 

Mr.  Beall.  You  did  not  say  tnat? 

Mr.  Marsh.  No,  sir;  I  said  nought  and  sold  by  the  members  of  the 
New  York  Cotton  Exchange. 

Mr.  Beall.  Taking  the  thousands  of  bales  of  cotton  that  the 
McFaddens,  through  their  agents,  scattered  all  through  the  South,  buy, 
that  amount  is  included  in  this  estimate  of  80  per  cent? 

Mr.  Marsh.  Certainly. 

Mr.  Beall.  Because  down  in  the  South  McFadden  Brothers,  who 
are  members  of  the  New  York  Cotton  Exchange,  buy  cotton  from  the 
farmers  and  from  the  merchants  for  the  purpose  of  selling  that  cotton 
to  the  spinners,  and  they  do  sell  it  to  the  spinners.  That  quantity  of 
cotton  purchased  under  those  conditions  by  them  is  included  in  the 
estimate  of  80  per  cent? 

Mr.  Marsh.  Certainly. 

Mr.  Beall.  And  so  the  cotton  purchased  by  Mr.  Neville  and  the 
other  operators  who  conduct  their  business  through  the  South,  the 
actual  cotton  that  is  bought  in  the  South  that  is  never  carried  to  New 
York,  the  cotton  that  is  bought  not  by  reason  of  their  membership  in 
the  New  York  Cotton  Exchange,  bought  by  these  gentlemen,  is  in- 
cluded in  this  80  per  cent? 

Mr.  Marsh.  I  should  answer  to  that  question  yes  were  it  not  for 
the  inclusion  in  the  question  of  a  provision  or  proviso  which  I  do  not 
assent  to.  You  say  'Hhis  cotton  bought  by  tnese  gentlemen  not  by 
reason  of  their  membership  in  the  New  York  Cotton  Exchange."  If  1 
were  to  answer  that  question  yes,  accepting  the  implications  of  that 
proviso,  I  should  be  giving  a  misleading  answer. 

Mr.  Beall.  Well,  it  is  not  necessary  to  be  a  member  of  the  New 
York  Cotton  Exchange  to  buy  the  actual  cotton  down  in  the  South. 

Mr.  Marsh.  It  is  necessary  to  be  a  member  of  the  New  York  Cotton 
Exchange  to  buy  any  such  quantity  of  cotton  as  Messrs.  McFadden 
&  Bro.  buy. 

Mr.  Beall.  Why? 

Mr.  Marsh.  Because  there  is  no  cotton  firm  in  existence  which 
could  get  the  capital  or  the  credit  necessary  for  the  conduct  of  the 
cotton  business  on  that  scale  without  the  use  of  hedging. 

Mr.  Beall.  The  cotton  crop  of  this  year  in  the  United  States  is 
estimated  to  be  about  10,000,000  bales? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  Assuming  it  has  a  value  of  $80  a  bale,  that  would  be 
about  $800,000,000? 

Mr.  Marsh.  It  would. 
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Mr.  Beall.  Now,  you  say  that  it  is  necessary,  in  order  to  handle 
that  product  of  the  value  of  $800,000,000,  to  have  an  exchange  based 
upon  the  system  upon  which  the  New  York  Cotton  Exchange  is  con- 
ducted. Every  pound  of  that  cotton  when  manufactured  into  cloth 
is  increased  in  value,  is  it  not? 

Mr.  Marsh.  It  is. 

Mr.  Beall.  About  what  per  cent;  from  300  to  400  per  cent? 

Mr.  Marsh.  Oh,  the  most  varying  percentages. 

Mr.  Beall.  Assuming  that  it  is  300  per  cent 

Mr.  Marsh.  That  is  too  high. 

Mr.  Beall.  Two  himdred  per  cent? 

Mr.  Marsh.  I  should  say  approximately  200  per  cent,  on  the 
average. 

Mr.  Beall.  Then  the  product  of  that  $800,000,000  worth  of  cotton 
is  worth  double  that  amount  when  manufactured  ? 

Mr.  Marsh.  It  is. 

Mr.  Beall.  Or  $1,600,000,000? 

Mr.  Marsh.  It  is. 

Mr.  Beall.  It  is  necessary  to  have  a  cotton  exchange  conducted 
as  it  is  now  in  order  to  handle  $800,000,000  worth  of  cotton? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  But  it  is  not  necessary  to  have  any  kind  of  cotton 
exchange  in  order  to  have  the  product  of  that  cotton  handled,  which 
19  of  a  value  of  $1,600,000,000? 

Mr.  Marsh.  That  is  a  portentous  statement  on  the  face  of  it,  but 
the  situation  is  really  a  great  deal  more  simple  than  that. 

Mr.  Beall.  I  wish  you  would  simplify  it. 

Mr.  Marsh.  The  burden  of  carrying  the  goods  manufactured  out 
of  the  cotton  is  distributed  through  such  an  enormous  number  of 
small  merchants,  no  one  of  whom  is  likely  to  be  badly  hurt  provided 
he  knows  the  consumptive  requirements  of  his  immendiate  clientele. 
And  now,  sir,  you  come  to  the  real  answer  to  a  question  which  you 
have  asked  one  or  two  other  witnesses.  The  Question  has  been,  who 
bore  the  loss  involved  in  the  fluctuations  of  tne  cotton  market. 

Mr.  Beall.  Will  you  let  me  ask  you  one  or  two  questions  leading 
up  to  that? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  There  is  no  question  but  what  the  farmer  bears  all 
the  burden  involved  in  the  cultivation  and  in  the  gathering  of  the 
crop,  is  there? 

Mr.  Marsh.  He  certainly  bears  it  all. 

Mr.  Beall.  After  it  is  gathered  it  is  necessary  that  it  be  ginned? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  Who  bears  that  expense? 

Mr.  Marsh.  It  is  a  part  of  the  expense  of  production. 

Mr.  Beall.  The  farmer  bears  it? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  It  is  necessary  to  put  bagging  and  ties  on  it.  The 
burden  of  that  falls  upon  the  farmer? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  Now,  you  are  a  cotton  merchant.  I  understand  from 
statements  made  by  gentlemen  here  before  us  that  they  are  content 
with  a  very  small  profit  upon  a  bale  of  cotton. 

Mr.  Marsh.  I  think  that  is  true. 

Mr.  Beall.  Let  us  assume  that  that  profit  is  a  dollar  a  bale. 
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Mr.  Marsh.  That  is  a  very  exaggerated  estimate.  I  can  give  you 
exact  figures  if  you  want  them. 

Mr.  Beall.  In  order  to  have  even  figures  in  asking  these  questions, 
I  will  just  assume  that,  for  that  purpose. 

Mr.  Marsh.  I  should  be  more  comfortable  in  my  mind  if  you  would 
not  assume  something  that  is  not  true.  . 

Mr.  Beall.  Then  state  what  you  think  would  be  the  average 
profit? 

Mr.  Marsh.  I  saw  not  long  ago  the  actual  figures  of  the  profit  per 
bale  of  a  successful  smaller  Texas  firm  some  years  ago,  but  conditions 
are  less  favorable  for  the  cotton  merchant  to-day  than  they  were 
thcQ,  if  anything.  The  largest  per  bale  profit  made  in  any  one  of  the 
four  years  covered  by  the  %ures  was  47  cents. 

Mr.  Beall.  Forty-seven  cents.  You  are  willing  to  call  it  50  cents, 
I  siippose,  for  convenience? 

Mr.  Marsh.  No,  sir;  not  one  cent  above  47.     [Laughter.] 

Mr.  Beall^  It  is  like  the  laws  of  the  Medes  and  Persians;  your 
estimates  can  not  be  varied.  Well,  we  will  call  it  47  cents.  A  cotton 
merchant  has  a  customer  who  is  a  spinner,  who  will  give  him  $75.47 
for  a  bale  of  cotton.  Forty-seven  cents  you  think  would  be  a  reason- 
able profit.  If  there  were  no  othef  charges  the  merchant  could  afford 
to  pay  the  farmer  $75  for  that  bale  of  cotton,  make  his  profit,  and  sell 
it  to  the  spinner  for  $75.47;  but  there  are  certain  other  elements  of 
expense  that  the  merchant  is  cognizant  of;  for  instance  transportation 
charges  from  the  point  of  purchase  to  the  mill  of  the  spinner.  Sup- 
pose, for  the  purpose  of  this  illustration,  that  item  is  $4  a  bale.  How 
does  that  affect  tne  price  that  the  merchant  will  pay  to  the  farmer  for 
the  cotton,  assuming  still  that  he  wants  to  make  nis  profit  of  47  cents? 

Mr.  Marsh.  He  naturally  does  not  pay  the  transportation  chaise 
out  of  his  own  pocket. 

Mr.  Beall.  That  reduces  the  price  to  the  farmer  to  the  extent 
of  $4? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  Then  there  is  a  compress  charge.  I  do  not  know 
whether  I  am  giving  the  correct  estimate  or  not,  out  assume  that  that 
is  50  cents  a  bale.     I  do  not  know  what  it  is. 

Mr.  Marsh.  Yes,  I  think  that  is  correct  in  Texas. 

Mr.  Beall.  Assuming  that  the  merchant  purchases  the  cotton 
from  the  farmer;  he  would  deduct  that  50  cents,  would  he  not? 

Mr.  Marsh.  He  would  not,  directly,  under  the  rules,  under  the 
laws  of 

Mr.  Beall.  Practically  that  would  be  the  effect  of  it? 

Mr.  Marsh.  The  transportation  charge  in  Texas  includes  that  50 
cents.     The  railroad  has  to  pay  it. 

Mr.  Beall.  It  includes  the  amount  that  the  merchant  would  have 
to  pay,  that  50  cents.     Then  there  is  the  element  of  risk  from  fire. 

Mr.  Marsh.  Yes. 

Mr.  Beall.  There  must  be  insurance? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  The  merchant  knows  that  when  he  buys  a  crop,  and  he 
takes  that  into  consideration  and  reduces  the  price  of  the  bale  of  cot- 
ton to  the  farmer  by  what  he  has  to  expend  for  that  insiu'ance? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  So  far  the  farmer  has  had  to  bear  all  the  loss;  that  is, 
in  an  illustration  where  the  merchant  knows  that  he  can  get  $75.47 

Digitized  by  VjOOQ IC 


PEBVENTION  OF  DEALING  IN  PUTUEES.  185 

for  that  bale  of  cotton,  which  is  about  15  cents  a  pouncL  I  take  it. 
Now,  suppose  that  instead  of  the  merchant  having  that  dennite  infor- 
mation he  is  confronted  with  an  uncertainty  as  to  whether  he  will  get 
15  cents  a  pound  for  that  cotton  or  14  cents;  in  making  his  calculation 
as  to  what  he  will  give  the  farmer,  will  not  the  merchant  take  into 
consideration  the  probable  fluctuations  in  the  value  of  that  cotton 
and  compel  the  farmer  to  bear  that  burden  as  well? 

Mr.  Mabsh.  Now,  you  are  assuming  that  the  merchant  has  no  way 
to  protect  himself  from  those  fluctuations.    That  is  the  assumption? 

Mr.  Beall.  I  am  assuming  that  the  merchant  is  buying  a  bale  of 
cotton  from  the  farmer,  depending  upon  the  future  price  of  cotton 
determining  the  amoimt  that  he  \ml  receive  for  it. 

Mr.  Mabsh.  If  the  merchant  is  using  the  market  for  future  con- 
tracts, for  hedging  purposes,  he  does  not  deduct  the  possible  loss  of 
2  or  3  or  4  cents  a  poimd  that  might  arise  from  a  decline  in  cotton. 
He  gives  the  farmer  the  market  of  the  moment  when  he  buys  it. 

^fr.  Beall.  Coming  to  the  proposition  you  started  to  explain  a 
while  ago.  Somewhere  along  the  line  there  is  somebody  who  is  tak- 
ing into  consideration  the  probable  decline  in  the  price,  or  probable 
fluctuation  in  the  price,  of  that  cotton.  AMiether  it  is  the  merchant 
or  the  speculator,  or  whoever  it  may  be,  somebody  is  taking  thq-t  fluc- 
tuation into  consideration,  somewhere  along  the  line.     Who  is  it? 

Mr.  Mabsh.  Somewhere  along  the  line  that  you  have  described? 

Mr.  Beall.  Yes;  between  the  farmer  and  the  spinner,  between  the 
producer  and  the  ultimate  consumer  of  that  raw  cotton;  somebody  in 
fixing  the  price  of  that  cotton  is  taking  into  consideration  the  prob- 
able fluctuation  in  price  between  the  time  it  leaves  the  hands  of  the 
farmer  and  the  time  it  gets  into  the  hands  of  the  spinner. 

Mr.  Marsh.  May  I  ask  before  answering  your  question  whom  you 
mean  by  the  "ultimate  consumer  of  the  cotton?" 

Mr.  Beall.  The  spinner;  the  ultimate  consumer  of  the  raw  cotton. 

Mr.  Marsh.  I  may  be  somewhat  impertinent,  but  I  do  not  desire 
to.be  so.     Does  the  spinner  end  the  line  ? 

Mr.  Beall.  So  far  as  the  raw  cotton  is  concerned,  I  think  he  does. 

Mr.  Marsh.  But  so  far  as  fixing  the  value  of  the  raw  cotton  is  con- 
cerned, does  he  end  the  line? 

Mr.  JBeall.  Yes;  put  it  that  way. 

Mr.  Marsh.  Then  I  must  dissent  from  you,  sir,  because  the  manu- 
facturer of  the  cotton  is  in  exactly  the  same  position  that  the  cotton 
merchant  is  in.  The  price  of  cotton  is  of  no  consequence  to  the  manu- 
facturer of  cotton.  There  are  only  two  parties  in  the  world  to  whom 
theprice  of  cotton  is  of  importance. 

The  Chairman.  Pardon  me  just  one  moment;  may  1  ask  a  question 
right  there  that  I  think  will  bring  your  answer  directly  to  the  point 
involved? 

Mr.  Beall.  Yes.  * 

The  Chairman.  It  has  been  brought  out  in  the  testimony  hereto- 
fore that  the  merchant  hedges  in  order  to  protect  himself  from  loss. 

Mr.  Marsh.  Yes. 

The  Chairman.  That  the  spinner  hedges  in  order  to  protect  him- 
self from  loss. 

Mr.  Marsh.  Yes. 

The  Chairman.  And  the  question  Mr.  Beall,  and  I  think  all  of  us, 
would  like  to  have  answered  is,  Who  beai-s  that  risk  finally?     It  is 
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eliminated  from  the  merchant  and  is  eliminated  from  the  spinner; 
and  who  does  cany  it  ? 

Mr.  Marsh.  In  an  advancing  market — that  is,  with  a  short  supplv 
of  cotton — that  ultimate  risk  is  finally  devolved  upon  the  innumeraole 
consumers  of  cotton  all  over  the  world. 

Mr.  Hawley.  Of  manufactures? 

Mr.  Marsh.  Not  the  manufacturer;  he  does  not  bear  it.  It  gets 
away  beyond  the  manufacturer. 

Mr.  Hawley.  I  say  the  consumers  of  manufactured  articles. 

Mr.  Marsh.  Oh,  yes;  I  beg  your  pardon;  I  did  not  understand 
you.  It  goes  thousands  of  mues  beyond  the  manufacturer.  It  goes 
awav  back  in  Manchuria  and  up  into  India. 

The  Chairman.  Your  answer,  then,  is  that  the  ultimate  consumer 
of  the  product  is  the  man  who  bears  that  risk? 

Mr.  Marsh.  He  is  the  man  who  takes  that  risk  when  the  supply  of 
cotton  is  short  and  when  the  market  is  advancing.  When  the 
supply  of  cotton  is  more  than  the  demand,  imquestionably  the  pro- 
ducer takes  the  risk. 

Mr.  Beall.  On  a  declining  market,  then,  the  burden  of  this  risk 
falls  upon  the  producer  ? 

Mr.  Marsh.  Unquestionably. 

Mr.  Beall.  With  an  advancing  market  it  falls  upon  the  consumer? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  In  the  one  case  the  people  of  the  South  bear  the 
burden? 

Mr.  Marsh.  Unquestionably. 

Mr.  Beall.  And  in  the  other  case  the  people  of  the  world  bear  the 
burden? 

Mr.  Marsh.  Unquestionably. 

Mr.  Beall.  It  is  a  burden  either  way? 

Mr.  Marsh.  Unquestionably.     Almighty  Grod  made  it  so. 

Mr.  Beall.  Alnughty  God  aided  by  anybody  else?     [Laughter.] 

Mr.  Marsh.  Almighty  God  not  aided  by  anvbody;  certaimy. 

Mr.  Beall.  Leaving  that  for  the  present,  I  believe  you  stated  that 
all  the  contracts  upon  the  New  York  Cotton  Exchange  contemplate 
deliverv? 

Mr.  Marsh.  They  not  ovdj  contemplate  it;  they  require  it. 

Mr.  Beall.  They  require  it.     You  are  a  broker  of  that  exchange? 

Mr.  Marsh.  I  am. 

Mr.  Beall.  Can  you  give  the  committee  an  estimate  of  the  num- 
ber of  bales  of  cotton  that,  as  a  broker,  you  have  sold  on  that  exchange 
during  the  past  sixty  days — the  numoer  of  bales  that  you  sold  on 
the  exchange  for  dehvery  in  December,  if  that  is  one  of  the  months 
of  delivery,  and  I  beUeve  it  is? 

Mr.  Marsh.  I  have  not  those  figures  in  my  head. 

Mr.  Beall.  Could  you  form  an  estimate? 

Mr.  Marsh.  I  am  afraid  I  could  not,  because  I  am  buying  and 
selling  all  day  long. 

Mr.  Beall.  Regardless  of  the  number^  what  per  cent  of  that  niun- 
ber  that  you  sold  were  ever  actually  dehvered?  Could  you  form  an 
estimate  as  to  that? 

Mr.  Marsh.  How  do  you  mean,  actually  dehvered  ? 

Mr.  Beall.  You  sold^  upon  the  New  York  Cotton  Exchange  for 
delivery  in  December,  say 

Mr.  Marsh.  Yes. 
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Mr.  Beali.  (continuing).  A  small  or  a  large  number  of  bales  of  cot- 
ton, as  the  case  may  be  ? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  Can  you  form  an  idea  as  to  the  percentage  of  that  num- 
ber of  bales  of  cotton  that  was  actually  delivered  under  the  sales  that 
you  made  ? 

Mr.  Mabsh.  a  large  part  of  my  sales  were  made  for  January  deliv- 
ery, March-  deUveir,  Mjay  delivery 

Mr.  Beall.  Well,  say  January? 

Mr.  Marsh  (continuing).  July  delivery;  naturally  none  of  those 
have  involved  any  deUvery  of  cotton  as  yet,  except  a  portion,  prob- 
ably, of  the  January  sales. 

Mr.  Beall.  Can  you  form  an  estimate  as  to  the  probable  percentage 
of  deliveries  actually  made  on  the  January  sales  made  by  you? 

Mr.  Marsh.  This  is  FebruarJ^  Deliveries  were  made  on  all  the 
sales  of  January. 

Mr.  Beall.  The  deUvery  of  actual  cotton  was  made  upon  all  the 
sales  of  January? 

Mr.  Marsh.  I  should  say  that  that  was  a  reasonable  answer  to  give 
your  question.  I  perhaps  ought  to  explain  this  answer,  as  it  is  a 
Fundamental  point  in  the  whole  controversy.  I  have  already  said 
to  the  committee  that  when  contracts  are  formed  between  members 
of  the  exchange,  those  members  are  constantly  making  new  contracts 
with  other  members  of  the  exchange  to  take  their  places  under  the 
ori^al  contract.  That  results  in  chains  of  contract  obUgations 
which  arise  imder  the  business  of  the  exchange.  When  the  specific 
month  for  which  the  contracts  have  been  entered  into  comes  around, 
if  one  of  mv  customers  has  sold  to  a  member/  whom  we  will  call  A, 
lOQ  bales  or  January  cotton,  and  A  has  sold  it  to  B,  and  B  has  sold  it 
to  C,  and  C  has  sold  it  to  D,  and  D  has  sold  it  to  E,  I  say  when  the 
current  month,  as  we  call  it,  comes  around,  a  notice  to  the  effect  that 
there  are  100  bales  of  cotton  in  a  warehouse  in  New  York  ready  for 
deUvery  is  given  by  the  first  seller  to  the  first  hujev  and  by  him  is 
passed  to  the  second  buyer  and  by  him  to  the  third  buyer,  and  in 
that  way  100  bales  of  cotton  may  be  deUvered  in  the  fulfillment  of 
10,000  bales  of  contracts. 

The  Chairman.  Would  not  a  more  strictly  accurate  answer  to  Mr. 
Beall's  a  uestion  be,  that  you  had  dehvered  the  contracts  which  you  sold  ? 

Mr.  Marsh.  No,  sir. 

The  Chairman.  That  you  had  bought  the  contracts  for  the  deUvery 
of  cotton  in  January?  It  is  probably  impossible  for  you  to  tell 
whether  any  actual  cotton  has  oeen  delivered  under  those  contracts, 
but  you  can  truthfuUy  say  that  the  contracts  which  you  sold  have 
been  delivered  to  the  parties  who  bought  them.  Is  that  not  what 
you  reaUy  mean? 

Mr.  Marsh.  I  mean,  sir,  that  a  vaUd  and  legal  evidence  of  the 
ownership  of  100  bales  of  cotton  has  been  delivered  by  the  first  seUer 
to  the  first  buyer. 

The  CHAmMAN.  Exactly. 

Mr.  Marsh.  And  by  him  to  the  second  Buyer,  and  there  is  no  break 
in  the  chain.     The  deUvery  of  actual  cotton  has  taken  place.  • 

Mr.  Lever.  Not  in  each  instance,  however. 

Mr.  Marsh.  Why,  certainly. 

Mr.  Lever.  I  thought  the  delivery  took  place  on  a  day  certain,  at 
the  end  of  the  month. 
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Mr.  Mabsh.  It  takes  place  on  any  delivery  dav  during  the  month. 

Mr.  Lever.  How  many  delivery  days  do  you  nave? 

Mr.  Marsh.  There  are  four  in  each  week  of  the  month. 

Mr.  Heflin.  I  did  not  catch  Mr.  Marsh's  answer.  I  understand 
you  to  say  that  in  every  contract  made  on  the  exchange  the  actual 
cotton  is  deUvered? 

Mr.  Marsh.  I  described,  sir,  the  process  by  which  these  contracts 
are  fulfilled  when  the  current  month,  the  month  called  for  in  the  con- 
tract, comes  aroimd. 

Mr.  Heflin.  Is  it  not  a  fact  that  numbers  of  contracts  are  made 
where  neither  party  ever  sees  the  cotton,  and  the  difference  is  settled 
in  monev? 

Mr.  Marsh.  I  do  not  see  how  such  contracts  could  be  made  under 
the  rules  of  the  New  York  Cotton  Exchange. 

Mr.  Heflin.  I  am  just  asking  you  if  that  ever  does  occur.  Where 
a  man  will  sell  100  bales  of  cotton  and  the  man  who  buys  that  100 
bales  never  sees  the  100  bales,  and  the  difference,  at  a  certain  time,  is 
settled  in  mon&y,  and  no  cotton  ever  passes. 

Mr.  Marsh.  Well,  I  have  been  the  legal  owner  of  lai^e  quantities 
of  cotton  which  I  never  saw.  I  suppose  that  Messrs.  McFadden  & 
Bro.  in  the  course  of  every  season  are  the  legal  owners  of  a  million 
bales  of  cotton  that  they  never  saw. 

Mr.  Heflin.  And  they  never  ask  to  see  it,  do  they? 

Mr.  Marsh.  And  they  never  ask  to  see  it. 

Mr.  Heflin.  The  differences  are  often  settled  in  money,  are  they 
not?     That  is  true,  is  it  not? 

Mr.  Marsh.  I  do  not  know  what  you  mean  by  differences  which 
are  settled  in  money. 

Mr.  Heflin.  The  speculative  feature  of  it;  that  they  buy  and  sell 
cotton — the  members  of  the  exchange — when  no  actual  cotton  is 
deUvered.  Can  I  not  buy  100  bales  of  cotton  to-day  on  the  New 
York  exchange,  and  if  the  price  goes  up  get  mv  money — the  difference 
between  now  and  a  certain  date — witnout  taking  any  cotton? 

Mr.  Marsh.  Mr.  Heflin,  you  can  not  buy  100  bales  of  cotton  on 
the  New  York  Cotton  Exchange,  but  you  can  give  an  order  to  a 
member  of  the  New  York  Cotton  Exchange  to  buy  a  contract  for  the 
deliveiy  to  him  for  your  account  of  100  bales  of  cotton. 

Mr.  Heflin.  Weil,  whatever  you  call  it.  Now,  can  I  not  have 
money  paid  to  me  if  the  price  of  cotton  goes  up,  without  ever  taking 
any  cotton  or  seeing  any  cotton?  Can  1  not  close  out  my  deal  with 
that  member  of  the  exchange  without  having  the  cotton  delivered  to 
me  or  seeing  a  pound  of  cotton? 

Mr.  Marsh.  If,  after  having  given  that  member  of  the  exchange 
an  order  to  contract  for  100  bales  of  cotton  for  your  account,  you 
subsequently  give  him  an  order  to  sell  to  somebody  else  a  contract 
for  100  bales  of^  cotton  for  your  accoimt,  and  there  is  a  profit  in  the 
transaction,  you  can  certainly  get  that  profit. 

Mr.  Heflin.  Without  any  actual  cotton  ever  having  passed? 

Mr.  Marsh.  With  the  certainty  that  those  two  contracts  will 
ultimately  be  settled  in  the  market  by  the  passage  of  actual  cotton. 

Mr.  Heflin.  Of  actual  cotton.  One  other  question  whUe  I  am 
on  that.  How  many  bales  of  cotton  do  you  suppose  are  contracted 
for  on  that  exchange  in  a  season,  in  a  year,  by  the  members  of  the 
New  York  Cotton  Exchange? 
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Mr.  Marsh.  The  New  York  Cotton  Exchange  made  the  most 
strenuous  efforts  for  a  lon^  period  to  keep  an  account  of  the  actual 
transactions  which  took  place  there.  It  was  foimd  that  the  errors 
which  crept  into  the  statements  were  so  numerous,  that  so  many 
transactions  were  erroneously  reported  in  the  rush  of  business  and 
so^many  escaped  being  reported  in  the  rush  of  business,  that  the 
statements  arrived  at  at  the  end  of  each  day  were  entirely  mislead- 
ing— misleading  to  the  members,  who  alone  had  a  legitimate  interest 
in  those  statistics.  • 

Mr.  Heflin.  I  am  told,  Mr.  Chairman,  that  the  New  Orleans 
Exchange  keeps  books,  and  you  can  tell,  by  the  month,  how  many 
bales  have  been  dealt  in  on  that  exchange  every  month. 

Mr.  Marsh.  I  am  not  informed  as  to  that,  Mr.  Chairman,  but  I 
am  certain  that  in  a  business  of  the  character  of  this,  accurate  statis- 
tics are  a  physical  impossibility. 

Mr.  Sims.  More  so  tnan  in  stock  transactions? 

Mr.  Marsh.  Very  much  more  so. 

Mr.  Mendelbaum.  I  would  like  to  ask  just  one  question  in  connec- 
tion with  what  Mr.  Heflin  has  asked.  You  were  asked  as  to  the  firm 
of  McFadden  &  Bro.  holding  memberships  on  the  New  York  Cotton 
Exchange.  Is  it,  or  not,  a  fact  that  eight  of  the  members  of  that 
firm  hold  memberships  in  the  New  York  Cotton  Exchange? 

Mr.  Marsh.  I  have  not  the  exact  figures  in  my  mind,  out  I  think 
that  is  so. 

Mr.  Mendelbaum.  Another  question  I  would  like  to  ask  you. 
When  you  stated  that  McFadden  &  Bro.  sometimes  held  a  million 
bales  of  cotton,  did  you  have  in  view  contracts,  or  did  you  have  in 
view  cotton  which  they  had  in  this  country  and,  in  fact,  all  over  the 
world — the  actual  stuff? 

Mr.  Marsh.  I  had  in  mind  actual  cotton. 

Mr.  Mendelbaum.  That  is  all. 

Mr.  Lever.  Mr.  Beall  asked  you  if  you  could  furnish  the  number 
of  bales  of  cotton  sold  by  you  during  the  month  of  January.  I  do 
not  know  that  we  ought  to  ask  Mr.  Marsh  to  do  that,  because  it 
may  be  going  too  far  into  his  personal  business,  but  if  he  can  furnish 
it,  and  if  he  does  not  mind  doing  it,  I  believe  it  will  illuminate  this 
question  somewhat. 

Mr.  Marsh.  Mr.  Chairman,  I  am  competing  with  other  members 
of  the  New  York  Cotton  Exchange,  and  I  do  not  care  to  give  the 
details  of  my  personal  business. 

Mr.  Lever.  Very  well,  I  will  not  press  that.  Just  one  other  sug- 
gestion. I  think  it  will  help  the  conmiittee  in  coming  to  a  conclusion 
on  this  very  important  matter  if  we  can  have  Mr.  Marsh  or  some  other 
member  bring  here  a  copy  of  the  rules  of  the  New  York  Cotton 
Exchange. 

Mr.  Neville.  We  have  that  here. 

Mr.  Beall.  With  the  different  forms  of  contract. 

Mr.  Lever.  Did  you  ask  Mr.  Marsh  if  he  could  show  us  in  lust 
what  way  the  delivery  of  100  bales  of  cotton  liquidated  other  sales? 

Mr.  Neville.  The  late  Mr.  Lovering  had  a  full  set  of  transfer 
notices  actually  used  in  the  liquidation  of  contracts  in  a  current 
month,  which  1  gave  him,  and  wnich  ought  to  be  in  his  office. 

(At  5  o'clock  p.  m.  the  committee  adjourned  until  Monday, 
February  14,  1910,  at  1  o'clock  p.  m.) 
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Committee  on  Agriculture, 

Monday,  February  14j  1910. 
The  committee  met  at  1  o'clock  p.  m.,  Hon.  Charles  F.  Scott  (chair- 
man) presiding. 

TESTDCOlfT  OF  KB.  AETHXJB  B.  MABSH— Continued. 

The  Chairman.  Will  Mr.  Marsh  please  resume  the  standi  Mr. 
Brooks,  who  is  the  spokesman  for  the  Farmers'  Union,  is  compelled 
to  leave  the  room  tms  afternoon  and  has  asked  me  if  he  might  ask 
Mr.  Marsh  two  or  three  questions. 

Mr.  Brooks.  I  understood  you  to  sav  last  Friday  that  the  New 
York  stock  of  cotton  consisted  of  many  kinds;  is  that  correct? 

Mr.  Marsh.  Yes,  sir. 

Mr.  Brooks.  Does  it  ever  happen  that  the  stock  of  New  York  cot- 
ton may  exceed  the  entire  year  s  product  ? 

Mr.  Marsh.  That  can  not  possibly  happen. 

Mr.  Brooks.  There  is  never  any  more  stock  than  there  is  cotton 
available  ? 

Mr.  Marsh.  No,  sir. 

Mr.  Brooks.  And  the  membership  of  the  exchange  consists  of  425 
members  and  handles  80  per  cent  or  the  cotton  in  the  United  States? 

Mr.  Marsh.  Yes,  sir. 

Mr.  Brooks.  How  is  it  you  can  get  those  statistics  and  yet  do  not 
know  how  much  is  handled  on  the  exchange  ? 

Mr.  Marsh.  The  answer  to  that,  Mr.  Chairman,  is  very  simple. 
Hedging  transactions  which  members  of  the  exchange  may  or  do  enter 
upon  in  the  process  of  distributing  this  stock  of  cotton  are  their  own 
private  affair;  it  is  no  business  or  anybody  except  the  member  him- 
self what  hedges  he  uses,  how  many  he  uses,  where  he  uses  them;  in 
other  words,  what  contractual  obligations  he  enters  into  in  the  course 
of  distributing  the  cotton  which  he  acquires  for  distribution. 

Mr.  Brooks.  Mr.  Chairman,  then  I  would  like  to  know  if  you  con- 
sider the  functions  of  the  exchange  private  or  pubUc  in  their  nature  ? 

Mr.  Marsh.  Unquestionably  private. 

Mr.  Brooks.  Well,  you  also  stated,  if  I  mistake  not,  that  the  con- 
tract furnished  spinners  by  brokers  on  the  exchange  was  not  suitable 
for  spinners  and  therefore  they  had  to  be  also  merchants  as  well  as 
spinners  if  they  had  their  cotton  deUvered  on  the  exchange  ? 

Mr.  Marsh.  I  beheve  I  made  that  statement;  yes,  sir. 

Mr.  Brooks.  Well,  then,  if  these  cotton  merchants  that  constitute 
the  exchange  do  not  perform  fully  the  function  of  merchant,  what 
function  do  they  perform  ? 

Mr.  Marsh.  I  hardly  know  how  to  answer  that  question  because 
of  the  supposition  which  is  involved  in  it.  It  seems  to  me  to  appear 
on  the  face  of  things  that  inasmuch  as  these  merchants  do  distribute 
80  per  cent  of  the  cotton  crop  of  the  United  States  they  do  fully  per- 
form their  functions  as  merchants. 

Mr.  Brooks.  Well,  they  perform  that  function  not  on  the  exchange, 
but  separate  and  apart  from  it;  is  that  the  way? 

Mr.  Marsh.  How  do  you  mean  ^'not  on  the  exchange?" 

Mr.  Brooks.  I  mean  bv  having  the  cotton  delivered  on  the  con- 
tract that  is  sold  across  the  cotton  pit  on  the  floor  of  the  exchange. 
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Mr.  Marsh.  They  perform  their  function  in  part  through  transac- 
tions they  enter  into  in  the  market  which  we  call  the  exchange,  but  their 
functions  are  also  performed  through  contracts  entered  into  with 
persons  who  are  not  members  of  the  exchange,  such  as  spinners. 

Mr.  Brooks.  Well,  the  exchange  itself  is  merely  a  means  by  which 
these  cotton  merchants  raise,  I  might  say,  and  transfer  the  crop 
from  the  grower  to  the  spinner  ? 

Mr.  M^SH.  The  cotton  exchange  is  not  a  means;  the  cotton 
exchange  is  a  place. 

Mr.  fiR90KS.  Well,  it  is  used  as  a  means. 

Mr.  Marsh.  Not  in  any  sense  of  the  word  "means'^  that  I  am 
acquainted  with. 

Mr.  Brooks.  Then  you  do  not  consider  that  the  exchange  is  in 
any  sense  of  the  word  a  means  by  which  these  cotton  merchants  can 
carry  on  the  functions  of  cotton  merchants  ? 

Tm.  Marsh.  I  do  not. 

Mr.  Brooks.  Well,  on  another  point,  is  it  possible,  or  can  a  member 
of  the  exchange  bucket  an  order  that  he  may  receive  to  buy  or  sell  ? 

Mr.  Marsh.  It  is  always  possible  for  a  man  to  be  a  scoundrel  if 
he  is  wilUng  to  run  the  risk  of  being  found  out. 

Mr.  Brooks.  Now,  is  it  easy  to  find  out  if  those  things  were  to 
happen  ? 

Idr.  Marsh.  It  is  not  easy  in  the  sense  that  every  man's  books, 
that  the  books  of  every  member  of  the  exchange,  are  constantly  dis- 
played to  every  other  member. 

Mr.  Brooks.  If  it  was  found  out  what  would  be  the  treatment 
accorded  him  as  a  member  ? 

Mr.  Marsh.  Under  the  by-laws  of  the  exchange  he  would  unques- 
tionablv  be  expelled. 

Mr.  Brooks.  The  practices  years  ago  that  gave  rise  to  the  terms  of 
*'  put "  and  ''  call "  have  been  abolished,  if  they  ever  existed,  have  they 
not? 

Mr.  Marsh.  They  never  existed  under  the  rules  of  the  exchange, 
and  they  were  specifically  prohibited  as  detrimental  to  the  members 
of  the  exchange,  and  to  enter  into  such  an  arrangement  would  now 
be  cause  for  expulsion  and  has  been  for  many  years. 

Mr.  Brooks.  Well,  would  what  is  called  ** matched  sales''  be  suffi- 
cient cause  for  the  same  action  ? 

Mr.  Marsh.  I  do  not  know  what  the  gentleman  means  by  **  matched 
sales.''     That  is  a  term  very  loosely  used. 

Mr.  Brooks.  Well,  has  it  any  real  meaning  ?  You  know  the  term 
is  used,  and,  perhaps,  you  could  give  us  a  correct  definition  of  it,  if 
there  is  such  a  thing. 

Mr.  Marsh.  As  I  understand  the  matter,  Mr.  Chairman,  a  matched 
sale,  in  the  strict  sense  of  the  term,  would  be  a  transaction  in  which  a 
single  member  of  the  exchange  went  to  one  broker  and  gave  him  an 
order  to  sell  a  certain  amount  of  cotton  at  a  given  price  and  simul- 
taneously gave  an  order  to  another  broker  to  buy  the  same  quantity 
of  cotton  at  the  same  price:  that  would  be  a  matched  sale,  and  a 
transaction  of  that  kmd  would  be  prohibited  by  the  rules  of  the  New 
York  Cotton  Exchange  and  would  lead  to  severe  discipline  of  any 
member  who  was  caught  indulging  in  it. 

Mr.  Brooks.  What  purpose  could  a  man  have  in  doing  that  if  he 
were  to  do  it  ? 
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Mr.  Mabsh.  I  have  never  done  it,  I  have  never  seen  it  done,  and 
I  am  not  enough  of  a  psychologist  to  state  what  piurpose  he  might 
have. 

Mr.  Brooks.  I  didn^t  know  but  what  there  might  be  some  advan- 
tage accruing.  Would  it  have  any  visible  effect  on  the  quotations 
that  day  or  anvthing  of  that  sort  ? 

Mr.  Marsh.  1  should  not  think  it  would,  but  I  have  no  way  of 
knowing,  because  it  is  a  practice  that  does  not  exist  on  the  New  York 
Cotton  Exchange. 

Mr.  Brooks.  Well,  there  is  another  term  that  is  sometimes  used, 
and  I  would  like  to  know  if  you  think  it  is  ever  practiced — that  is, 
''washed  sales.'' 

Mr.  Marsh.  Again,  Mr.  Chairman,  I  am  xmable  to  answer  the 
question,  because  I  am  even  more  in  doubt  as  to  what  a  ''washed 
Bale''  is  than  I  was  as  to  the  meaning  of  the  phrase  "matched  sales.'' 

Mr,  Brooks.  Well,  without  trying  to  define  it  myself,  I  will  leave 
that  to  others  to  discuss. 

The  CHAiRBfAN.  I  think  Mr.  Marsh  gave  a  very  clear  definition  of 
"matched  sales"  as  they  are  understood  by  some  people;  perhaps  he 
would  be  willing  to  attempt  a  definition  of  "washed  sales"  in  the 
same  way. 

Mr.  Marsh.  My  mind  is  very  vague  on  the  subject  of  "washed 
sales."  My  impression  has  been  that  "washed  sales"  and  "matched 
sales"  were  the  same  thin^. 

Mr.  Brooks.  What  is  the  difference,  then,  between  those  and 
"ringing  out?" 

Mr.  Marsh.  It  is  diflBcult  to  give  a  nontechnical  answer  as  .to  what 
"ringing  out"  is.  "Ringing  out"  is  practiced  where,  let  us  say, 
three  or  more  members  find  they  have  a  contract  or  contracts  open 
between  the  three  or  more,  beginning  with  one,  ^oing  through  the 
round,  and  coming  back  again  to  the  starter.  For  mstance,  if  A  sells 
B  100  May,  and  B  sells  to  C  100  May,  and  C  sells  A  100  May,  those 
three  persons.  A,  B,  and  C,  have  three  contracts,  which,  as  we  say, 
"ring  out,"  and  the  process  of  "ringing  out"  is  simply  eliminating 
the  intermediary  man;  it  is  bringing  A  and  C  together. 

Mr.  Brooks.  That  is  to  avoid  the  useless  transfer  of  stocks  when 
they  can  be  balanced  without  ? 

Mr.  Marsh.  We  do  not  deal  in  stocks. 

Mr.  Brooks.  Contracts,  I  mean. 

Mr.  Marsh.  Yes. 

Mr.  Lever.  Before  Mr.  Marsh  leaves  the  "washed  sales"  propo- 
sition, I  would  like  to  ask  Mr.  Marsh  this,  by  way  of  illustration. 
As  I  understand,  a  "washed  sale"  happens  something  like  this  and 
for  this  reason:  You,  a  broker,  a  member  of  the  exchange,  buy  from 
me  a  thousand  bales  of  cotton  at  14.50  for  July;  vou  carry  that  for 
a  week  or  ten  days  and  vou  begin  to  get  a  little  shaky  of  my  ability 
to  put  up  margins  if  I  should  happen  to  be  called  on  for  them;  you 
go  to  one  of  your  friends  on  the  exchange  and  sell  it,  mj  thousand 
bales  of  cotton,  for  14.30,  or  20  points  below  the  market,  in  order  to 
relieve  yourself  of  any  doubt  that  you  may  have  as  to  me;  is  that 
what  we  know  as  a  "washed  sale  ?"^ 

Mr.  Marsh.  I  do  not  know  that  I  have  ever  heard  a  transaction 
of  that  kind  characterized  as  a  washed  sale. 

Mr.  Lever.  It  is  not  a  washed  sale  ? 
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Mr.  Marsh.  I  have  never  heard  it  so  characterized. 
Mr.  Lever.  Have  any  such  transactions  ever  happened,  to  your 
knowledge  ? 

Mr.  Marsh.  That  I  can  not  answer.  I  should  suppose  that  in  the 
natural  course  of  business  it  might  happen,  but  I  have  never  had  such 
a  transaction  myself.  In  the  entire  experience  of  many  years  I  have 
never  known  of  that  transaction  personally. 

Mr.  Beall.  I  understood  that  the  term  '* matched  sale"  carries 
with  it  a  certain  impression  on  your  mind. 

Mr.  Marsh.  On  my  mind;  yes. 

Mr.  Beall.  And  is  an  expression  that  is  more  or  less  generally 
used? 

Mr.  Marsh.  It  is  used  bv  the  newspapers;  ves. 

Mr.  Beall.  Where  did  tnat  expression  get  tnat  particular  meaning, 
if  it  is  not  practiced  in  the  New  York  Cotton  Excnange  or  any  other 
cotton  exchange  within  your  knowledge  ?  How  did  the  term  ori^ate 
and  where,  if  you  know  ? 

Mr.  Marsh.  I  think  that  historical  question  would  be  a  good  one 
at  which  to  set  some  young  candidate  for  the  degree  of  doctor  of 
philosophy.  It  is  purely  a  historical  question,  and  to  answer  it 
would  mean  the  digging  up  of  newspaper  reports  for  a  good  many 
years  back  and  finafly  runnmg  down  the  exact  moment  when,  histor- 
ically, that  phrase  began  to  be  used  and  then  ascertain  how  it  came 
to  be  used.  I  can  not  answer  the  question,  because  I  have  not  made 
that  investigation. 

Mr.  Beall.  Then  the  statement  would  have  been,  sufficient  that 
you  did  not  know  ? 

Mr.  Marsh.  I  suppose  a  statement  that  I  don't  know  would  have 
been  sufficient,  yes. 

Mr.  Beall.  I  asked  it  because  I  supposed  you  knew  a  good  deal 
about  the  philosophy  of  the  cotton  trade,  if  it  has  any  philosophy,  as 
well  as  the  history  of  the  cotton  trade.  However,  it  has  some 
definite  meaning. 

Mr.  Marsh.  1  should  say  it  has  no  definite  meaning. 

Mr.  Beall.  It  has  some  indefinite  meaning,  then  ? 

Mr.  Marsh.  It  has  an  indefinite  and  vague  meaning. 

Mr.  Beall.  But  it  is  supposed  to  describe  the  transaction  that 
you  outlined  a  few  moments  ago,  but  you  do  not  know  where  it  got 
that  meaning? 

Mr.  Marsh.  I  have  no  idea. 

Mr.  Brooks.  If  I  am  a  member  of  the  exchanges;  that  is,  of  New 
York,  Liverpool,  and  New  Orleans,  and  I  sell  a  contract  for  10,000 
bales,  doe^  that  add  to  the  stock  of  all  tliree  of  those  exchanges  by 
reason  of  that  contract  ? 

Mr.  Marsh.  If  you  have  10,000  bales  of  actual  cotton  and  sell  a 
hedge  of  10,000  bales  against  it  in  New  York,  do  you  add  to  the  stock? 
Is  that  the  question  ? 

Mr.  Brooks.  No,  sir;  add  to  the  stock  of  the  cotton  on  the  ex- 
change. 

Mr.  Marsh.  You  add  to  the  stock  of  cotton  on  the  exchange  in 
which  you  sell  the  hedge. 

Mr.  Brooks.  Well,  here  is  the  idea  that  I  want  to  bring  out:  Sup- 
pose I  haven't  got  any  cotton  at  all  and  yet  I  sell  a  contract  for 
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1,000  bales  that  I  will  deliver,  does  that  add  stock  to  the  exchange  in 
which  I  sell  it  ? 

Mr.  Marsh.  No,  sir,  obviously  not;  you  are  then  a  speculator. 

Mr.  Brooks.  You  mean  you  distinguish?  How  can  you  tell  what 
the  stock  of  the  exchange  is  if  it  consists  of  all  the  cotton  against 
which  contracts  are  sold  ? 

Mr.  Marsh.  You  can  not  tell  except  by  a  process  of  approximation. 

Mr.  Brooks.  Then  there  are  no  statistics  by  which  you  can  get  at 
the  actual  differences  ? 

Mr.  Marsh.  There  are  none. 

Mr.  Brooks.  Then  how  is  it  ever  possible  to  tell  anything  accurately 
about  the  stock  of  cotton  in  any  exchange  ? 

Mr.  Marsh.  We  are  in  the  same  position  with  regard  to  that,  Mr. 
Chairman,  as  we  are  with  regard  to  the  size  of  the  cotton  crop;  no 
one  can  ever  tell  the  size  of  the  cotton  crop  until  it  is  a  matter  of 
ancient  history;  no  one  can  tell  the  volume  of  transactions  until  they 
are  ancient  history,  and  then  only  in  case  all  persons  who  take  part 
in  them  were  to  combine  together  and  give  their  figures. 

Mr.  Brooks.  Only  one  more  question.  What  do  you  give  as  a 
reason  for  the  exchanges  ceasing  to  report  the  volume  of  business  as 
they  once  did  ? 

•  Mr.  Marsh.  Because  it  was  found  that  the  reports  were  exceedingly 
inaccurate;  in  the  rush  of  business  many  transactions  were  over- 
looked; membei-s  entered  into  them  and  failed  to  report  them,  many 
transactions  were  maccurately  taken  down  or  reported,  and  I  must 
say,  must  give- one  further  point;  it  was  found  that  certain  members 
were  greatly  exaggerating  tlie  volume  of  their  own  business  for  eclat, 
or  some  such  reason  as  tnat. 

The  Chairman.  Mi*.  Marsh,  I  think  it  has  been  stated  at  various 
times  that  the  reason  the  exchanges  discontinued  this  practice  was 
because  they  felt  that  the  great  disparity  between  the  number  of 
bales  of  cotton  involved  in  the  transactions  on  the  exchange  and  the 
number  of  bales  actually  grown  in  the  country  was  so  great  it  would 
attract  unfavorable  attention  to  the  methods  of  the  exchange.  Do 
you  think  that  had  anything  to  do  with  it  ? 

Mr.  Marsh.  I  don't  think  it  had  the  slightest  thing  to  do  with  it. 
I  think  the  exchange  has  always  aimed  at  extreme  accuracy. 

The  Chairman.  Has  the  exchange  any  oflScer  that  might  be 
regarded  as  statistician  ? 

Mr.  Marsh.  Yes,  sir. 

The  Chairman.  Does  he  make  a  periodical  report? 

Mr.  Marsh.  On  what? 

The  Chairman.  Well,  I  was  going  to  ask  if  he  did  make  such  a  report 
what  it  included  ? 

Mr.  Marsh.  Reports  are  being  made,  sir;  are  coming  from  the 
statistical  department  of  the  exchange  practically  every  minute  of 
every  hour  or  everj^  business  day. 

The  Chairman.  What  does  he  report  upon? 

Mr.  Marsh.  He  re|)orts  upon  the  stocKs  of  cotton  in  all  parts  of 
the  world,  upon  thr  stocks  of  cotton  at  a  certain  number  of  interior 
points  in  tlie  South:  he  reports  upon  the  daily  receipts  of  cotton  at 
the  ports  of  the  United  States  and  the  daily  receipts  at  the>se  towns; 
he  reports  upon  tlie  sales  of  cotton  on  the  spot  in  New  York,  the 
sales  of  cotton  on  the  spot  at  Liverpool;  he  reports  upon  the  receipts 
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at  Bombay  of  India  cotton,  the  receipts  at  Alexandria  of  Egj'ptian 
cotton,  the  exports  of  India  cotton  from  Bombay  to  Europe,  the  ex- 
ports from  Bombay  to  China  and  Japan,  the  exports  from  Bombay 
to  the  United  States — a  multiplicity  of  reports. 

The  Chairman.  In  other  words^  he  reports  on  everything  that 
might  have  a  tendency  to  influence  the  price  of  cotton,  to  give  in- 
formation to  the  members  of  the  exchange  which  would  iiSluence 
them  in  their  judgment  as  to  the  stock  on  hand  or  the  stock  available. 

Mr.  Marsh.  Yes,  sir. 

The  Chairman.  In  this  connection,  while  it  of  course  does  not  bear 
directly  on  the  inquiry  now  before  the  committee,  if  you  care  to  express 
it,  I  would  Uke  to  ask  your  opinion  on  the  value  of  the  statistical 
reports  published  by  the  Department  of  Agriculture;  a,re  they  re- 
garded by  members  of  your  exchange  as  of  much  value  ? 

Mr.  Marsh.  I  think  they  are  regarded  as  of  very  great  value.  I 
had  occasion  to  express  myself,  some  months  ago,  on  that  point,  and 
the  statement  that  I  made  then,  which  was  published  in  some  of  the 
newspapers,  was  to  the  effect  that  though  the  Department  of  Agricul- 
ture, in  the  nature  of  the  case,  can  not  oe  absolutely  accurate,  yet  its 
estimate  of  the  conditions  and  of  the  outturn  of  the  cotton  crop  is 
substantiallv  borne  out  by  the  event ;  in  other  words,  when  the  De- 
partment or  Agriculture  tells  us,  during  the  summer,  that  the  crop  is 
not  doing  well,  and  finally,  early  in  December,  estimates  the  crop  at  a 
moderate  figure,  we  can  be  sure  that  crop  will  turn  out  a  moderate 
crop;  we  have  never  had  a  case,  so  far  as  I  remember,  where  the 
Department  of  Agriculture  has  said  that  we  had  a  very  small  crop 
when  we  had  a  very  large  crop,  or  said  that  we  had  a  very  large  crop 
when  we  had  a  small  crop. 

The  Chairman.  Have  tne  estimates  of  the  department  had  a  tend- 
ency to  render  imnecessary  the  maintenance  of  a  numerous  corps  of 
investigators  on  the  part  of  dealers  in  cotton,  to  any  extent,  or  do 
dealers  in  cotton  rely  upon  their  private  division  just  as  much  as  they 
ever  did  ?  Do  they  maintain  just  as  elaborate  a  system  of  gathering 
information  now  as  they  formally  did  ? 

Mr.  Marsh.  I  should  say  that  the  system  of  gathering  information 
was,  perhaps,  more  elaborate  to-day  than  it  has  ever  been;  that  is, 
on  the  part  of  members.  One  can  not  be  long  in  a  great  market, 
as  in  tne  cotton  market,  without  discovering  that  Uiese  reports, 
obtained  by  members,  no  matter  with  what  care  they  may  obtain 
them,  contain  very  great  discrepancies.  They  give  us  an  indication, 
a  suggestion,  as  to  the  course  oi  events,  but  they  lack  that  authori- 
tative character  which  the  reports  of  the  Department  of  Agriculture 
have.  In  other  words,  I  should  say  that  the  maintenance  of  these 
sources  of  private  information  is,  perhaps,  as  much  for  the  purpose 
of  anticipating  and  forecasting  the  more  authoritative  statements  of 
the  Department  of  Agriculture  as  it  is  for  the  immediate  information 
which  IS  obtained. 

The  Chairman.  I  do  not  care  to  pursue  the  question  any  further 
now.     I  am  very  much  obUged  for  tiie  information. 

Mr.  Mandblbaum.  Mr.  Marsh,  you  have  stated  that  the  exchange 
is  not  the  means  to  transfer  the  cotton  from  the  producer  to  the 
spinner.  Is  it  or  is  it  npt  a  necessity  to  perforin  that  function 
properly  ? 
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Mr.  Marsh.  It  is  undoubtedly  a  necessity  to  perform  that  function. 
When  I  said  it  was  not  a  means  I  was  using  the  word  "means'^  in 
the  exact  sense  of  the  word.  A  means  is  an  instrument,  it  is  some- 
thing employed  as  an  instrument.  Now,  the  instrumentalities  by 
which  cotton  is  distributed  are  the  contracts  which  members  of  the 
exchange  enter  into  with  each  other,  with  cotton  producers,  with 
interior  merchants,  and  with  spinners.  Those  are  the  means,  the 
instrumentahties;  but  the  cotton  exchange,  though  not  in  the  strict 
sense  of  the  word  a  means,  is  none  the  less,  in  my  opinion,  an  abso- 
lute necessity. 

Mr.  Brooks.  Mr.  Chairman,  just  one  question.  You  think  it 
merely  a  coincidence,  then,  that  the  cessation  of  publishing  the  volume 
of  business  on  the  exchanges  followed  the  agitation  in  Congress  of 
the  Hatch  bill? 

Mr.  Marsh.  I  think  it  merely  a  coincidence.  But,  perhaps,  I 
might  say  this,  that  every  agitation  leads  the  cotton  exchange  to 
examine  more  scrupulously  every  detail  of  its  activities ;  every  agita- 
tion leads  members  of  the  exchange  to  ask  themselves  whether  this 
or  that  is  provable,  is  so  reliable  and  accurate  that  there  can  not  be 
any  question  about  it. 

Mr.  Lever.  Mr.  Marsh,  there  is  not  any  more  hubbub  on  the  cotton 
exchange  than  there  is  on  the  New  York  Stock  Exchange,  is  there  ? 

Mr.  Marsh.  There  is  not  more  what  ? 

Mr.  Lever.  More  hubbub,  excitement  ? 

Mr.  Marsh.  I  have  never  been  on  the  floor  of  the  New  York  Stock 
Exchange  in  my  life. 

Mr.  Lever.  I  understood  you  to  say  that  you  do  not  keep  any 
statistics  of  transactions  on  the  cotton  exchange  ? 

Mr.  Marsh.  Yes. 

Mr.  Lever.  I  call  your  attention  to  the  fact  that  on  the  New  York 
Stock  Exchange  the  amount  of  sales  is  kept. 

Mr.  Marsh.  But  there  is,  Mr.  Lever,  a  very  important  difl'erence 
between  the  transactions;  there  are  means  of  checking  the  transac- 
tions on  the  New  York  Stock  Exchange  because  every  share  of  stock 
which  is  traded  in  is  actually  deUvered  the  next  morning. 

Mr.  Lever.  That  is  a  very  important  difference.  And  on  the  New 
York  Cotton  Exchange  contracts  are  not  delivered  ? 

Mr.  Marsh.  On  the  New  York  Cotton  Exchange  a  contract  for  May 
delivery,  entered  into  to-day,  is  not  deliverable  until  May. 

Mr.  Lever.  But  you  would  have  a  record  of  the  transaction;  you 
could  have  a  record  of  the  transaction  ? 

Mr.  Marsh.  Yes;  possibly  a  record  of  the  transaction  might  be 
devised  which  would  oe  accurate,  but  the  diflSculties,  the  mechanical 
difficulties  are  very  great. 

Mr.  Lever.  You  do  record,  however,  the  fact  of  the  transaction 
taking  place  during  the  day;  that  is,  the  number  of  transactions  ? 

Mr.  Marsh.  No,  sir;  we  record  simply  prices. 

Mr.  Lever.  Let  me  ask  you  to  explain  tnis.  It  is  from  one  of  these 
New  York  papers,  the  Commercial,  of  Friday,  February  11;  '^Prices 
on  the  New  York  Cotton  Exchange,  between  Jirst  and  second  calls  " — 
I  understand  your  first  call  takes  place  at  10  a.  m. — and  I  find  that 
May  is  down  at  15.04  and  15.03,  and  so  on.  Now,  that  represented 
a  transaction,  a  sale  or  purchase,  did  it  ? 
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Mr.  Marsh.  There  was  a  sale  and  a  purchase  at  that  price.  How- 
ever, there  may  have  been  a  dozen  or  20  transactions. 

Mr.  Lever.  Do  you  keep  any  record  of  that  whatever  ? 

Mr.  Marsh.  We  do  not. 

Mr.  Lever.  I  notice  in  the  Journal  of  Commerce,  I  think  it  is, 
taking  May,  for  instance,  that  between  the  first  and  second  calls  there 
were  110  transactions.     What  time  elapses  between  your  calls? 

Mr.  Marsh.  The  first  call  is  at  10  o^cIock  and  the  second  at  quarter 
of  12. 

Mr.  Lever.  So  that  during  a  period  of  one  hour  and  three  quarters 
you  had  at  least  110  transactions,  and  that  does  not  include  July  and 
the  other  active  months  ? 

Mr.  Marsh.  Yes. 

Mr.  Lever.  Now,  do  you  have  any  knowledge  as  to  the  average 
amount  or  number  of  bales  carried  in  a  sale  ? 

Mr.  Marsh.  There  is  absolutelv  no  way  of  arriving  at  that. 

Mr.  Lever.  So  that  on  May,  lor  an  hour  and  three-quarters,  you 
transacted  1 1 ,000  bales  of  cotton  ? 

Mr.  Marsh.  At  least. 

Mr.  Lever.  At  least;  isn't  it  your  judgment  that  that  represented 
a  great  deal  more  than  that,  as  a  matter  of  fact  ? 

Mr.  Marsh.  Unquestionably. 

Mr.  Lever.  What,  in  your  judgment,  would  be  about  a  fair  esti- 
mate of  the  number  of  bales  transacted  for  May  during  that  period  ? 

Mr.  Marsh.  I  have  absolutely  no  means  of  estimating  it. 

Mr.  Lever.  No  means  at  all  ? 

Mr.  Marsh.  It  would  be  impossible  for  any  one  who  was  not  on  the 
floor  to  estimate  the  volume  of  those  transactions. 

Mr.  Lever.  Yes,  it  would  be  impossible  for  any  one  not  on  the 
floor;  but  you  are  on  the  floor? 

Mr.  Marsh.  I  was  not  at  the  time  mentioned;  I  was  here  in 
Washington. 

Mr.  Lever.  That  is  very  true,  but  you  have  had  so  much  experience 
on  the  floor  and  been  there  so  much  you  ought  to  have  a  fairly  accu- 
rate idea  of  the  bigness  or  littleness  of^the  transactions  that  tooK  place 
as  represented  by  these  different  prices  here  ? 

Mr.  Marsh.  I  have  no  idea;  why,  I  have  not  heard  whether  the 
market  was  active  or  quiet  on  that  (lay. 

Mr.  Lever.  Suppose  it  had  been  an  active  market,  what  would  you 
think  about  that  ? 

Mr.  Marsh.  Well,  I  have  no  way  of  answering  that  question,  Mr. 
Lever. 

Mr.  Lever.  I  notice  that  this  paper  estimates  the  sales  for  '* yes- 
terday,*' this  paper  being  dated  February  11,  ''were  350,000  bales;*' 
would  you  call  tnat  an  active  or  inactive  market  ? 

Mr.  MARSH.  I  should  call  that  a  fairly  normal  market. 

Mr.  Lever.  If  it  had  been  a  million  bales  you  would  have  called  it 
an  active  market  ? 

Mr.  Marsh.  Very  active. 

Mr.  Lever.  Then  your  sales  for  May,  between  the  first  and  second 
calls,  would  very  probably  have  averaged  from  500  or  1,000  bales  to 
the  transaction? 

Mr.  Marsh.  Well,  I  have  no  way  of  answering  that,  Mr.  Lever. 
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Mr.  Lever.  I  would  like  to  ask  if,  in  your  judgment,  your  standard 
of  an  active  market  would  be  a  million  bales  a  day  ? 

Mr.  Marsh.  Why,  I  should  call  a  day,  when  I  thought  a  million 
bales  had  changed  hands,  an  active  day;  I  can  not  say  that  I  have 
any  standard  for  an  active  day. 

Mr.  Lever.  You  would  call  that  an  active  day  ? 

Mr.  Marsh.  It  certainly  would  be  an  active  day. 

Mr.  Lever.  Three  liundred  and  fifty  thousand  bales,  you  think, 
would  be  a  rather  normal  day? 

Mr.  Marsh.  Yes,  sir. 

Mr.  Lever.  You  have  two  or  three  large  commercial  papers  in 
New  York,  one  the  Journal  of  Commerce,  and  the  Wall  Street  Journal, 
and  the  other  the  New  York  Commercial.  Are  these  papei*s  in  good 
standing  ?    Or  don't  you  care  to  answer  that  ? 

Mr.  Marsh.  I  shouldn't  be  able  to  answer  it,  Mr.  I^ever. 

Mr.  Lever.  Would  you  think  that  a  paper  that  had  in  it  Hubbard 
Brothers  &  Co.'s  advertisement  would  be  a  fairly  decent  kind  of  a 
paper  ? 

Mr.  Marsh.  You  are  getting  in  rather  deep  for  me,  Mr.  Lever. 

Mr.  Lever.  You  would  think  that,  thougn  ? 

Mr.  Marsh.  That  would  be  my  assumption,  yes. 

Mr.  Lever.  So  that  if  it  was  a  fact  that  HuBbard  Brothers  adver- 
tised in  the  New  York  Commercial  you  would  think  that  that  would 
give  this  paper  some  standing  before  the  committee,  wouldn't  you> 
as  to  accuracy  and  correctness  of  its  figures  ? 

Mr.  Marsh.  I  do  not  think,  Mr.  T^ever,  that  any  secondhand  or 
thirdhand  statement,  whether  in  a  newspaper,  no  matter  how  repu- 
table, or  not,  ought  to  have  any  weight  with  this  committee  whatever. 

Mr.  Howell.  Are  there  any  newspaper  representatives  on  the 
floor  of  the  exchange  during  this  time  ? 

Mr.  Marsh.  There  are. 

Mr.  Lever.  I  understand  this  newspaper  has  a  representative  on 
the  exchange  ? 

Mr.  Marsh.  It  has. 

Mr.  Lever.  And  he  would  be  there  to  get  news  ? 

Mr.  Marsh.  Yes. 

Mr.  Lever.  You  are  not  willing  to  say  that  his  reports  of  the 
transactions  on  the  exchange  are  inaccurate,  are  you  ? 

Mr.  Marsh.  I  am;  exceedingly. 

Mr.  Lever.  Exceedingly  inaccurate  ? 

Mr.  Marsh.  Yes,  sir;  but  that  doesn't  mean  to  say  that  he  does 
not  sometimes  hit  the  truth;  I  have  never  yet  known  a  reporter  who 
did  not  occasionally  get  the  facts. 

Mr.  Lever.  You  wouldn't  be  willing,  however,  to  say  that  his 
reports  are  colored  against  the  exchange  ? 

^Ir.  MarSh.  I  should  say  not. 

Mr.  Lever.  And  when  he  tells  us  that  the  sales  for  a  day  were 
350,000  bales,  you  would  say  that  was  a  normal  market  and  tHat  you 
gentlemen  did  not  have  much  excitement  that  day  ? 

Mr.  Marsh.  I  should. 

Mr.  Lever.  And  if  the  transactions  were  a  million  bale-s,  you  would 
sav  that  was  a  pretty  good  day  for  you  ? 

\lr.  Marsh.  Yes. 

Mr.  Lever.  That  market  was  pretty  active  ^ 
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Mr.  Marsh.  Yes. 

Mr.  Lever.  So  that,  Mr.  Marsh,  if  you  had  100  normal  days  m  a 
year  you  would  transact  on  the  exchange  105,000,000  bales  during 
that  year,  wouldn't  you  ? 

Mr.  Marsh.  How  is  that  ? 

Mr.  Lever.  If  you  had  100  normal  days  on  your  exchange  the 
amount  of  cotton  handled  through  the  exchange  would  amount,  in 
the  course  of  a  year,  to  105,000,000  bales  of  cotton,  wouldn't  it? 
300  working  davs  I  should  say  ? 

Mr.  Marsh.  If  we  had  300  normal  days — that  is  a  mere  matter  of 
arithmetic,  just  multiplication. 

Mr.  Lever.  How  many  hoHdays  do  you  usually  have  during  the 
course  of  a  year  ?  - 

Mr.  Marsh.  Well,  I  do  not  carry  the  calendar  in  my  head;  seven 
or  eight  I  should  think. 

Mr.  Lever.  So  that  if  you  have  340,  or  about  340  working  days 
on  the  exchange 

Mr.  Marsh.  No,  we  do  not  work  on  Sunday. 

Mr.  Lever.  Less  the  Sundays,  320  days. 

The  Chairman.  About  300. 

Mr.  Lever.  Say  300. 

The  Chairman.  That  would  be  13  hohdays  aside  from  the  Sun- 
days. 

Mr.  Marsh.  And  Saturday  is  a  half  a  day  with  us. 

Mr.  Lever,  ilr.  Marah,  would  you  tell  us'again,  if  you  have  already 
told  us,  a  little  something,  briefly,  of  the  origin  of  tne  exchange  ? 

Mp.  Marsh.  The  first  exchange  that  was  established  in  the  form 
of  a  formally-organized  exchange  was  the  Liverpool  Cotton  Exchange; 
that  was  established  in  its  incipient  form  about  1868,  if  my  recollec- 
tion is  correct,  and  it  took  its  nnal  shape  in  1870,  the  shape  which  it 
has  maintained  down  to  the  present  time.  The  New  York  Cotton 
Exchange  was  organized  by  tne  cotton  merchants  of  New  York  in 
1871. 

Mr.  Lever.  What,  if  any,  special  reason  do  you  give  for  the  organ- 
ization of  the  Liverpool  Exchange — what  brought  it  about  ? 

Mr.  Marsh.  It  was  brought  about  by  the  obvious  desirability  of 
uniform  contractual  terms.  A  very  large  cotton  business  was  being 
transacted  in  Liverpool;  cottcm  was  being  imported  by  a  variety  oi 
people;  it  was  bein^  bought  from  the  importers  by  what  are  called 
Spinners*  brokers,  it  was  being  sold  \>y  these  spinners'  brokers, 
either  for  their  own  account  or  the  account  of  the  merchants,  to 
spinners,  and  the  very  multiplicity  of  the  transactions  and  the  possi- 
bility of  misconstruction  of  terms  made  it  practically  imperative 
that  those  merchants  should  form  an  exchange  and  should  give  uni- 
formity to  the  rules  under  which  they  did  business  with  each  other. 

Mr.  Lever.  Now,  will  you  tell  us  how  the  matter  of  dealing  in 
futures  had  its  origin  ? 

Mr.  Marsh.  The  matter  of  dealing  in  futures,  so  far  as  I  can  learn — 
the  very  origin  of  it  is  somewhat  obscure — but  so  far  as  I  can  learn  the 
dealings  in  futures  arose  first  in  connection  with  cargoes  of  cotton  which 
were  at  sea  coming  either  from  the  United  States  or  from  India;  the 
importers  of  these  cargoes  of  cotton  found  that  persons  in  Liverpool, 
who  were  not  importers,  but  who  desired  to  trade  m  cotton,  were  willing 
to  buy  this  cotton  when  it  should  arrive — that  is  to  say,  if  a  ship  was 
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on  its  way  from  New  Orleans  to  Liverpool  with  10,000,  or  I  had  better 
say  2,000  bales  of  cotton  for  those  days,  on  board,  the  importer  of 
that  cotton  found  that  before  the  ship  arrived  in  Liverpool  it  could  be 
sold  by  him  '*to  arrive,**  and  inasmuch  as  the  average  length  of  a 
voyage  was  fairly  calculable  it  was  sold  to  be  delivered  when  the  ship 
arrived  in  the  future.  The  uncertainty  of  a  sea  vovage,  however,  is 
the  real  explanation  of  the  fact  that  in  Liverpool  the  trading  for 
future  delivery  is  in  what  we  call  coupled  months ;  in  Liverpool  the 
contract  for  future  delivery  is  made  not  for  a  single  month,  as  in  this 
market,  but  for  two  months;  for  instance,  January-February  or 
May-June  or  July-August.  Now,  the  reason  for  that  was  that  a 
ship  might  be  ninety  days  or  she  mi^ht  be  one  hundred  and  ten  days, 
ana  there  was  an  element  of  uncertamty  as  to  her  arrival  which  made 
it  necessary  to  give  a  longer  chance  to  the  seller  of  the  cotton. 

Mr.  Lever.  And  out  of  this  speculation,  as  to  the  time  and  the  fact 
of  the  arrival  of  each  cargo  of  cotton,  grew  the  system  of  trading  in 
futures  ? 

Mr.  Marsh.  So  far  as  T  can  ascertain;  yes. 

Mr.  Lever.  And  out  of  that  grew  the  New  York  Cotton  Exchange  ? 

Mr.  Marsh.  And  out  of  that,  as  modified  by  the  conditions  in  ttiis 
country  and  the  particular  conditions  in  New  York. 

Mr.  Lever.  Isn't  it  a  fact  that  the  New  York  Cotton  Exchange 
grew  out  of  the  desire,  the  inherent  desire  of  mankind  to  speculate  ? 

Mr.  Marsh.  It  is  not;  it  is  absolutely  untrue  that  it  did. 

Mr.  Hubbard.  Mr.  Lever,  I  was  not  present  at  the  organization 
of  the  exchange,  which  took  place  in  1870,  but  my  business  career 
extends  from  before  the  time  of  the  filing  of  the  articles  of  incor- 
poration, and  I  shall  be  glad  to  answer  that  question  when  I  appear 
on  the  stand,  if  you  will  make  a  note  of  it. 

Mr.  Lever.  I  would  like  to  ask  vou  whether  on  one  occasion  you 
did  not  say,  ^^And,  curiouslv  enougli,  it  was  out  of  this  wild  specula- 
tion of  the  time  of  the  civil  war  that  the  entire  modern  method  of 
handling  the  cotton  business  was  evolved?" 

Mr.  Marsh.  I  should  say  that  is  correct;  but  that  speculation 
took  place  in  Liverpool. 

Mr.  Lever.  The  New  York  Cotton  Exchange  did  not  grow  out  of 
that  speculation  ? 

Mr.  ALiRSH.  No;  it  did  not. 

Mr.  Lever.  But  the  deaUng  in  future^s  grew  out  of  wild  speculation  ? 

Mr.  Marsh.  I  should  say  so.  ^ 

Mr.  Lever.  So  that  the  origin  of  dealing  in  futures  does  grow 
out  of  the  desire  of  humankind  to  gamble  ? 

Mr.  Marsh.  I  should  say  that  the  way  was  blazed  for  a  new 
economic  function  by  speculators. 

Mr.  Lever.  Now,  Mr.  Marsh,  I  would  like  to  ask  you  a  question 
or  two  as  to  other  points.  I  believe  you  said  the  other  day  that  the 
New  York  Cotton  Exchange,  that  is,  the  membership,  handled  80 
per  cent  of  the  cotton  crop  in  the  United  States.  Does  it  follow, 
therefore,  that  the  price  of  cotton  in  the  United  States  is  made  by 
the  membership  of  the  New  York  Cotton  Exchange  ? 

Mr.  Marsh,  rso  more  than  it  follows,  sir,  that  the  price  of  dry 
goods  is  made  by  the  dry  goods  merchants  of  New  York. 

Mr.  Lever.  You  handle  80  per  cent  of  the  business,  and  you  are 
merchants  ? 
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Mr.  Marsh.  Mr.  Lever,  pjeople  are  always  coming  to  the  New  York 
CJotton  Exchange  with  the  idea  that  they  can  lead  the  horse  to  water 
and  ma^e  him  drink,  but  nobody  has  ever  yet  succeeded  in  doing  it. 
The  price  of  cotton  is  determined  by  what  the  consumers  of  dry 
goods  will  pay  for  those  dry  goods  and  by  what  the  producers  of 
cotton  will  sell  the  cotton  ior.  I  said  on  Friday  that  the  cotton 
merchants  are  not  interested  in  the  price  of  cotton. 

Mr.  Lever.  I  have  been  very  much  interested  in  your  characteriza- 
tion of  yourself  and  other  members  of  the  exchange  as  cotton  mer- 
chants. You  gentlemen  are  not  in  business  for  fun,  of  course,  nor 
for  philanthropy;  we  have  always  understood,  at  least  I  have,  that 
a  merchant  was  a  gentleman  who  proceeded  in  his  business  on  this 
kind  of  hypothesis:  That  he  would  buy  goods  as  cheaply  as  possible 
and  sell  tnem  as  dearly  as  possible.  Do  you  proceed  upon  that 
assumntion  ? 

Mr.  Marsh.  I  certainly  do  not,  Mr.  Lever;  I  think  that  even  a 
casual  study  of  the  great  merchandising  of  the  world  will  show  that 
that  is  not  the  case;  the  tendency  of  the  great  merchandising  of  the 
world  for  many  years  has  been  to  bring  the  merchant's  compensation 
rather  in  the  shape  of  a  reasonable  commission  than  in  the  shape  of 
a  profit  derived  from  buving  cheap  and  selling  dear.  Now,  that 
process  has  gone  so  far  in  the  cotton  trade  that  every  cotton  merchant 
speaks  of  his  merchant's  profit  as  a  commission.  In  figuring  the 
price  at  which  I,  as  a  cotton  merchant,  will  sell  cotton  to  a  spinner,  I 
always  figure  my  own  merchant's  profit  as  a  commission,  and  that  is 
the  tendency  of  all  the  great  mercnandising. 

Mr.  Lever.  So  you  think,  then,  that  the  ousiness  of  merchandising 
has  changed  since  the  days  of  Edmund  Burke  when,  in  his  great 
speech  at  the  trial  of  Warren  Hastings,  he  said,  *^The  merchant  is  the 
same  the  world  over  and  gold  is  his  God,  the  exchange  his  church,  his 
desk  his  altar,  his  ledger  his  Bible,  and  he  has  faith  in  none  but  his 
banker?'' 

Mr.  Marsh.  There  is  no  greater  admirer  of  Edmund  Burke  than  I 
am,  but  in  economic  questions  he  was  a  child  and  an  Irish  child  at  that. 

Mr.  Lever.  You  don't  agree  to  that  ?  You  said  the  other  day  that 
you  had  425  active  members  of  the  New  York  Cotton  Exchange;  do 
you  happen  to  know  just  what  proportion  of  that  membership 
encages  in  the  handUng  of  actual  cotton  ? 

Mr.  Marsh.  I  think  that  question  was  asked  me  on  Friday,  and  I 
said  I  could  not  give  an  accurate  answer  to  it;  that  there  were  no 
figures  available  to  me  that  would  give  an  accurate  answer;  that  I 
could  simply  say  that  I  felt  sure  that  a  majority  of  them  were  engaged 
in  what  1  called  the  primary  merchandising  function.  I  dis- 
tinguished, if  you  will  remember,  between  primary  merchandising 
and  those  subsidiary  merchandising  functions  which  are  performed 
by  brokers.  I  should  say  that  a  majority  of  the  members  were  so 
engaged,  and  I  should  think  the  proportion  would  run  up  to  60  or 
70  per  cent;  I  am  not  willing  to  put  myself  on  record  or  to  swear, 
however,  that  the  number  is  at  least  60  or  at  least  70  per  cent. 

Mr.  Lever.  You  wouldn't  be  willing  to  say  that  not  more  than 
a  dozen  of  the  members  of  the  New  York  Cotton  Exchange  are  really 
representatives  of  spot  houses  ? 

Mr.  Marsh.  I  should  be  wilUng  to  say  that  over  200  are  repre- 
sentatives of  large  spot  houses;  my  impression  is  that  over  300  are, 
but  I  am  perfectly  willing  to  take  oath  to  the  fact  that  over  200  are. 
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Mr.  Lever.  Represented  in  the  actual  handling  of  cotton? 

Mr.  Mar8h.  Yes. 

Mr.  Lever.  What  grade  of  cotton  regulates  the  price  of  futures  ? 

Mr.  Marsh.  No  grade  of  cotton,  sir. 

Mr.  Lever.  If  a  man  went  out  in  the  field,  however,  to  buy  a  bale 
of  spot  cotton,  the  grade  would  regulate  the  price  of  that  spot  cotton  ? 

Mr.  Marsh.  No,  sir. 

Mr.  Lever.  It  would  not  ? 

Mr.  Marsh.  No,  sir. 

Mr.  Lever.  You  would  give  a  man  just  as  much  for  low  middling 
as  you  would  for  strict  middling  ? 

Mr.  Marsh.  I  did  not  say  that. 

Mr.  Lever.  That  is  what  I  am  driving  at;  can  you  answer  it  now 
in  the  light  of  that  explanation  ? 

Mr.  Marsh.  The  price  of  any  given  grade  of  cotton  is  of  course 
regulated  by  the  demand  and  the  supply  of  that  grade. 

Mr.  Lever.  For  instance,  Mr.  Marsh,  May  went  up  to  15.05,  for 
futures,  of  course — 15.05  for  what  ?  For  strict  middling,  or  low  mid- 
dling, or  ordinary  middling,  stained,  or  what  ? 

Mr.  Marsh.  For  100  bales  of  cotton  which  might  cons^ist  of  any  or 
all  of  those  grades  ? 

Mr.  Lever.  V  luch  might  consist  of  any  or  all  of  those  grades? 
Explain  what  you  mean  by  that. 

Mr.  Marsh.  A  contract  on  the  New  York  Cotton  Exchange  is 
exactly  like  a  contract  which  an  interior  merchant  makes  with  the 
producer  of  cotton;  as  the  interior  merchant  takes  the  producer's 
cotton  as  it  runs,  so  the  merchant  on  the  New  York  Cotton  Exchange 
takes  cotton  as  it  runs — takes  it  in  gross.  Now,  cotton  runs  in  gross 
from  good  ordinary  up  to  fair,  with  certain  grades  also  of  tingeJand 
stained  cotton;  the  contract  on  the  New  "iork  Cotton  Exchange  is 
devised  to  cover  that  range  of  grades,  to  reflect  cotton  as  it  is  pro- 
duced in  gross. 

Mr.  Lever.  If  I,  as  a  farmer,  should  sell  100  bales  of  cotton — 
farmers  sometimes  do  it,  because  they  need  the  money  at  the  time — 
and  have  an  idea  that  the  price  in  the  fall  was  going  up  and  should 
buy  100  bales  on  the  New  York  Exchange,  under  your  contract, 
even  though  I  had  sold  my  strict  middling  cotton,  you  would  assume 
the  right,  under  your  contract^  to  deliver  me  any  one  of  23  grades  of 
cotton  ? 

Mr.  Marsh.  V^^e  should. 

Mr.  Lever.  Cotton  that  I  could  take  home  and  sell  to  my  local 
merchant,  perhaps,  and  perhaps  could  not  sell  at  all  because  it  was 
not  usable  ? 

Mr.  Marsh.  I  should  not  admit  that,  because  if  that  cotton  were 
sold  to  the  local  merchant  he  might  sell  it  again  on  the  New  York 
Cotton  Exchange. 

Mr.  Lever.  Suppose  I  was  a  spinner  and  wanted  to  spin  ? 

Mr.  Marsh.  I  said  on  Friday  that  the  contract  on  the  New  York 
Cotton  Exchange  is  a  merchant's  contract.  It  is  not  a  spinner's  con- 
tract. 

Mr.  Lever.  That  is  very  true,  that  is  one  of  the  points  we  are 
trying  to  get  at.  Is  it  true  that  about  eight-tenths  of  the  spinners 
of  this  country  use  from  low  to  good  middling  cotton  ? 

Mr.  Marsh.  Howmanv? 
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Mr.  Lever.  About  eiji:ht-tenths. 

Mr.  Marsh.  I  should  think  that  the  proportion  could  not  be  as 
large  as  that. 

Mr.  Lever.  Not  quite  eigh t- tenths  ?  Well,  seven-tenths,  some- 
thing like  that  ? 

Mr.  Marsh.  I  am  not  wilUng  to  say  seven-tenths,  six-tenths,  or 
five- tenths. 

Mr.  Lever.  Your  largest  customers,  I  should  think,  would  be  the 
spinners  of  the  world  ? 

Mr.  Marsh.  Our  largest  customers  ? 

Mr.  Lever.  Yes. 

Mr.  Marsh.  Well,  we  have  just  as  many  customers  who  sell  us 
cotton  as  we  have  customers  who  buy  cotton  from  us. 

Mr.  Lever.  Who  are  your  largest  buvers  if  not  the  spinners  of  the 
w  orld  ? 

Mr.  Marsh.  They  are  our  only  buyers. 

Mr.  Lever.  Then  as  merchants  catering  to  their  trade,  it  seems  to 
me  vou  ought  to  make  a  contract  that  would  please  your  only  buyers. 

Mr.  Marsh.  But  we  are  always  ready  to  sell  the  spinner  what  he 
wants. 

Mr.  Lever.  A  spinner  who  buys  a  thousand  bales  of  cotton  under 
contract  and  asks  for  strict  middling  would  have  a  right  to  get  it  ? 

Mr.  Marsh.  That  I  didn't  say,  Mr.  Lever. 

Mr.  Lever.  Well,  what  did  you  say  ? 

Mr.  Marsh.  I  said  that  we  as  members  of  the  New  York  Cotton 
Exchange  are  always  ready  to  sell  a  spinner  what  he  wants.  If  a 
spinner  wants  a  thousand  bales  of  strict  middling  cotton  he  has  only 
to  come  to  the  members  of  the  New  York  Cotton  Exchange  and  he 
will  get  it.  I  will  tell  you  what  the  trouble  is  with  the  spinners,  and 
this  nas  been  the  source  of  a  very  large  part  of  this  agitation,  so  far 
as  the  spinner  is  concerned.  The  cotton  merchant,  who  is  a  member 
of  the  New  York  Cotton  Exchange,  is  constantly  exercising  his  judg- 
ment as  to  the  relative  value  of  the  different  ^aaes  of  cotton  througn- 
out  the  United  States  from  information  which  he  has  derived  from 
his  correspondents  all  over  the  South;  he  is  making  up  his  mind  that 
there  will  be  or  will  not  be  a  relatively  large  supply  of  strict  mid- 
dling cotton,  and  when  he  finds  that  it  is  going  to  be  a  relatively  small 
supply,  he  requires  the  spinner,  when  he  makes  the  contract  with  him, 
to  pay  a  premium  for  that  grade  of  cotton  ,which  the  merchant  finds 
out  is  not  to  be  largely  supplied.  The  kick  of  the  spinner  is  that  he 
should  not  be  charged  that  premium;  what  the  spinner  desires  to 
force  upon  the  New  York  Cotton  Exchange  is  such  a  system  that  he 
can  mate  a  merchant's  contract  on  the  New  York  Cotton  Exchange 
and  then  demand  a  spinner's  contract  in  fulfillment  of  the  merchant's 
contract. 

Mr.  Lever.  That  is  the  contract  to  which  Mr.  Parker  referred  the 
other  day;  and  in  that  connection  I  would  like  to  say,  Mr.  Marsh, 
that  Mr.  Parker  was  here  yesterday  and  was  in  my  office.  He  told 
me  to  say  to  the  conmiittee  and  to  you  gentlemen  that  you  should 
not  hesitate  to  criticize  his  position  freely,  because  he  would  be  here 
at  the  call  of  the  committee  on  W^ednesday  to  answer  back,  as  it 
were.  Now,  I  understood  you  to  say  a  moment  ago  that  if  the 
spinner  wanted  a  thousand  bales  through  the  New  York  Cotton 
Exchange  of  strict  middling  cotton  he  coifld  get  it. 
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Mr.  Marsh.  He  can. 

Mr.  Lever.  So,  then,  there  is  no  real  necessity  for  this  system  of 
hedging,  is  there  ? 

?£•.  Marsh.  On  our  part,  sir  ? 

Mr.  Lever.  Upon  tne  part  of  the  spinner? 

Mr.  Marsh.  Tnere  is  not;  he  can  nedge  any  time  he  sees  fit  by 
going  to  the  spot  merchant  and  making  a  contract  for  the  cotton 
lie  wants. 

Mr.  Lever.  There  is  no  necessity  for  his  hedging  on  the  exchange  ? 

Mr.  Marsh.  I  have  said,  Mr.  Lever,  that  the  whole  system  of 
hedging  is  a  merchant's  contract. 

ilr.  Lever.  And  that  there  is  no  necessity,  as  far  as  the  spinner 
and  those  on  the  outside  are  concerned,  to  have  this  hedging  go  on 
at  all  ? 

Mr.  Marsh.  I  can  not  say  that  there  is  no  necessity.  Of  course, 
when  I  say  that  I  assume  that  you  realize  and  take  into  account  that 
the  reason  why  the  spinner  can  do  this  is  that  the  spot  merchant  can 
hedge;  if  the  spot  merchant  can  not  hedge  the  spinner  could  not 
buy  his  cotton  at  anv  time  he  saw  fit;  so  that  in  the  last  resort  the 
.spinner's  hedge  is  absolutely  dependent  upon  this  hedging  among 
merchants. 

Mr.  Lever.  If  a  spinner  desired  a  thousand  bales  of  cotton  from 
a  spot  dealer  he  could  get  strict  middling  if  he  wanted  it  ? 

Mr.  Marsh.  He  could. 

Mr.  Lever.  The  spot  man  selling  a  thousand  bales  would  hedge 
himself  with  a  purchase  of  a  thousand  bales  on  the  New  York  Cotton 
Exchange,  in  all  probability  ? 

Mr.  Marsh.  He  would. 

Mr.  Lever.  Now,  then,  if  the  spot  merchant  who  has  hedged  de- 
sires strict  middling  from  the  New  York  Cotton  Exchange,  could  he 
have  that  delivered  to  him  under  this  contract  ? 

Mr.  Marsh.  Certainly  not,  and  he  does  not  want  it  delivered  to 
him. 

Mr.  Lever.  He  couldn't  do  it  ?  You  could  deliver  one  of  23  grades ; 
you  could  deliver  10  bales  of  one  kind,  5  of  another,  10  of  another,  and 
50  of  another  ? 

Mr.  Marsh.  Certainly;  he  has  bought  in  New  York  a  contract  for 
cotton  in^gross  and  he  will  get  cotton  in  gross. 

Mr.  Lever.  What  is  the  aiflFerenc«  on  this  particular  point  between 
the  rules  on  your  exchange  and  the  rules  on  the  New  Orleans  Exchange  t 

Mr.  Marsh.  I  am  not  familiar  with  the  rules  of  that  exchange;  I 
do  not  know  of  any  diflFerence. 

Mr.  Lever.  Have  you  seen  President  Thompson's  statement  to 
this  eflFect,  '^I  believe  that  a  law  making  eflFeciive  the  following 
principles  would  suffice:  A  law  providing  for  a  national  standard  of 
classification  of  the  merchantaole  grades  of  cotton,  upon  which 
standard  all  arbitrations  on  contract  deliveries  shall  be  made,  and 
further,  prohibiting  any  contract  under  which  unmerchantable  and 
useless  stuff  can  be  delivered,  and  providing  that  all  cotton  delivered 
on  contract  shall  be  paid  for  bv  the  receiver  on  the  basis  of  the  actual 
spot  value  of  the  several  grades  delivered  on  the  market  and  at  the 
time  of  delivery."     Have  you  seen  that  statement? 

Mr.  Marsh.  I  have  seen  it. 

Mr.  Lever.  Do  you  agree  with  his  suggestion  ? 
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Mr.  Marsh.  Well,  whenever  a  man  says  that  we  ought  to  do  right 
I  agree  to  it;  the  question,  however,  always  arises,  and  the  diificiuty 
always  comes  in  human  affairs,  of  aetermining  what  is  right.  Now, 
I  thiiik  that  Mr.  Thompson's  statement  is,  in  its  general  moral  pur- 
poses, admirable;  I  fully  a^ree  with  him;  his  ideas  as  to  what  is  right 
I  do  not  agree  to  in  all  their  details. 

Mr.  Lever.  Let  me  ask  you  specifically  as  to  this  proposition, 
"Prohibiting  any  contract  under  which  unmerchantable  and  useless 
stuff  can  be  delivered,"  you  agree  to  that? 

Mr.  Marsh.  I  think  it  is  certainly  expedient  that  no  contract 
should  be  made  on  which  unmerchantable  and  useless  cotton  should 
be  delivered. 

Mr.  Lever.  Would  you  be  willing  to  go  so  far  as  to  say,  "Prohibit- 
inff  any  contract  under  which  unspinnable  cotton  could  be  delivered  V* 

Mr.  Marsh.  I  think  it  inexpedient  that  a  contract  for  general  use 
should  be  made  bv  members  of  an  exchange  on  which  unspinnable 
cotton  should  be  delivered. 

Mr.  Lever.  Is  it  a  fact  that  a  great  deal  of  the  New  York  stock  is 
unspinnable  cotton  ? 

Mr.  Marsh.  I  have  never  heard  of  a  bale  of  cotton  in  the  stock  of 
cotton  in  New  York  which  was  unspinable;  as  a  matter  of  fact  the 
spinners  have  bought  and  spun  all  tne  cotton  which  has  been  in  the 
stock  of  New  YorK  for  many  years  past. 

Mr.  Lever.  Do  you  agree  with  the  Commissioner  of  Corporations 
in  this  proposition:  "One  of  the  leadii^  members  of  the  New  York 
Cotton  Exchange  said  on  this  point,  'Contract  cotton  is  cotton  for 
which  there  is  no  other  market  at  the  moment;  that  is  practically 
universal?'*' 

Mr.  Marsh.  I  was  the  member  who  said  that. 

Mr.  Lever.  So  you  agree  to  it  ? 

Mr.  Marsh.  So  I  agree  to  that.  ^ 

Mr.  Lever.  But  the  New  York  Cotton  Exchange  is  not  willing 
to  give  to  the  spinner  a  contract  which  will  permit  him  to  call  for  such 
cotton  as  he  desires  ? 

Mr.  Marsh.  It  is  willing,  but  on  this  point,  perhaps,  after  what  you 
have  said  about  Mr.  Parker,  I  may  explain  the  steps  that  were  taken  to 
give  the  spinner  this  contract.  A  committee  of  the  American  Manu- 
facturers' Association,  consisting  of  Mr.  Parker,  Captain  Smythe,  and 
a  spinner  by  the  name  of  Lowe,  of  Fitchburg,  Mass.,  some  two  years 
ago,  came  to  the  New  York  Cotton  Exchange,  explaining  that  the 
spinners  found  that  the  contract  which  the  merchant  members  of  the 
(jotton  Exchange  were  using  was  not  adapted  to  their  needs;  they 
stated  that  they  desired  a  contract  which  they  could  take  up,  as  the 
expression  is,  if  they  wanted  to,  and  which,  as  they  put  it,  the  average 
spinner  could  be  able  to  use.  This  committee  was  met  by  a  committee 
or  the  New  York  Cotton  Exchange,  of  which  Mr.  Hubbard,  Mr.  Neville, 
and  I  were  all  members;  we  had  a  long  discussion  of  the  require- 
ments of  the  spinners ;  we  pointed  out  to  this  committee  of  spinners 
that  the  contract  of  the  New  York  Cotton  Exchange,  as  it  is,  is  a 
merchant's  contract,  that  it  would  be  absolutely  destructive  to  the 
business  of  these  merchants,  so  far  as  these  contracts  are  concerned,  to 
make  the  changes  which  would  make  the  contract  a  spinner's  con- 
tract, but  we  proposed  to  establish  a  second  contract  to  be  traded  in 
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upon  the  New  York  Cotton  Exchange  which  should  be  exactly  the 
contract  which  the  spinners  desired;  we  pointed  out  to  the  spinners 
that  there  would  be  times  when  this  special  contract,  adapted  to  their 
needs,  would  still  add  a  very  much  higher  price  than  the  regular 
merchant's  contract;  none  the  less  they  declared  that  contract  was 
what  they  wanted  and  wished  to  have  it  tried.  We  accordingly  drew 
up  a  contract  exactly  on  the  hn^  of  the  result  of  that  conference,  and 
we  submitted  this  contract  to  the  board  of  managers  of  the  New  York 
Cotton  Exchange  and  the  board  of  managers  of  the  New  York  Cotton 
Exchange,  according  to  my  recollection,  unanimously  adopted  it;  in 
order  that  it  should  be  put  into  final  effect,  however,  it  had  to  be 
adopted  by  a  two-thirds  majority  of  the  members  of  the  exchange, 
after  having  been  posted  a  certain  length  of  time  for  the  consider- 
ation of  the  members. 

While  this  proposition  was  posted  on  the  bulletin  board  and  while 
the  members  were  discussing  it  and  before  the  day  of  the  vote  had 
arrived,  a  member  of  our  special  committee  happened  to  meet  Cap- 
tain Smvthe  on  the  train,  and  to  his  intense  surprise  Captain  Smytne 
said,  '^Oh,  well,  we  are  not  interested  in  it;  do  not  care  about  it  any- 
way.''  /We  heard  from  Mr.  Parker  that  he  was  not  interested  in  it, 
a  complete  change  of  front  from  the  conferences  which  we  had  had 
with  tnose  gentlemen.  Now,  naturally,  if  those  gentlemen,  having 
marched  up  the  hill,  wanted  to  march  aown  again,  like  the  King  of 
France,  it  could  hardly  be  expected  that  the  members  of  the  New 
York  Cotton  Exchange  would  pursue  the  course  which  was  being 
urged  upon  them,  and  the  matter  was  referred  back  bv  the  exchange 
to  the  board  of  managers,  and  that  was  equivalent  to  laying  it  on  the 
table. 

Mr.  Lever.  Neither  Mr.  Parker  nor  Mr.  Smy the  spoke  by  authority 
of  the  committee  they  represented  on  this  proposition  ? 

Mr.  Marsh.  We  had  some  difficulty  in  finding  out  whether  they 
spoke  by  authority  of  the  committee  or  did  not,  Mr.  Lever. 

Mr.  Lever.  It  is  sufficient  that  you  and  yours  were  convinced  that 
the  contention  of  the  spinners  was  correct  ? 

Mr.  Marsh.  That  is  not  an  accurate  way  of  putting  it,  Mr.  Lever. 
Our  committee  was  convinced  that  it  was  something  which  the  spin- 
ners thought  they  wanted  and  we  were  convinced  tnat  it  was  some- 
thing that  we  could  try  as  an  experiment  without  detriment  to  the 
business  of  the  members  of  the  exchange;  we  were  not  convinced 
that  the  spinners  would  like  it  after  they  got  it ;  in  fact,  I  personally 
did  not  believe  they  would  like  it  after  they  got  it  because  I  was  con- 
vinced by  remarks  that  were  made  bv  these  spinners  that  what  the 
spinners  really  wanted  was  to  get  in  back  of  tne  spot  merchant  and 
to  make  the  Exchange  adopt  a  form  of  contract  which  would  enable 
the  spinner  to  eliminate  the  spot  merchant  when  he  thought  the  spot 
merchant  was  charging  him  too  much. 

Mr.  Lever.  Will  you  give  us  the  benefit  of  your  idea  of  the  rela- 
tionship between  futures  and  spots  in  the  effect  that  futures  have 
on  spots  ? 

Mr.  Marsh.  I  do  not  think  they  have  any  effect  upon  spots. 

Mr.  Lever.  As  a  matter  of  fact  do  not  futures  control  spots  entirely  ? 

Mr.  Marsh.  I  should  think  that  was  as  unsound  an  economic  prop- 
osition as  you  could  frame. 
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Mr.  Lever.  A  local  buyer,  to  illustrate  it  again,  in  Columbia,  S.  C, 
wishing  to  bujr  from  a  farmer  one  hundrea  bales  of  cotton,  buys 
within  the  limits,  thirty  points  on  and  fifty  points  off  and  does  it  on 
futures,  off  or  on  futures,  and  it  seems  to  me  that  spot  prices  are 
largely  controlled  bv  future  quotations  ? 

Mr.  Marsh.  Mr.  Lever,  I  was  unwise  enough,  or  unhappy  enough, 
to  use  a  certain  illustration  in  talking  to  one  of  the  representatives 
of  the  Bureau  of  Corporations.  I  got  severely  roasted  for  my  illustra- 
tion, but  I  will  venture  to  use  it  again.  I  said  that  the  thermometer 
no  more  determined  the  weather  than  the  price  of  futures  determines 
the  value  of  spot  cotton.  The  Bureau  of  Corporations  changed  my 
illustration  a  little,  saying  that  a  steam  gauge  on  a  boiler  which  diH 
laot  register  the  exact  pressure  in  the  boiler  was  not  very  reliable.  I 
will,  however,  use  the  steam  gauge  illustration  which  has  been  fur- 
nished by  the  Bureau  of  Corporations,  and  will  say  that  to  state  (hat 
the  price  of  futures  regulates  the  price  of  spots,  even  though  the  spot 
transactions  on  the  face  of  them  are  based  upon  the  price  of  futures, 
is  exactly  the  same  as  saying  that  what  runs  the  engine  is  the  steam 
gauge. 

Mr.  Lever.  Is  there  any  relationship  between  these  two  ? 

Mr.  Marsh.  A  very  close  relationship. 

Mr.  Lever.  What  is  it? 

Mr.  Marsh.  The  relationship  is  that  the  price  of  futures  represents 
transactions  in  cotton,  and  that  the  market  for  cotton  is  determined 
in  the  minds  of  those  who  are  buying  and  selling  cotton  by  the 
transactions  that  have  been  made. 

Mr.  Lever.  I  understand  you,  of  course,  to  contend  that  the  law 
of  supply  and  demand  governs  the  price  of  spot  cotton  entirely  ? 

Mr.  Marsh.  And  of  futures  also. 

Mr.  Lever.  And  of  futures  also  ? 

The  Chairman.  Pardon  me  for  putting  a  question  right  there. 
Then  why  does  it  happen,  as  it  did  a  few  weeks  ago,  that  the  price  of 
futures  cfropped  to  the  extent  of  $14  or  $15  a  bale,  while  the  price  of 
spots  remained  practically  the  same  ? 

Mr.  Marsh.  Mr.  Chairman,  the  price  of  the  spot  cotton  which 
those  futures  represented  dropped.  The  real  fact  of  the  case,  Mr. 
Chairman,  is  that  the  price  of  a  certain  portion  of  the  cotton  crop  did 
not  drop,  but  it  certainly  is  true  that  the  price  of  that  large  portion  of 
the  cotton  crop  which  had  already  passed  out  of  the  hands  of  pro- 
ducers and  which  was  sold  under  contracts  to  speculators  in  New 
York,  cotton  stored  in  Liverpool  and  in  Bremen  and  in  New  York 
City  and  in  Savannah  and  Memphis  and  all  over  the  country,  the 
price  of  that  cotton  dropped. 

The  Chairman.  I  unaerstood  dome  one — I  believe  it  was  Mr.  Cone, 
perhaps  Mr.  Parker — to  say  here  the  other  day  that  at  the  time  of  the 
slump  in  the  cotton  market  in  the  New  York  exchange  futures  went 
considerable  below  spots,  whereas  they  had  previously  been  above 
spots,  and  spots  remained  practically  tne  same. 

Mr.  Marsh.  The  spots  he  was  speaking  about  were  the  spots  in  the 
territory  in  which  he  operates.  They  were  not  spots  in  Bremen; 
they  were  not  spots  in  Liverpool;  they  were  not  even  spots  in  New 
York  City.  Mr.  Cone,  when  he  talks  of  spots,  always  means  spots 
in  the  Carolinas  and  in  Georgia.  Those  spots  the  holders  did  not  turn 
loose,  and  if  a  man  in  the  trade  wished  to  buy  those  spots,  he  had  to 
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f)ay  the  price  which  the  producers  and  holders  of  that  cotton  asked 
or  it. 

The  Chairman.  I  understand  that.  As  a  matter  of  fact,  did  the 
price  of  spots  in  the  New  York  market  fall  in  proportion  of  the  price 
of  futures  ? 

Mr.  Marsh.  Certainly. 

Mr.  Lever.  Then  there  was  a  difference  between  the  price  of  spot 
cotton  in  New  York  and  Columbia,  S.  C,  of  practically  $15  a  bale  in 
that  proportion  ? 

Mr.  Marsh.  Not  as  much  as  that,  because  Mr.  Cone's  statement 
was  not  literally  true.  Spots  in  the  South  generally  fell  approxi- 
mately half  what  spots  in  New  York  and  in  Liverpool  and  in  Bremen 

Mr.  Lever.  I  asked  Mr.  Cone  the  other  day,  and  I  think  he  said 
yon  would  explain  it,  and  I  would  like  to  have  you  do  it,  what  is  the 
oasis  of  a  local  cotton  merchant's  operations,  from  the  beginning  of 
the  day  until  2  o'clock,  when  spots  are  posted  in  New  York? 

Mr.  Marsh.  What  is  the  basis  or  what  are  the  bases? 

Mr.  Lever.  Yes;  supposing  he  has  not  heard  from  the  market 
anywhere  ? 

Mr.  Marsh.  He  has  not  heard  from  what  market? 

Mr.  Lever.  From  the  New  York  market,  as  to  spots,  say.  because 
I  understand  they  are  not  posted  there  until  2  o'clock.  Tnen  from 
9  o'clock  in  the  morning  until  2  o'clock  in  the  afternoon  the  local  mer- 
chant in  South  Carolina  or  Texas  will  be  without  a  guide  as  to  the 
price  of  spots  in  New  York. 

Mr.  \LiRSH.  I  should  suppose  that  the  pric€  of  spots  in  New  York 
would  be  an  insignificant  part  of  the  information  which  a  southern 
merchant  would  need  to  determine  the  value  of  cotton  in  his  ter- 
ritory. 

Mr.  Lever.  Would  futures  have  any  effect,  the  quotation  of 
futures,  on  the  market  ? 

Mr.  Marsh.  Mr.  I^ver,  futures  means  transactions  in  cotton,  by 
buyers  of  cotton  and  sellers  of  cotton,  at  a  price. 

Mr.  Lever.  We  know,  Mr.  Marsh,  that  tne  local  cotton  merchant 
will  always  wait  until  he  has  the  quotation  of  futures  from  New  York 
before  he  will  enter  into  a  contract. 

Mr.  Marsh.  Yes. 

Mr.  Lever.  Why  is  that  ? 

Mr.  ^Iarsh.  For  the  same  reason  that  the  engineer  always  looks  at 
the  steam  gauge  before  he  turns  the  steam  into  his  cylinders. 

Mr.  Lever.  He  wants  to  know  that  he  has  plenty  of  futures  in 
store  to  carry  along  his  s])ot  transactions. 

Mr.  Marsh.  Yes,  that  is  a  very  good  way  to  put  it;  you  could 
hardly  put  it  better. 

Mr.  Lever.  So,  then,  the  futures  do  pull  along  the  spots,  and  there 
is  a  relationship? 

Mr.  Marsh.  Wliat  do  you  mean  by  "futures,"  if  I  may  ask? 

Mr.  Lever.  I  am  using  the  general  understanding  of  that  term, 
general  definition  of  it,  as  we  understand  it. 

Mr.  Marsh.  I  do  not  think  I  understand  it  as  you  do.  I  think  we 
are  talking  more  or  less  at  cross  purposes. 

Mr.  Lever.  Suppose  you  give  us  your  definition  of  a  future  trans- 
action. 
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Mr.  Marsh.  Of  a  future  transaction,  or  of  futures  ? 

Mr.  Lever.  Futures. 

Mr.  Haugen.  You  mean  contracts  for  future  delivery,  do  you  not  ? 

Mr.  Lever.  Yes;  future  delivery. 

Mr.  Marsh.  My  understanding  of  a  contract  for  future  delivery  is 
a  purchase  and  a  sale  in  contractual  form  of  100  bales  of  cotton  at  a 
pnce.  It  has  seemed  to  me,  as  I  have  listened  to  members  of  the 
committee,  as  though  some  of  you  gentlemen  had  an  idea  that  the 
conduct  of  the  cotton  business  was  of  an  excessively  mechanical 
character,  as  though  a  spot  merchant  doin^  a  large  business  all  over 
the  South  and  all  over  Europe  and  with  American  spinners  needed 
only  the  tables  of  addition,  subtraction,  and  multiplication,  and  went 
along  in  that  purely  mechanical  fashion;  that  he  looked  at  the  price 
of  futures  in  New  i  ork,  added  or  subtracted  a  certain  amount,  and 
paid  that  price  for  cotton.  Now,  Mr.  Lever,  the  cotton  business  is  not 
conductea  in  any  such  mechanical  way  as  that.  The  cotton  mer- 
chants of  the  country  can  not  conduct  their  business  in  any  such 
mechanical  way  as  that.  The  cotton  merchants  of  the  country  base 
their  operations  upon  a  multitude  of  data.  One  of  the  most  impor- 
tant of  the  facts  which  they  consider,  of  course,  is  the  price  at  wnich 
people  actually  are  contracting  with  each  other  for  cotton  in  Liver- 
pool, New  York,  and  New  Orleans.  But,  in  addition  to  that,  they  are 
Dasing  their  operations  upon  the  multitudinous  information  thev  are 
setting  from  their  southern  correspondents  as  to  the  supply  of  this 
kind  of  cotton  and  that  kind  of  cotton  and  the  other  kind  of  cotton, 
and  also  upon  the  information  which  they  are  getting  from  their 
correspondents  abroad  and  in  the  spinning  centers  m  this  country,  as 
to  what  spinners  are  demanding,  what  grades  of  cotton  are  being 
sought.  Do  not  get  it  into  your  neads,  gentlemen,  that  the  handling 
of  this  great  commodity  is  conducted  oy  men  who  really  need  no 
more  sense  than  schoolboys. 

Mr.  Haugen.  What  is  the  price  of  futures  based  on,  estimates  as 
to  the  supply  and  demand  t 

Mr.  Marsh.  No,  sir;  the  price  of  future  delivery  is  based  on  what 
people  are  willing  to  buy  and  sell  for. 

Mr.  Haugen.  How  is  it  based?  Is  it  not  based  on.  estimates, 
largely? 

Mr.  Marsh.  No,  sir;  it  is  based  on  what  people  are  willing  to  buy 
and  sell  for. 

Mr.  Haugen.  Yes,  but  the  buyer  and  seller  must  fix  the  price 
lai^ely  on  estimates  ? 

Mr.  Marsh.  K  you  ask  me  what  the  psychology  is  of  a  buyer's 
mind,  and  what  makes  him  willing  to  buy  at  a  given  price;  and  the 
psychology  of  the  seller's  mind,  and  what  makes  him  willing  to  sell 
at  a  given  price,  you  are  asking  me  a  question  which,  in  spite  of  a 
good  deal  of  attention  to  these  matters,  is  absolutely  beyond  my 
depth. 

Mr.  Haugen.  If  you  should  estimate  the  crop  for  next  year,  say 
at  15,000,000  bales,  it  is  natural  that  you  would  fix  the  price  lower 
than  if  it  was  estimated  at  only  5,000,000,  and  the  price  is  fibced  on 
estimates  of  supply  and  demand  with  the  buyer  and  the  seller  who 
deal  in  futures  and  that  which  does  not  exist  at  the  time.  The  crop 
must  be  grown  before  it  is  delivered,  and  the  condition  of  the  crop, 
I  take  it,  has  something  to  do  with  it. 
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Mr.  Marsh.  That  is  a  question  of  ultimate  psychology,  of  the 
motives  that  move  men  to  take  a  certain  course  of  action.  My  con- 
tention, or  my  explanation  of  the  fixing  of  the  price  of  futures,  is  that 
the  price  of  futures  is  fixed  at  any  moment  when  two  men,  one  who 
has  some  cotton  to  sell  and  another  who  has  some  to  buy,  get  together 
and  buy  it  and  sell  it. 

Mr.  Haugen.  I  understand  that  part  of  it,  but  what  governs  ?^  My 
contention  is  it  is  largelv  an  estimate.  K  you  are  a  buyer  or  ft  jrou 
are  a  seller,  you  are  making  an  estimate  as'  to  the  crop  that  is  being 
grown  at  the  time. 

Mr.  Marsh.  I  think  perhaps  you  are  exaggerating  the  extent  to 
which  a  buyer  buys  on  an  estimate,  or  a  seller  sells  on  an  estimate.  I 
did  not  at  first  catch  the  full  significance  of  your  question.  It  is 
constantly  happening  that  men  are  buying  cotton  when  they  are 
sure  cotton  is  going  down — that  is,  I  say  sure;  they  are  in  their  own 
minds  convinced  that  cotton  is  going  down.  And  men  are  selling 
cotton,  making  contracts  for  future  dehvery  of  cotton,  when  they 
are  confident  that  the  price  of  cotton  is  going  up.  That  is  con- 
stantly happening,  and  it  is  happening  for  this  reason,  that  the  mind 
of  man  is  utterl v  and  absolutely  unable  to  comprehend  the  immense 
interrelations  of  a  trade  Uke  the  trade  in  cotton  and  the  trade  in 
cotton  goods,  and  men  who  conduct  merchants'  business  learn  very 
early  in  their  careers  that  their  business  is  to  supply  cotton  when  they 
can  buy  it  and  when  they  cafi  sell  it  at  the  price  at  which  they  can  buy 
and  sell,  no  matter  what  their  view  of  the  ultimate  course  of  the  market 
may  be.  As  a  matter  of  psychology  it  is  obvious  that  if  the  spinners 
of  the  world  and  the  dry  goods  merchants  of  the  world  conceive  that 
the  crop  is  going  to  be  a  very  large  one,  they  are  tempted  to  hold  oflF, 
are  tempted  to  reduce,  at  any  rate,  their  purchases  to  the  minimum 
with  which  they  can  get  along  for  the  time  being,  and  in  that  way 
an  estimate  of  the  crop  affects  the  prices  at  which  they  are  willing 
to  trade.     But  it  is  a  very  remote  psychology  that  comes  to  bear. 

Mr.  Haugen.  Reports  as  to  the  conditions  of  crops,  in  a  large 
measure,  regulate  tne  price  of  cotton  and  wheat.  You  know  what 
the  demand  is  going  to  be.  If  you  are  growing,  say,  12,000,000  bales, 
and  12,000,000  are  required,  and  the  reports  come  estimating  the 
crop  at,  say,  fifteen  or  twenty  milhon  bales,  it  goes  without  saying 
that  the  price  of  cotton  would  go  down,  just  the  same  as  wheat  does 
in  the  West. 

Mr.  Marsh.  It  does  not  go  without  saying.  One  of  the  most 
extraordinary  things  about  the  cotton  market  is  that  it  always 
goes  up  when  you  are  sure  it  must  go  down,  and  it  always  goes 
down  when  you  are  sure  it  must  go  up. 

Mr.  Lever.  That  is  one  of  the  strange  things  of  the  cotton  market. 
I  would  like  to  have  you  explain  that. 

Mr.  Haugen.  Then  supply  and  demand  has  nothing  to  do  with 
fixing  the  price  ? 

Mr.  Marsh.  Supply  and  demand  is  the  absolute  master  of  the 
price. 

Mr.  Haugen.  I  understood  you  to  say  that  it  had  nothing  to  do 
with  it;  an  estimate  of  20,000,000  bales  or  an  estimate  of  10,000,000 
does  not  change  the  price  of  the  cotton. 

Mr.  Marsh.  You  could  not  bring  out  my  point  better.  An 
estimate  of  the  demand  has  no  eflfect  on  the  price;  an  estimate  of 
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the  supply  has  no  effect  on  the  price;  but  the  demand  and  the  supply 
determine  the  price. 

Mr.  Hauoen.  There  must  be  an  estimate  before  the  crop  is  grown. 

The  Chairman.  Pardon  me  just  a  moment.  Is  it  not  true  that, 
when  the  estimate  comes  out  from  the  Department  of  Agriculture 
indicating  an  uncommonly  big  crop  of  cotton,  the  price  immediately 
responds  to  it  by  falling  ? 

Mr.  Marsh.  That  is  true,  and,  as  I  said  a  moment  ago  in  answering 
Mr.  Haugen,  estimates  affect  the  motives  that  make  men  willing  to 
trade  at  a  price. 

The  Chairman.  I  asked  my  question  because  I  understood  you  to 
say  to  Mr.  Haugen  that  estimates  had  no  effect  on  the  price  whatever. 

Mr.  Marsh.  There  I  am  speaking  as  taking  a  long-run  view  of  the 
market.  Of  course,  at  a  given  moment  an  estimate  suddenly  thrown 
on  the  market  will  affect  men's  minds  and  the  market  will  respond. 
I  mean,  an  estimate  of  a  very  big  crop  suddenly  thrown  on  the  market 
will  make  a  number  of  people  who  might  have  been  on  the  point  of 
buying  say,  *'We  will  wait;''  a  number  of  other  people  who  had 
expected  to  sell  at  a  given  price  will  say.  *'We  can  not  sell  at  that 
pnce;  we  will  sell  at  anything  we  can  get.  An  estimate  coming  out 
does  affect  the  market  temporarily  in  that  way.  But  I  am  taking 
a  long-range  view  of  the  market,  and  when  I  take  a  long-range  view 
of  the  market  I  say  that  the  course  of  the  market  over  a  period  of 
months  is  not  affected  at  all  by  estimates  of  supply  or  estunates  of 
demand;  it  is  affected  only  by  the  actual  supply  and  the  actual 
demand.  The  market  will  go  up  in  the  face  or  the  most  tremen- 
dously bearish  estimates,  if  there  is  not  any  cotton  for  sale  there,  and 
it  will  go  down  in  the  face  of  the  most  bullish  estimates,  if  there 
is  agreat  quantity  for  sale  there. 

The  Chairman.  You  make  the  point  entirely  clear.  You  made  a 
rather  startling  statement  a  moment  ago  when  you  said  that  it  was 
a  sin^lar  thing  in  regard  to  the  cotton  market  that  when  you  were 
sure  it  was  going  up  you  might  absolutely  count  upon  its  going  down. 

Mr.  Marsh.  ^"Absolutely     is  a  little  too  strong. 

The  Chairman.- Have  you  ever  been  able  to  figure  out  in  your 
own  mind  why  it  happens  so  often  in  that  way  ? 

Mr.  Marsh.  Yes,  I  have  been  able  to  figure  in  a  general  way,  and  I 
will  give  an  illustration  which  will,  perhaps,  bring  out  my  meaning  a 
Uttle  more  clearly.  Gentlemen  from  the  South  will  remember  that 
immediately  after  the  famous  Sully  year,  when  cotton  went  to  17^ 
cents  a  pound,  we  had  an  enormous  crop  of  cotton,  the  first  crop  of 
cotton  ever  raised  in  this  country  of  over  13,000,000  bales.  As  the  size 
of  that  crop  became  manifest  it  seemed  clear  to  everybody  who 
thought  about  the  matter  that  there  was  such  an  overplus  of  cotton 
that  the  price  must  at  least  go  as  low  as  it  had  ever  been  in  this  country. 
Here  was  the  most  monstrous  crop  of  cotton  we  had  ever  raised — at 
least  it  looked  so — and  it  seemed  a  perfectly  safe  proposition  that 
cotton  must  go  at  least  as  low  as  it  nad  ever  gone  in  this  country. 
Along  in  January  and  February,  1905,  the  market  had  gone  down 
under  the  tremendous  movement,  amount  offered,  holding  off  of  spin- 
ners, etc.,  expecting  to  get  it  at  a  lower  price.  But  suddenly  it 
seemed  as  though  the  mancet,  for  some  reason  or  other<>  would  not  go 
any  lower.  All  students  of  the  market  were  absolutely  nonplussed 
by  it.     They  could  not  understand  it;   they  could  not  see  what  was 
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happening.  Here  was  the  South  seUing  every  week  hundreds  of  thou- 
sands of  Bales  of  cotton,  and  yet  the  market  would  not  go  down.  It 
was  not  until  a  considerably  later  time  that  we  found  out  what  had 
happened,  and  what  had  happened  was  that  merchants  in  Shanghai, 
importers  of  cotton  cloths  into  China,  had  been  attracted  by  the  low 
level  of  cotton  in  the  United  States  and  had  quietly  contracted  with 
mills  for  immense  quantities  of  goods — ^immense  quantities — quan- 
tities of  goods  so  great  as  to  be  the  output  of  many  mills  for  two  whole 
years,  and  as  these  spinners  contracted  with  these  Shanghai  merchants 
tor  these  goods,  they  m  their  turn  hedged,  either  by  buying  contracts  firom 
cotton  merchants,  or  by  buying  contracts  in  the  New  York  market, 
and  there  was  a  demand  for  cotton  of  such  enormous  proportions  as 
nobody  would  have  thought  of.  Those  Shanghai  mercnants  had  not 
been  doing  anything  for  a  long  time.  My  point  is  this,  Mr.  Chairman, 
that  this  world  is  so  huge,  the  number  of  persons  engaged  in  trade  is 
so  huge,  that  when  you  get  a  price  movement  in  a  great  commodity 
like  cotton  that  goes  to  a  certain  extent  in  one  direction — we  will  say 
down — ^you  set  in  motion  the  individual  operations,  not  of  a  hundred, 
or  a  thousand,  or  of  ten  thousand,  but  of  hundreds  of  thousands  of 
people,  and  those  operations  are  absolutely  beyond  any  man's  calcu- 
lating. We  can  not  any  of  us  keep  track  of  it.  There  is  no  human 
way  to  keep  track  of  it.  It  is  the  operation  of  hidden  causes  hke  tJiat 
which  come  into  effect,  when  you  do  not  see  them  in  operation,  that 
produces  these  pecuUar  results  to  which  you  call  attention. 

Mr.  Sims.  Right  in  that  connection,  I  would  like  to  ask  a  question  on 
a  matter  with  wnich  I  am  confident  Mr.  Marsh  is  thoroughly  familiar — 
if  it  was  not  a  fact  in  the  year  you  speak  of  that  there  was  a  great 
organization — ^you  might  say  a  general  uprising  in  the  South — and  a 
^eat  meeting  of  producers  at  New  Orleans  for  the  purpose  of  agree- 
ing among  themselves  to  hold  actual  cotton  off  of  the  market,  and  if 
that  did  not  affect  the  price  very  materially? 

Mr.  Marsh.  All  I  can  say  about  that  is  that  I  know  there  were 
many  meetings  and  many  resolutions,  but  I  also  know  that  the  South 
kept  selling  cotton  in  great  quantities. 

Mr.  Sims.  Do  you  mean  that  it  did  not,  in  a  measure,  in  a  maimer, 
to  a  certain  extent,  check  sales  ? 

Mr.  Marsh.  I  haven't  any  idea,  but  I  know  the  South  kept  selUng 
cotton. 

Mr.  Sims.  I  am  telling  you  what  I  do  know.  They  got  together, 
and  they  stored  a  great  quantity  of  cotton  down  there,  to  take  care 
of  it  by  storage,  ana  in  the  end  the  advance  in  cotton  was  oflFset  by  the 
decline  in  quality  of  the  cotton,  because  they  had  had  to  keep  it  stored 
without  proper  protection  from  the  weather,  and  I  know  they  did  not 
sell  that  at  the  time  I  am  speaking  about. 

Mr.  Marsh.  I  have  heard  of  that. 

Mr.  Lever.  I  would  like  to  ask  you  if  you  have  an  opinion  as  to 
the  proportion  of  illegitimate  transactions  carried  on  in  the  New  York 
exchange  as  compared  with  legitimate  transactions  ? 

Mr.  Marsh.  What  do  you  call  an  illegitimate  transaction  ? 

Mr.  Lever.  I  would  call  an  illegitimate  transaction  one  in  which 
the  delivery  of  cotton  is  not  contemplated  by  the  buyer  or  seller. 

Mr.  Marsh.  You  are  really  asking  me  a  question  not  quite  as 
personal,  but  along  the  same  line  as  that  which  was  asked  me  on 
Friday,  and  which  I  felt  some  objection  to.  I  can  not  tell,  and  nobody 
can  tell,  what  proportion  of  frauds  there  are  in  a  given  body  of  men. 
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Mr.  Lever.  To  make  my  position  clear,  I  ¥dll  read  from  one  of  your 
own  speeches,  Mr.  Marsh,  and  see  what  ^ou  mean  by  it.  I  do  not 
want  to  misrepresent  you  at  all.  and  certainly  not  hurt  your  feelings. 
This  is  one  of^y our  speeches  delivered  at  Atlanta  or  at  Savannah. 

Mr.  Marsh.  At  Washington. 

Mr.  Lever.  You  say  in  that  speech: 

I  am  pefectly  confident  that  an  actual  analysis  of  the  transactions  of  the  New  York 
Cotton  Exchange  for  a  day  or  a  week  or  a  month  or  a  year  (if  such  analysis  were  possi- 
ble) would  show  that  not  25  per  cent  of  those  transactions  are  speculative. 

Just  what  do  you  mean  by  the  word  ''speculative?" 

Mr.  Marsh.  I  certainly  do  not  mean  illegitimate.  I  call  an 
illegitimate  transaction  a  transaction  on  which  a  man  enters  with  a 
hidden  intention  in  his  own  mind  that  he  will  not  fulfill  the  contract 
which  he  enters  into.  A  speculative  transaction  is  one  upon  which 
a  man  enters  for  the  purpose  of  making  a  profit,  but  fully  intending  to 
fulfill  his  contract,  whether  he  makes  a  profit  or  a  loss. 

Mr.  Lever.  What  are  the  other  transactions,  as  distinguished 
from  this  26  per  cent  you  speak  of  here  ? 

Mr.  Marsh.  They  are  the  hedging  operations  of  cotton  merchants. 

Mr.  Lever.  So  that  75  per  cent  or  the  transactions  of  the  exchange, 
in  your  opinion,  would  be  hedging  transactions? 

Mr.  Ma^sh.  Year  in  and  year  out,  I  should  say  that,  yes. 

Mr.  Lever.  And  25  per  cent  would  represent  what  you  call  * 'specu- 
lative'' transactions,  but  not  what  we  term  "gambling"  transac- 
tions? 

Mr.  Marsh.  Will  you  read  again  exactly  what  I  said  ? 

Mr.  Lever.  You  say: 

I  am  perfectly  confident  that  an  actual  analysis  of  the  transactions  of  the  New  York 
Cotton  Exchange  for  a  day  or  a  week  or  a  month  or  a  year  (if  such  analysis  were  pos- 
sible) will  show  that  not  25  per  cent  of  those  transactions  are  speculative. 

Mr.  Marsh.  You  will  notice  there  I  did  not  estimate  the  speculative 
transactions  at  25  per  cent. 

Mr.  Lever.  I  understand  that. 

Mr.  Marsh.  I  did  not  make  an  estimate  of  the  amount  of  specula- 
tive transactions  at  25  per  cent  and  of  hedging  transactions  at  75  per 
cent. 

1^.  Lever.  I  may  say,  in  justice  to  you,  that  you  go  fiurther  and 
say: 

Indeed,  I  believe  the  proportion  is  far  less  than  this. 

What  I  was  driving  at  was  just  what  you  call  a  speculative  trans- 
action as  distinguished  from  the  other  transactions  on  the  exchange. 

Mr.  Marsh.  I  call  a  speculative  transactionin  cotton  a  transaction 
in  which  a  man  buys  cotton,  beUeving  that  it  will  enhance  in  value, 
or  sells  a  contract  for  the  deUvery  of  cotton  believing  that  later  he  can 
buy  the  actual  cotton  at  a  lower  price,  or  that  he  can  buy  a  contract 
from  somebody  else  at  a  lower  price. 

Mr.  Lever.  You  did  not  desire  to  describe,  then,  a  contract  in 
which  no  deUvery  was  expected  ? 

Mr.  Marsh.  Certainly  not. 

Mr.  Lever.  Mr.  Marsh,  you  must  know  that  in  the  various  dealings 
of  the  members  of  the  New  York  Cotton  Exchange  with  the  pubGc 
a  great  many  transactions  are  made  through  the  exchange  in  which 
deuvery  is  never  intended. 
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Mr.  Marsh.  There,  Mr.  Lever,  we  get  up  against  the  same  stone 
wall  which  I  have  seemed  to  strike  several  times  in  answering  ques- 
tions to  members  of  this  committee.  It  goes  without  saving  that 
when  a  man  uses  contracts  for  the  delivery  of  cotton  for  hedging  pur- 
poses, or,  we  will  add,  for  speculative  purposes,  it  is  not  his  wisn  or 
nis  expectation  to  receive  or  to  deliver  the  actual  cotton.  It  is  his 
wish  and  his  expectation  that  he  will  liquidate  his  obligation  by  enter- 
ing into  another  obligation  with  another  party;  in  otner  words,  sub- 
stitute a  new  contract  for  his  outstanding  contract.  But,  when  you 
use  the  word  '*  intention,"  Mr.  Lever,  as  contrasted  with  '*wish  or 
'* expectation,"  you  are  getting  into  entirely  new  OTOund.  If  I  buy 
a  contract  for  100  bales  of  cotton  from  the  New  York'  Cotton  Ex- 
change for  speculative  purposes,  it  is  mv  wish  and  my  expectation 
that  I  shall  not  have  to  take  that  actual  cotton,  but  that  I  shall  be 
able  to  sell  my  contract  out  to  somebodj^  else  without  taking  the 
actual  cotton.  But,  Mr.  I^ever,  it  is  my  intention  that  the  cotton 
called  for  on  my  contract  shall  be  delivered  to  me  or  delivered  to  some- 
body whom  I  substitute  for  myself.  You  know  you  can  get  very 
far  afield  when  you  go  playing  with  words.  When  you  talk  about  a 
contract  and  a  man^s  intentions  when  he  enters  into  a  contract,  you 
are  dealing  with  something  that  the  courts  have  very  carefully 
analyzed  and  very  carefully  limited,  and  a  man^s  intention  and  his 
expectation  are  two  different  things. 

Mr.  Lever.  That  is  very  true.  Of  course,  I  can  quite  well  under- 
stand how,  when  a  spinner  telegraphs  you  an  order  to  buy  10,000 
bales  of  cotton,  you  have  every  reason  to  assume  that  it  is  a  legiti- 
mate transaction. 

Mr.  Marsh.  What  do  you  mean  by  '*a  legitimate  transaction?" 

Mr.  Lever.  I  mean  a  transaction  m  which  delivery,  either  to  him 
or  his  substitute  pn  the  exchange,  will  be  made. 

Mr.  Marsh.  Yes. 

Mr.  Lever.  But  when  a  man  not  connected  with  the  spinning 
business — ^manufacturing  business — and  they  buy  practically  afl 
your  cotton,  I  understand  ? 

Mr.  Marsh.  How  do  you  mean  ? 

Mr.  Lever.  I  believe  you  made  the  statement  a  while  ago  that 
your  chief  customer  was  a  spinner. 

Mr.  Marsh.  I  thought  you  meant  a  man  not  connected  with  the 
spinning  business  bought  practically  all  our  cotton. 

Mr.  Lever.  Oh,  no;  but  if  a  man  not  a  spinner  should  telegraph 
you  for  10,000  bales  of  cotton,  on  a  stop-loss  order,  that  might  oe 
notice  to  you  that  that  is  not  really  a  legitimate  transaction  within 
the  rules  of  the  exchange,  and  that  brings  you  back  to  Mr.  Sims's 
proposition  the  other  day,  that  you  did  not  entirely  make  clear  to  me; 
m  other  words,  it  seems  to  me  that  a  stop-loss  order  coming  to  a 
member  of  the  exchange  is  notice  to  him  that  that  is  not  a  legitimate 
transaction. 

Mr.  Marsh.  Is  it  not  legitimate  for  a  man  to  buy  cotton  ? 

Mr.  Lever.  Yes. 

Mr.  Marsh.  Is  it  not  legitimate  that  John  Jones,  Tom  Smith,  any- 
bodv  who  wants  to  and  has  the  money  to  do  it,  can  buy  cotton  ? 

Mr.  Lever.  I  can  understand  very  well  how  the  spinner  would 
give  you  a  reason  to  believe  that  he  was  entering  into  a  legitimate 
contract,  but  when  the  outsider 
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Mr.  Marsh.  Is  it  not  legitimate  for  the  outsider  ?  * 

Mr.  Lever.  It  is  legitimate^  but  it  is  not  customary.  I  do  not 
buy  steel,  because  I  do  not  know  anything  about  it. 

ifr.  Marsh.  There  is  a  very  large  class  who  do. 

Mr.  Lever.  Mr.  Patten,  for  instance,  is  a  wheat  and  an  oats  man, 
and  it  is  not  likely  he  is  going  to  buy  cotton  for  purposes  of  spinning 
it  and  for  no  other  purpose,  except  for  the  puq>ose  of  speculation. 
Of  course,  that  is  a  legitimate  purpose.  It  seems  to  me  that  the  stop- 
loss  order  ought  to  put  vou  on  your  warning.  Suppose  you  explain 
to  the  committee  just  what  the  purpose  of  a  stop-loss  order  is. 

Mr.  Marsh.  A  stop-loss  order  is  an  order  when  the  loss  has  reached 
a  certain  point,  or  wnen  a  dechne  has  reached  a  certain  point — there 
may  be  no  loss  in  the  transaction — to  sell  the  cotton  out  on  the  market. 

Mr.  Lever.  At  the  market  price  ? 

Mr.  Marsh.  Whatever  you  can  get  for  it. 

Mr.  Haugen.  That  applies  to  spinners  as  well  as  speculators  ? 

Mr.  Marsh.  That  applies  to  spinners  as  well  as  speculators.  A 
man  in  the  South  buys  500  bales  of  cotton  while  he  is  under  negotia- 
tions with  some  spinner.  The  negotiations  are  a  Uttle  longer  drawn 
out  than  he  expected,  and  he  gets  uneasy,  and  for  fear  his  trade  is  going 
to  fall  through,  he  says  to  himself,  *'I  don^t  want  to  be  held  up  here 
with  500  bales  of  cotton  I  haven't  any  market  fori  If  the  market 
goes  down  to  a  certain  point  I  will  sell  a  hedge."  So  he  sends  me, 
or  some  other  commission  man  on  the  floor,  a  stop-loss  order,  to  sell 
a  hedge  if  the  market  goes  down  to  a  certain  point.  There  are 
multitudes  of  those  orders  coming  into  the  market  all  the  time.  The 
very  fact  of  a  stop-loss  order  is  no  indication  a  man  is  speculating. 

Mr.  Lever;  Mr.  Chairman,  Mr.  Marsh  is  such  a  willing  and  able 
witness  that  I  would  like  to  ask  him  to  give  us,  briefly  and  compre- 
hensively, his  idea  of  the  function  of  a  cotton  exchange,  such  as  we 
have  in  New  York. 

Mr.  Marsh.  I  wrote  a  whole  speech  about  that,  Mr.  Lever. 

Mr.  Burleson.  Mr.  Lever  was  not  here  at  the  time  when  you  went 
over  it  fully. 

The  Chairman.  I  think  it  was  very  thoroughly  covered. 

Mr.  Beall.  I  want  to  call  attention  to  certain  things  that  were 
said  in  this  report  of  Herbert  Knox  Smith  and  get  your  opinion  as 
to  the  correctness  of  them.     He  says: 

Operations  in  future  contracts  are,  in  the  minds  of  many  persons,  of  a  character 
exactly  similar  to  wagers  on  horse  races  or  any  other  form  of  bet.  Undoubtedly, 
as  far  as  many  individual  traders  are  concerned,  this  popular  view  is  correct. 

Mr.  Beall.  I  understand  that  that  statement  would  not  meet  your 
indorsement  ? 

Mr.  Marsh.  I  have  no  way  of  telling  how  many  persons  who  spec- 
ulate in  cotton  have  the  mental  attitude  or  malceup  of  men  who 
wager. 

Mr.  Beall.  Let  me  read  this  statement: 

In  actual  practice  it  is  undoubtedly  true  that  a  large  number,  and  probably  a  con- 
siderable majority,  of  buyers  of  future  contracts  on  the  leading  exchanges  do  not  desire 
the  delivery  of  actual  cotton,  and  that  a  majority  of  sellers,  on  the  other  hand,  do  not 
omtemplate  making  such  physical  delivery. 

Mr.  Marsh.  I  have  already  said  that  a  buyer  or  seller  of  a  hedge 
is  using  the  contract  without  the  expectation  that  he  himself,  without 
substitution  of  somebody  else,  will  make  delivery  or  take  delivery. 
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Mr.  Beall.  Suppose,  Mr.  Marsh,  you  should  j^uy  1,000  bales  of 
cotton  from  ''A,  desiring  and  expecting  delivery  of  that  cotton  to 
be  made  to  you. 

Mr.  Marsh.  Yes. 

Mr.  Beall.  Would  you  permit  A  to  substitute,  at  his  own  will,  the 
party  who  woidd  make  that  deUvery  ? 

Mr.  Marsh.  Certainly.    Why  not  ? 

Mr.  Beall.  Without  any  question  as  to  the  ability  of  B,  to  whom 
he  might  transfer  that  contract,  to  comply  with  it  ? 

Mr.  Marsh.  If  both  A  and  B  are  members  of  the  New  York  Cotton 
Exchange,  the  question  of  the  responsibility  of  B  does  not  come  up. 
As  a  member  or  the  New  York  Cotton  Exchange  I  am  obliged 

Mr.  Beall.  Anybody  throughout  the  coimtry  can  send  in  orders 
through  the  brokers  of  the  New  York  Cotton  Exchange,  buy  and  sell 
cotton  through  those  brokers  ? 

Mr.  Marsh.  Pi-ecisely,  but  those  brokers  are  responsible  to  their 
fellow  members  for  the  contracts  they  make. 

Mr.  Beall.  You  are  a  broker,  I  imderstand.  One  hundred  bales 
of  cotton  is  worth  now  about  $7,500? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  When  you  receive  an  order  for  the  purchase  or  for 
the  sale  of  100  bales  of  cotton,  how  much  cash  is  required  to  accom- 
panv  that  order  ?  How  much  money,  how  much  per  bale,  is  required 
m  the  way  of  a  margin  ? 

Mr.  Marsh.  There  is  no  requirement. 

Mr.  Beall.  As  I  understand  it,  then,  a  man  in  Texas  who  wanto 
to  buy  100  bales  of  cotton  from  a  broker  on  the  cotton  exchange 
sends  an  order  to  you,  and  will  not  be  required  to  put  up  any  amount 
of  money  ? 

Mr.  Marsh.  I  shall  certainly  ascertain  his  credit  before  I  execute 
the  order. 

Mr.  Beall.  What  means  have  you  of  ascertaining  ? 

Mr.  Marsh.  Mr.  Beall,  how  do  Marshall  Field  &  Co.  ascertain 
about  the  credit  of  the  10,000  dry  goods  men  they  sell  goods  to 
on  credit  ? 

Mr.  Beall.  Do  you  have  correspondents  out  over  the  country  ? 

Mr.  Marsh.  Certainly,  sir. 

Mr.  Beall.  Is  it  not  a  fact  that  anybody  who  has  a  margin  to  put 
up  can  come  into  the  office  of  one  of  your  correspondents  and  direct 
the  purchase,  through  that  correspondent  and  through  you,  of  any 
number  of  bales  of  cotton,  or  the  sale  of  any  number  of  bales  of  cotton  t 

Mr.  Marsh.  If  he  is  a  responsible  person;  yes. 

Mr.  Beall.  And  only  the  man  who  is  capable  of  delivering  the  100 
bales  of  cotton  can  buy  the  cotton  through  a  brokerage  firm  in  that 
way? 

Mr.  Marsh.  How  is  that  ? 

Mr.  Beall.  It  is  only  the  man,  then,  whose  financial  responsibiUty 
is  such  as  to  satisfy  you  that  he  is  capable  of  performing  his  contract, 
who  can  buy  or  sell  the  100  bales  of  cotton? 

Mr.  Marsh.  Every  member  of  the  exchange  being  responsible  to 
every  other  member  of  the  exchange,  naturally  exercises  his  own  best 
discretion  as  to  persons  for  whom  he  will  execute  contracts.  Every 
member  of  the  exchange  knows  that  if  he  executes  an  order  for  a 
contract  from  a  person  who  is  not  responsible,  then  he,  the  member 
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of  the  exchange,  has  got  to  make  good.  There  is  absolutely  no  dif- 
ference between  the  methods  of  doing  business  in  cotton,  as  feur  as 
credits  are  concerned,  and  the  methods  of  doins  business  in  dry  goods, 
as  far  as  the  credits  are  concerned — ^not  the  slightest. 

The  Chaibman.  Let  me  follow  that  just  a  bit  longer,  Mr.  Beall.  I 
want  to  get  my  own  mind  clear  in  the  matter,  if  I  can.  Mr.  Marsh, 
suppose  1  should  wire  your  firm  from  my  home,  in  Kansas,  to  buy  me 
1,000  bales  of  cotton.  You  do  not  know  me;  you  probably  have  no 
correspondent  in  my  neighborhood  to  inquire  as  to  my  credit.  Do 
you  execute  that  oraer  ? 

Mr.  Maksh.  I  should  not  execute  it  at  all. 

The  Chaibman.  Would  you  execute  it  if  it  were  accompanied  by  a 
draft,  say  for  $1,000? 

Mr.  Mabsh.  No;  I  do  not  think  there  is  any  member  of  the  New 
York  Cotton  Exchange  who  would. 

The  Chaibman.  W  ould  you  simply  throw  it  in  the  waste  basket, 
or  would  you  proceed  in  some  way  to  satisfy  yourself  as  to  my  credit  ? 

Mr.  Mabsh.  I  do  not  know  what  I  should  do. 

The  Chairman.  Have  you  ever  had  an  order  from  some  one  whom 
you  did  not  personally  know,  or  with  whose  credit  you  were  not 
familiar  ? 

Mr.  Mabsh.  I  do  not  think  personally  I  have.  I  have  heard  of 
such  orders  being  received.  Tney  are  generally  shown  around  the 
floor  of  the  exchange  as  curiosities.  What  members  do  in  the  way  of 
answering  them  I  do  not  know,  but  every  once  in  a  while  somebody 
comes  around  and  says,  "Just  look  at  this;  here  is  an  order  from  a 
man  in  Kalamazoo  who  wants  me  to  buy  500  bales  of  cotton  for  him, 
says  he  has  deposited  $500  in  the  Third  National  Bank  of  Kalamazoo 
to  my  credit."     Then  we  all  have  a  laugh,  and  that  is  the  end  of  it. 

The  Chaibman.  I  think  the  general  impression  prevails  throughout 
the  country  that  an  order  will  be  executed  for  anybody  on  the  Cotton 
Exchange,  if  it  is  accompanied  by  the  rec^uired  amount  for  margin. 
I  do  not  know  myself  wnat  the  amount  is,  or  whether  there  is  any 
specific  amount;  out  the  general  impression  prevails  that  there  is 
some  generally  understood  amount  of  money  wnich  must  be  deposited 
in  the  way  of  a  mar^n  when  the  order  is  given,  and  that  the  order 
being  executed,  it  will  be  held  to  the  credit  of  the  purchaser,  until, 
in  the  event  of  cotton  going^down,  enough  has  been  lost  to  cover  the 
margin;  whereupon  the  purchaser  is  notified  that  he  must  put  up 
more  margin  or  his  cotton  will  be  sold.  Is  that  impression  entirely 
mistaken? 

Mr.  Mabsh.  I  should  say  it  was  entirely  mistaken,  sir.  I  do  not 
know  of  any  firm  in  the  New  York  Cotton  Exchange — of  course,  I 
will  not  say  that  there  may  not  be  some  member  or  members  of  the 
New  York  Cotton  Exchange  who  would  so  violate  the  principles  of 
reputable  business  as  to  do  precisely  what  you  describe,  but  it  cer- 
tainly would  be  a  very  small  contingent  who  would  dream  of  doing  a 
thing  like  that. 

The  Chaibman.  In  the  case  of  one  of  your  regular  customers  with 
whose  credit  you  are  familiar,  do  you  require  any  sum  to  be  put  up 
by  way  of  a  margin  in  executing  his  order  ? 

Mr.  Mabsh.  No  definite  sum.  This  is  the  customary  method  of 
handling  that  matter:  As  you  probably  know,  commission  houses 
in  the  street — as  we  call  them — being  some  125,  I  think,  houses  in 
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New  York  that  are  carrying  contracts  for  their  own  account,  have  to 
keep  their  obligations  with  each  other,  as  we  call  it,  "margined  to  the 
market,"  by  which  I  mean  this:  If  a  commission  house,  A  &  Co.,  is 
a  seller  of  hedges  or  of  contracts  to  a  commission  house,  fe  &  Co.,  and 
the  market  advances  after  A  &  Co.  have  sold  those  contracts  to 
B  &  Co.,  then  A  &  Co.  are  required  to  put  up,  either  directly  with  B  & 
Co.  or  in  a  trust  company,  money  enough  to  bring  those  contracts 
up  to  the  market  price.  That  requirement  of  the  market  means  that 
any  house  carrving  on  a  commission  business  must  have  a  substantial 
amount  of  cash  on  hand  all  the  time,  and  naturally  a  house  having 
these  requirements  of  cash  will  not  carry  contracts  for  its  customers 
without  making  them  supply  a  part  of  the  cash  or  the  whole  of  the 
cash  which  they  have  to  use  in  this  operation  of  margining  the  con- 
tracts to  the  market.  It  is  therefore  customary  for  conmiissioo 
houses,  in  the  case  of  their  very  strong  and  well-known  customers,  to 
simply  ask  them  to  remit  now  and  then  when  the  market  balance 
agamst  them  reaches  three  or  four  thousand  dollars,  or,  posisibly, 
eight  or  ten  thousand  dollars.  With  smaller  customers,  and  cus- 
tomers at  a  distance,  it  is  customary  to  ask  that  the  customer  leave 
with  the  commission  house  a  sum  of  money  sufficient  to  supply  these 
cash  requirements  for  any  ordinary  movement  of  the  market. 

The  Chairman.  Is  there  a  fixed  amount  of  that  sum,  say  $5  or  $10  f 

Mr.  Marsh.  No :  it  is  a  matter  of  private  arrangement  between 
each  commission  nouse,  or  member  of  the  exchange  carrying  con- 
tracts, and  each  individual  customer. 

The  Chairman.  Your  statement,  then,  is  that  the  members  of 
the  fsTew  York  Cotton  Exchange,  as  a  rule,  pay  no  attention  to  mis- 
cellaneous orders  which  they  might  receive  from  Tom,  Dick,  and 
Harry  out  over  the  country,  even  though  they  might  be  accompanied 
by  checks  to  cover  reasonable  margins  ? 

Mr.  Marsh,  I  should  say  certainly  they  do  not. 

Mr.  Lever.  These  125  commission  houses  operate  through  the 
members  of  the  exchange  ? 

Mr.  Marsh.  They  are  members;  that  is,  the  members  of  those 
firms  are  members  of  the  exchange. 

Mr.  Mandelbaum.  Mr.  Lever  asked  Mr.  Marsh  whether  it  was  true 
that  spinners  of  this  country  or  spinners  in  general,  or  at  least  seven- 
tenths  of  the  spinners,  use  only  grades  from  low  middlingto  good 
middling;  at  least  I  understood  his  Question  that  way.  What  are 
the  other  three-tenths  using,  Mr.  Marsn  ? 

Mr.  Marsh.  They  are  obviously  using  the  other  grades  of  cotton. 

Mr.  Mandelbapm.  So  there  is  none  left  when  a  crop  is  practically 
marketed  ? 

Mr.  Marsh.  No. 

Mr.  Lever.  What  per  cent  is  below  low  middling  ? 

Mr.  Marsh.  Mr.  Lever,  you  are  now  asking  a  question  which 
nobody  has  an  answer  to.  Mr.  Herbert  Knox  bmith,  in  his  investi- 
gation, made  numerous  attempts  to  discover  the  proportion  of  the 
various  grades  of  cotton  in  various  crops.  So  far  as  I  can  find  in  his 
report,  he  has  only  one  statement  with  regard  to  this  proportion,  and 
that  statement  interests  me  chiefly  because  of  the  small  proportion 
of  middling  cotton  which  it  showed.  He  had  a  statement  from  one 
firm  operating  in  the  Atlantic  States  as  to  the  proportion  of  the 
various  grades  of  cotton  which  they  bought  in  two  years.     In  one  of 
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ihoee  years,  I  remember;  the  proportion  of  middling  was  19  per  cent, 
and  in  the  other  year  it  was  29  per  cent.  Obviously  the  other  grades 
represented,  in  one  case,  71  per  cent,  and  in  the  other  case  81  per 
cent. 

Mr.  Sims.  Mr.  Marsh,  I  want  to  preface  my  questions  first  by  stat- 
ing that  I  have  no  personal  interest  in  this  matter;  that  I  am  simply 
trying  to  represent  my  constituents,  some  of  whom  are  present — 
Mr.  Brooks,  for  one — and  I  think  about  every  farmer  in  the  district, 
from  the  letters  I  am  getting,  believes — maybe  they  are  incorrect — 
that  the  operations  of  the  New  York  Exchange,  as  conducted,  have 
been  such  as  to  be  an  injury  to  natural,  ordinary  business,  and  affect 
the  prices  of  the  products  which  they  have,  1  will  say  artificiallv, 
not  always,  governed  by  natural  conditions.  I  may  not  use  tech- 
nically accurate  language,  for  the  reason  that  I  do  not  know  it,  and  I 
suppose  that  is  what  was  the  matter  the  other  day  when  I  asked  you 
a  question  which  I  thought  you  or  any  other  man  of  your  great  in- 
formation would  understand.  In  other  words,  it  might  not  have  been 
that  I  would  have  used  the  words  I  did  had  I  been  possessed  of  the 
knowledge  you  are  possessed  of.  But  I  have  no  idea  of  trjdng  to 
be  unpleasant  about  this  matter,  but  to  get  the  truth.  I  do  not  want 
the  New  York  Cotton  Exchange' abolished.  Personally,  individually, 
I  do  not  want  any  of  its  functions  reduced  or  injured,  provided,  as  a 
whole,  it  is  better  to  have  it  with  all  the  functions  it  has  than  to 
deprive  it  of  some  of  these  functions.  But  that  is  the  reason  I  am 
going  to  ask  you  the  questions  about  it,  and  I  may  use  language 
used  in  the  newspapers  that  has  no  place  in  the  vocabulary  of  a 
member  of  the  exchange,  but  you  will  readily  understand  why  I  ask 
them.  In  the  first  place,  is  it  not  the  opinion  and  judgment  of  the 
members  of  the  cotton  exchange — and  when  I  say  cotton  exchange, 
I  do  not  mean  the  building;  I  mean  its  membership;  its  actual,  Uving, 
constituent  members — do  they  not  condemn  what  has  generally  been 
called  ''bucket  shops,"  and  bucket-shop  transactions,  throughout 
the  entire  country  ? 

Mr.  Marsh.  They  do. 

Mr.  Sims.  And  have  always  used  their  influence  to  prevent  the  ex- 
istence of  those  instrumentalities  as  far  as  possible  ? 

Mr.  Marsh.  They  have. 

Mr.  Sims.  Thev  have  alwavs  desired  that  quotations  of  the  New 
York  Stock  Exchange  should  not  be  furnished  these  men  who  jire 
operating  the  bucket  shops  ? 

Mr.  Marsh.  Yes. 

Mr.  Sims.  Is  it  not  a  fact  that  about  all  the  States  in  the  Union, 
where  such  bucket  shops  were  operated,  have  passed  laws  against 
their  existence;  how  is  that?     I  do  not  know. 

Mr.  Marsh.  A  very  lai^e  number  of  States  have. 

Mr.  Sims.  There  are  some^States,  then,  I  suppose,  that  have  not? 

Mr.  Ma^rsh.  Most  of  the  Eastern  States  have,  and  the  Southern 
States  all  have. 

Mr.  Sims.  Is  it  possible  for  a  bucket  shop  to  be  operated  success- 
fully without  receiving  currently,  daily,  momentarily,  I  might  say,  by 
wire,  the  quotations  upon  the  New  York  Cotton  Exchange  or  some 
other  cotton  exchange  i 

Mr.  Marsh.  I  have  no  knowledge  of  what  is  possible  in  the  way  of 
a  bucket-shop  operation.     I  should  think  it  would  be  a  great  incon- 
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venience  to  a  bucket  shop  not  to  have  any  such  quotations  on'which 
to  base  its  own  quotations. 

Mr.  Sims.  The  fact  is,  I  never  was  in  one  in  my  Ufe  and  would  not 
know  one  if  I  was  to  meet  it  in  the  road;  I  know  it  from  the  descrip- 
tion given  and  what  is  charged  up  to  it.  If  the  current  use  of  the 
telegraph  were  denied  to  the  bucket  shops  every  day,  they  would 
naturall V  go  out  of  existence ;  could  not  exist  for  a  moment.  Is  it  not 
a  fact  tnat  the  transactions  of  the  proprietor,  or  whoever  was  oper- 
ating, the  actual  head,  in  buying  or  selling  cotton,  to  some  extent 
transactions  upon  the  New  York  Cotton  Exchange  upon  those  ex- 
changes would  be  restricted  ? 

Mr.  Marsh.  I  have  never  known  such  a  case,  sir. 

Mr.  Sims.  You  think  they  never  do  the  thing  in  that  way  ? 

Mr.  Marsh.  I  never  heard  of  a  case. 

Mr.  Sims.  I  am  asking  for  information;  I  am  not  making  a  charge. 

Mr.  Marsh.  I  have  never  known  that  to  be  done. 

Mr.  Sims.  I  thoroughly  agree  with  you  about  a  bucket  shop  being 
an  evil,  because  it  looks  to  me,  the  way  I  define  it,  as  simplv  oetting 
on  whether  the  quotations  on  the  New  York  Exchange  will  be  higher 
or  lower  than  the  current  quotations  at  the  time  the  trade  is  made. 
Therefore  I  call  them  gambling  transactions,  because  it  is  utterly  im- 
possible for  persons  to  deal  with  that  without  one  person  making  what 
the  other  person  loses.  If  there  are  transactions  conducted  on  the 
New  York  Exchange,  not  by  its  members,  but  by  outsiders,  or  what 
we  call  outsiders,  those  who  operate  through  members,  who  are  not 
members,  that,  in  effect  and  nature,  is  just  the  same;  I  mean  in  the 
results,  not  in  the  language  of  the  contract,  not  in  the  intention  of  the 

F^arty  to  speculate,  not  m  cotton,  but  in  futures,  in  contracts  for 
uture  delivery  of  cotton,  whereby  I  buy  to-day  a  future  from  Mr. 
Burleson  for  October;  I  do  not  mean  to  charge  that  Mr.  Burleson 
would  do  anything  of  that  sort;  I  am  only  using  this  for  illustration. 
It  is  a  long  time  to  October.  Fluctuation  is  against  me.  It  goes 
down  40  points,  and  I  give  an  order  to  do  what  you  gentlemen  call 
in  the  papers  ** covering;"  I  do  not  know  what  it  really  means.  If 
I  wire  you  to  cover  my  contract  which  Mr.  Burleson  holds,  and  I  lose 
40  points  and  the  commission  I  pay  he  has  made  it  absolutely,  so  far 
as  I  am  concerned,  and  so  far  as  lie  is  concerned,  so  far  as  it  has  gone, 
is  apparently  a  bucket  shop  transaction  in  the  effect  between  him 
and  me. 

ISt,  Marsh.  In  the  cash  result  it  is  the  same. 

Mr.  Sims.  That  is  it.  That  is  what  they  are  all  playing  for,  is  the 
cash. 

Mr.  Marsh.  But  in  the  mutual  obligations  which  you  entered  into, 
if  you  did  this  through  the  New  York  Cotton  Exchange,  the  difference 
is  immense.  In  the  mutual  obligations  which  you  entered  into 
through  the  New  York  Cotton  Exchange,  each  of  you  pledged  his 
entire  fortune  to  make  good  that  contract. 

Mr.  Sims.  I  understand  legally  that  I  would  have  to  do  that  if  it 
requires  it.  I  do  not  mean  that  your  contracts  are  illegitimate  in  the 
sense  of  being  illegal  or  nonenforceable,  but  I  am  speaking  about  the 
effect  of  the  business  on  the  country  at  large.  Mr.  Burleson  turns 
around  and  he  orders  his  contract  closed,  and  he  ^uits  the  market 
with  $400  of  my  money,  and  is  out  and  gone.  That  is  a  purely  specu- 
lative transaction — I  understand  you  call  it  that.     His  contract  may 
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be  sold  to  some  other  person,  and  backward  and  forward  that 
October  contract  for  a  thousand  bales  miffht  be  operated  in  a  hundred 
times,  with  the  result  that  every  man  who  has  handled  it  has  either 
lost  or  made  without  any  reference  to  the  value  of  cotton  in  October  or 
as  to  the  final  execution  of  that  contract.  What  we  want  to  do,  if  we 
know  ourselves  and  can  find  a  way  to  do  it,  if  possible,  by  le^slation, 
is  to  prevent  that  character  of  trading  where — I  say  intention;  I  do 
not  mean  corruptly  intending  not  to  comply  with  the  contract,  but 
really  delay  in  the  execution  of  it  and  the  possibility  of  fluctuations 
CTowing  out  of  it  between  the  date  made  and  the  date  of  execution. 
That  is  all,  if  I  understand,  the  cotton  man,  the  cotton  grower,  the 
spinner,  wants,  if  that  can  be  done.  I  understand  that,  so  far  as  the  kind 
of  transaction  here  possible  and  carried  on  in  the  exchange  or  through 
its  instrumentality,  it  may  never  know  a  thing  about  it — that  it  is  a 
pubUc  evil  just  as  much  as  betting  on  a  horse  race  would  be,  because 
somebody*  is  always  bound  to  lose  in  a  horse  race  what  the  other 
person  makes;  in  other  words,  it  does  not  encourage  industry,  it  does 
not  encourage  the  creation  of  wealth.  It  is  only  the  division  of  a 
certain  amount  of  money  between  parties  who  are  in  the  game.  I  do 
not  use  that  word  offensively,  because  I  believe  the  gentlemen  on  the 
exchange  use  it  themselves.  If  I  understood  you  the  other  day  I 
understood  you  to  say  that  if  I  sell  a  contract,  say,  now,  for  next 
February  cotton  in  New  York,  at  the  time  I  sell  not  intending  myself 
to  deliver  that  cotton,  it  would  be  a  fraud,  and  it  would  be  immoral 
upon  my  part  to  do  such  a  thin^  as  that.  To-day  I  understood  you  to 
say  in  eflFect  the  opposite,  that  if  I  intended  myself  to  sell  that  out  or 
take  a  counter  contract  from  somebody  else,  that  was  legitimate.  Is 
that  what  you  mean  ? 

Mr.  Marsh.  What  I  said  the  other  day  was  that  if  it  was  your 
intention  not  to  fulfill  the  terms  of  your  contract  when  you  entered 
into  it,  it  was  fraudulent. 

Mr.  Sims.  Do  you  mean  by  that  fulfill  it  through  myself,  or  through 
somebody  else  I  might  sell  it  to  ? 

Mr.  Marsh.  I  mean  your  personal  intention  to  fulfill  that  contract. 

Mr.  Sims.  By  actually  delivering  what  I  sell  six  months  ahead 
myself? 

Mr.  Marsh.  Is  that  the  only  way  in  which  men  in  business  fulfill 
their  contracts  ? 

Mr.  Sims.  If  my  personal  intention  is  to  repudiate  it  in  every  way 
possible,  when  I  make  a  contract  for  a  day  certain  arid  then  do  not 
expect  to  incur  the  liabilities  of  the  contract;  but  you  must  have 
understood,  at  least  it  is  natural  to  suppose  you  did,  what  I  mean  is 
that  we  are  speculating  in  contracts  and  not  in  cotton;  that  we  are 
investing  in  contracts  and  not  investing  in  cotton.  I  think  invest- 
ment speculations  are  always  good  things  for  the  property  invested 
in,  but  the  contract  is  not  property — ^it  may  be  potential  property;  I 
see  you  frown ;  I  suppose  that  is  what  you  mean.  Anything  is  property 
that  you  can  measure,  in  damages.  But  I  can  buy  100  Daies  of 
cotton,  and  I  can  keep  it  and  sell  it  to  the  chairman  of  the  committee 
for  a  aollar  profit,  x  ou  sold  it  to  me  for  what  it  was  worth  at  the 
time.  I  make  money  out  of  it.  He  can  sell  it  to  Mr.  Lever  and  make 
money,  and  Mr.  Lever  can  sell  it  to  Mr.  Beall  and  make  50  cents  profit. 
Evervbodv  who  has  touched  that  cotton  has  made  monev.     But  in 
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this  dealing  in  cotton  where  it  is  for  a  future  date,  future  month, 
where  the  contract  if  bought  and  sold  backward  and  forward,  up  and 
down,  according  to  the  fluctuations  of  that  contract  by  perhaps  50 
or  100  men  before  the  day  arrives,  that  there  are  sums  of  money 
made  bv  the  fortunate  ones  that  must  in  every  instance  be  lost  by 
the  unfortunate  ones.  Investment  speculation  in  spot  could  not, 
as  I  understand  it,  have  any  such  effect;  is  not  that  true? 

Mr.  Marsh.  Let  me  answer  that  by  describing  the  situation  of 
the  market  for  the  past  year,  up  to  the  Slst  of  December,  1909. 
Your  contention  is .  as  I  understand  it,  that  among  speculators,  pure 
and  simple,  in  so  lar  as  the  speculative  transactions  in  the  market 
are  concerned,  the  successful  speculators  simply  take  away  from  the 
unsuccessful  speculators,  Everybody  knows  that  for  a  year  past, 
steadily,  without  any  interruption,  there  was  large  speculation  in 
cotton. 

Mr.  Sims.  You  mean  contracts. 

Mr.  Marsh.  I  mean  both  cotton  and  contracts. 

Mr.  Sims.  But  more  largely  in  contracts  ? 

Mr.  Marsh.  Not  more  largely  in  contracts,  I  should  say,  because 
the  southerner  who  was  cut  off  from  entering  into  contracts  on  the 
exchanges  has  speculated  very  heavily  in  cotton.  But  leaving  that 
aside,  there  has  undoubtedly  been  very  heavy  speculation  in  cotton 
for  future  deUvery,  cotton  bought  or  contracted  for  for  future  delivery. 
During  the  course  of  the  year  1909  cotton  advanced  in  value  nearly 
100  per  cent.  The  speculators  who  early  in  the  year  had  bought 
contracts  for  the  future  deUvery  of  cotton  to  them  made  very  large 
sums  of  money.     I  have  yet  to  find  anybody  who  lost  a  cent. 

Mr.  Sims.  Now  you  mean  cotton;  you  do  not  mean  contracts. 

Mr.  Marsh.  I  mean  contracts. 

Mr.  Sims.  Do  you  mean  that  persons  who  boxight  contracts  in  that 
time  you  specify  from  other  persons  who  themselves  did  not  furnish 
the  cotton,  but  took  the  loss  on  their  contracts,  incurred  no  losses  t 

Mr.  Marsh.  I  did  not  say  from  persons  who  did  not  furnish  the 
cotton.  I  said  who  bought  contracts  from  other  persons  who  sold 
contracts. 

Mr.  Sims.  I  am  speaking  of  the  Cotton  Exchange  contracts,  not 
private  contracts,  individual  private  contracts. 

Mr.  Marsh.  I  can  illustrate  by  a  transaction  in  which  an  enormous 
profit  was  made,  in  all  probability,  and  in  which  that  profit  was  fur- 
nished by  a  party  who  did  not  lose  a  cent.  I  was  told  shortly  before 
the  turn  of  the  year  by  one  commission  merchant  in  the  market  that 
he  had  just  bought  in  for  a  continental  spot  merchant  200  bales  of 
futures  which  showed  a  loss  of  over  6  cents  a  pound,  over  $30  a  bale. 
That  spot  merchant  on  the  other  side  did  not  lose  a  cent.  He  had 
bought  that  cotton  away  back  when  cotton  was  around  8i  cents  a 

Eound,  and  he  had  sold  and  hedged  against  it  in  the  New  York  mar- 
et  and  carried  the  cotton  on  that  m  Havre.  Finally  he  found  a 
spinner  who  wanted  to  buy  that  cotton,  and  he  sold  the  cotton  to 
tne  spinner  and  covered  his  hedge  in  New  York,  and  the  money  which 
he  remitted  in  New  York  was  in  all  probability  turned  over  to  some 
successful  speculator.  I  simply  mention  that  as  a  case  that  happened 
to  come  to  my  attention,  that  was  mentioned  to  me  as  unusual  because 
of  the  length  that  that  hedge  had  been  allowed  to  remain  out.     But 
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the  advance  in  the  price  of  cotton  has  not  hurt  speculators  in  this 
country.  The  profits  of  speculators  on  the  bull  side  of  cotton  have 
not  come  out  or  speculative  shorts;  there  have  not  been  any  specu- 
lative shorts.  That  is  the  reason  why  the  market  broke  $15  a  bale, 
when  the  speculative  longs  tried  to  sell  out. 

Mr.  Sims.  How  can  there  be  a  long  without  a  corresponding  short 
exactly  the  same  amount  in  the  same  month,  and  yet  their  trades  be 
made  according  to  the  rules  of  the  New  York  Stock  Exchange  ?  In 
other  words,  are  they  not  always  absolutely  balanced,  that  there  is 
as  much  sold  as  bouj^ht,  and  as  much  bought  as  sold,  in  futures  ? 

Mr.  Marsh.  Exactly. 

Mr.  Sims.  Now,  then,  our  short  supply  of  contracts  close  for  the 
month  of  delivery,  say,  for  instance,  snorts  in  October  that  existed 
in  January  are  all  closed  out  during  January,  both  longs  and  shorts. 

Mr.  Marsh.  How  is  that  ? 

Mr.  Sims.  Let  us  suppose  that  all  the  dealings  that  existed  in  the 
October  month  that  were  made  in  January,  from  the  first  to  the  last, 
between  the  oririnal  parties,  were  closed  out  during  that  month. , 

Mr.  Marsh.  During  January  ? 

Mr.  Sims.  Yes. 

Mr.  Marsh.  That  is  an  impjossible  proposition. 

Mr.  Sims.  I  know  perhaps  impossible;  I  do  not  think  it  is  impos- 
sible. 

Mr.  !Marsh.  It  is  like  supposing  what  would  happen  if  two  and  two 
make  five. 

Mr.  Sims.  I  think  you  will  get  at  it,  though  I  do  not  think  it  is 
necessary  to  explain  it  to  you,  though  it  might  be  necessary  to  have  it 
in  the  hearings.  In  December  there  is  a  large  amount  of  cotton 
bought  and  sold  for  July  delivery  ? 

Jfi.  Marsh.  Yes,  sir. 

Mr.  Sims.  In  January  these  original  parties,  the  sellers  all  buy  in 
their  contracts  and  quit,  take  their  loss,  and  the  buyers  the  same  wav; 
but  in  the  month  of  January  you  have  not  a  single  man,on  your  books 
for  Jidy  contracts.  I  do  not  mean  you  will  not  have  July  contracts, 
but  of  the  original  dealers  vou  will  not  have  one  on  your  books  in 
Januarr.  How  is  it  that  all  those  dealers  who  made  their  deeds  in 
December  and  went  out  in  Januarv  can  all  make  money  ? 

Mr.  Marsh.  In  the  first  place,  let  us  take  the  place  of  the  people 
who  in  December  sold  Octooer. 

Mr.  Sims.  Can  you  not  take  it  the  way  I  did  t  All  these  contracts 
must  close  in  January  that  were  made  in  December,  by  the  same 
parties. 

Mr.  Marsh.  That  is  something  that  never  has  happened  since 
cotton  trading  was  begun. 

Mr.  Sims.  Could  it  not  happen  ? 

Mr.  Marsh.  No,  sir. 

Mr.  Sims.  Why  ?    Explain  why. 

Mi.  Marsh.  Any  more  than  a  man's  heart  can  stop  beating  without 
his  dying. 

Mr.  Sims.  Do  you  mean  if  I  sell  or  buy  cotton  for  July  delivery  in 
December  I  can  not  sell  it  out  in  January  ? 

Mr.  Marsh.  Certainly  you  can  sell  it  out. 
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Mr.  Sims.  Then,  if  a  man  sold  a  contract  for  July,  why  can  not  he 
buy  it  in  January  ? 

Mr.  Marsh.  Certainly  he  can. 

Mr.  Sims.  You  just  announced  a  minute  ago  that  was  impossible. 

Mr.  Marsh.  I  did  not  say  that  was  impossible.  I  saia  it  was 
impossible  as  the  cotton  busmess  exists  for  all  the  buyers  of  July  to 
seji  out  in  January  and  all  the  sellers  of  July  to  biiy  in  in  January. 

Mr.  Sims.  That  is  only  begging  the  question,  if  I  understand  it. 

Mr.  Marsh.  No,  sir;  I  do  not  want  to  beg  the  question. 

Mr.  Sims.  I  mean  individuals  who  in  December  buy  July,  those 
individuals  changed  and  got  their  cotton  contracts  into  the  nands  of 
other  people  in  January. 

Mr.  MARSH.  I  did  not  understand  your  question.  I  must  beg  your 
pardon.  I  did  not  understand  what  your  point  was.  I  understood 
you  to  mean  that  the  original  buyers  of  July  and  the  original  sellers 
of  July  would  get  together  in  January  and  close  out. 

Mr.  Sims.  Oh,  no;  I  meant  that  they  are  selling  out  and  buying 
out.  How  is  it  possible  for  them  all  to  go  out,  long  and  short,  and 
all  get  out  of  the  market  in  January,  without  a  loss  to  a  number  of 
those  dealers  ? 

Mr.  Marsh.  First,  the  case  you  suppose  actually  never  has  hap- 
pened and  never  will  happen. 

Mr.  Sims.  Can  it  not  happen  to  some  extent,  whether  it  is  all  or 
not? 

Mr.  Marsh.  To  some  extent,  yes. 

Mr.  Sims.  Then  it  is  possible. 

Mr.  Marsh.  But  let  me  draw  your  attention  to  the  practical 
method  of  .conducting  the  hedging  operations  of  a  spot  merchant. 
If  a  spot  merchant  has  a  thousand  bales  of  cotton  which  he  buys  in 
December  and  which  he  has  in  Galveston  or  Bremen  or  somewhere  in 
the  world,  and  sells  a  thousand  bales  of  July  as  a  hedge  against  it, 
which  is  a  very  common  operation,  if  in  January  he  has  not  yet  sold 
the  cotton,  has  not  yet  sold  the  cotton  to  a  spinner  and  bought  in 
his  hedge,  but  he  makes  up  his  mind  that  he  does  not  like  to  be  short 
of  the  July  contract  as  a  nedge  and  wants  to  be  hedged  somewhere 
else,  and  buys  in  July  in  January,  but  sells  March  or  sells  May,  or 
sells  May-June,  in  Liverpool 

Mr.  Sms.  You  mean  buys  it  in  at  a  loss? 

Mr.  Marsh.  Yes,  sir;  certainly. 

Mr.  Sims.  Who  has  got  that  loss  ? 

Mr.  Marsh.  It  may  nave  been  got  by  a  speculative  long;  but  mind 
you,  the  spot  man  has  not  lost  anything  yet. 

Mr.  Sims.  I  am  talking  about  transactions  that  are.  in  their  nature 
and  effect,  wagers,  gambling,  artificial  transactions,  tnat  are  made  in 
advance,  closed  out  in  advance  of  the  month  upon  which  delivery 
could  be  made. 

Mr.  Marsh.  Let  me  put  this  case,  and  see  if  it  clears  the  matter 
up  at  all.  I  buy  100  bales  of  cotton  in  December  and  sell  100  bales 
ot  July  contracts  as  a  hedge.  The  market  goes  up  $3  a  bale.  In 
January  I  make  up  my  mind  that  I  would  rather  be  hedged  some- 
where else  rather  than  in  July.  I  buy  in  my  January,  and  my  account 
sales  come  in  from  my  cx)mmission  house  (lebiting  me  with  $300. 

Mr.  Sims.  Charging  you  up  with  it  ? 
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Mr.  Mabsh.  Instead  of  selling  July  I  sell  March.  I  have  already 
been  debited  and  somebody  is  credited. 

Mr.  Sims.  With  the  $300? 

Mr.  Marsh.  With  the  $300;  but  I  still  have  mj  cotton.  A  few 
days  later  I  make  up  my  mind  that  rather  than  having  March  sold  in 
New  York  I  will  sell  March-April  for  Liverpool.  Meanwhile  the  mar- 
ket has  gone  up  $2  a  bale  more.  I  buy  in  my  March  contracts  in 
New  YorK  and  am  again  debited  with  $200. 

Mr.  Sims.  Five  hundred  dollars  there. 

Mr.  Marsh.  But  I  again  sell  my  contracts  in  Liverpool.  Three 
weeks  later  I  may  make  up  my  mind  again  that  I  would  rather  hed^e 
in  May  in  New  lork  than  in  March-April  in  Liverpool.  Again  the 
market  has  gone  up  and  I  am  debited  with  a  loss  of  $300  on  my 
Liverpool  transaction,  and  sell  May  in  New  York.  I  may  do  that, 
not  once  or  twice,  but  twenty  times,  and  be  debited  on  every  one  of 
those  transactions  and  still  I  have  not  lost  any  money. 

Mr.  Sims.  Did  that  fellow  make  it  who  got  the  $800  ? 

Mr.  Marsh.  He  made  it  if  he  was  a  speculator;  he  did  not  make  it 
if  he  was  a  spinner  or  a  merchant. 

Mr.  Sims.  1  am  talking  about  speculators. 

Mr.  Marsh.  If  he  was  a  speculator  he  made  it;  if  he  was  a  spot 
merchant  or  a  spinner  he  did  not. 

Mr.  Sims.  Then  that  proves,  if  I  understand  the  way  you  answer, 
that  in  the  very  operation  you  have  mentioned,  having  operated  in 
months  and  closecl  or  changed  your  operations  before  those  months 
arrived,  there  was  a  loss  of  $800  to  you,  which  became  a  profit  of 
$800  to  another  party,  without  any  reference  whatever 

Mr.  Marsh.  It  he  was  a  speculator  it  was  a  profit  of  $800. 

Mr.  Sims.  That  does  not  make  any  difference  who  he  was. 

Mr.  Marsh.  Yes  it  does.  If  he  was  a  spot  merchant  he  did  not 
make  it. 

Mr.  Sims.  Whvf 

Mr.  Marsh.  Because  he  had  akeady  sold  to  a  spinner  at  a  lower 

i)rice.  So  what  he  was  making  on  future  contract,  his  hedge,  he  was 
osing  on  what  he  sold  to  the  spinner. 

Mr.  Sims.  You  assume  he  did. 

Mr.  Marsh.  I  know  he  did. 

Mr.  Sims.  Can  not  a  spot  merchant  speculate  as  well  as  an  outsider  ? 

Mr.  Marsh.  If  he  does  he  is  a  speculator. 

Mr.  Sims.  He  is  that,  of  course;  but  he  is  a  spot  merchant,  too. 
You  have  proven,  and  I  am  glad  you  did,  because  you  are  candid — 
you  have  snown  that  the  dealmg  in  futures  is  attended  with  a  loss  by 
one  party  and  a  profit  by  the  other  party  in  advance  of  the  day  of 
deUvery,  in  adVance  of  tne  execution  of  that  contract,  without  any 
reference  whatever  to  the  final  outcome  of  that  contract.  That  is  the 
very  thing,  if  we  can  do  it,  that  we  want  to  eliminate,  and  why? 
When  a  man  can  make  money  by  speculating  on  contracts  six  montns 
or  a  year  before  contracts  are  to  be  executed,  it  tempts  the  party  who 
can  do  that  in  doing  just  what  man  has  always  done,  try  to  create  a 
sentiment  for  or  against  the  side  he  is  on,  and  in  that  way  affecting 
temporarily,  if  not  permanently,  the  price,  by  way  of  sentiment  or 
otherwise,  of  those  who  are  buying  and  selling  at  tne  time.  That  is 
what  we  want  to  eliminate,  and  if  the  New  York  Cotton  Exchange 
can  do  that  through  their  own  rules  and  yet  retain  an  exchange  that 
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will  answer  all  legitimate  purposes^  I  for  one  am  ready  to  join  you 
in  that. 

Mr.  Marsh.  I  would  like  to  say  in  answer  to  that,  that  I  can  not 
conceive  of  a  course  better  calculated  to  make  the  United  States  a 
nation  of  serfs,  or  peasants,  of  persons  without  any  enterprise,  with- 
out capacity  for  forward  movement  of  any  kind  or  description,  than 
successfully  to  put  into  effect  the  legislation  which  you  say  you 
desire. 

Mr.  Sims.  That  bill  may  be  a  bad  one;  I  am  not  the  author  of  it;  I 
do  not  know.  All  of  them  may  be  bad.  That  is  what  I  am  trying 
to  find  out,  what  is  the  sort  of  bill  we  want.  Now,  Mr.  Marsh,  is 
there  not  a  class  of  traders  on  the  floor  of  the  exchange  who  are 
termed,  generally,  *' scalpers/'  who  as  a  rule  buy  in  and  out  and  sell 
in  and  out  every  day,  as  a  rule  do  not  go  long  or  short  beyond  twenty- 
four  hours  or  a  very  few  days  ?  There  is  a  class  of  dealers  referred 
to  in  the  papers  as  ** scalpers,''  is  there  not? 

Mr.  Marsh.  There  are  members  of  the  exchange,  yes,  who  specu- 
late during  the  day. 

Mr.  Sims.  In  that  way,  temporarily,  from  day  to  day  t 

Mr.  Marsh.  Yes. 

Mr.  Sims.  Is  it  not  evident  to  anybody  that  those  gentlemen  do 
not  have  in  their  minds  any  intention  to  deUver  the  cotton  that  they 
speculate  in  every  twenty-four  hours,  six  months  afterwards  ?  If 
tney  did  they  would  keep  what  they  bought,  would  they  not? 

Mr.  Marsh.  I  again  seem  to  come  up  against  a  blank  stone  walL 
Every  one  of  those  men,  members  of  the  New  York  Cotton  Exchange, 
enters  into  a  contract  with  full  legal  and  moral  obligations  attached 
to  it.  It  is,  and  has  always  been,  regarded  as  the  right  of  every 
American  citizen  so  to  do,  and  a  member  of  the  New  i  ork  Cotton 
Exchange  does  it. 

Mr.  Sims.     That  answers  it. 

Mr.  Burleson.  Do  I  imderstand  by  your  answer  that  they  do  not 
make  those  ? 

Mr.  Sims.  He  says  they  do.  They  buy  and  sell  out  every  day; 
do  what  is  called  ''scalping."  Is  it  not  sometimes  the  case  that 
there  is  a  large  number,  Mr.  Sidly,  Mr.  Brown,  or  anybody — I  men- 
tion those  because  they  are  generally  known — who  are  running  what 
you  call  a  campaign  t  The  day  is  approaching  for  deUvery,  the  spot 
month  is  conung  to  hand,  the  contract  month  is  coming  aroimd. 
The  papers  frequently  say — it  is  published  right  there  in  New  York — 
that  the  shorts  settled  with  Mr.  Sully  on  the  outside.  What  does 
that  mean  ?  That  does  not  mean  they  settled  through  the  ordinary 
channels  of  the  cotton  exchange,  does  it  ? 

Mr.  Marsh.  I  have  heard  of  those  settlements. 

Mr.  Sims.  Are  there  not  such  settlements  ?    Is  it  all  false  report  ? 

Mr.  Marsh.  I  dare  say  there  are.  I  can  not  say  there  are  not. 
I  hear  of  them  as  takmg  place.  I  see  in  the  newspapers  that  they 
have  taken  place.  They  are  generally  as  elusive  as  the  Irishman  s 
flea,  but  the  newspapers  love  dearly  to  report  that  so-and-so  has  won 
out  and  made  a  settlement  with  so-and-so. 

Mr.  Sims.  Let  me  state  what  occurred  and  what  I  saw  myself,  and 
ask  you  to  explain  it.  I  happened  to  be  in  New  York  once  when  the 
condition  report  of  the  Government  was  about  to  come  out.  It  was 
in  the  first  part  of  September  or  October.     I  was  in  a  banking  house 
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and  a  gentleman  came  up  from  the  floor  of  the  exchange.  I  do  not 
know  that  he  was  a  member.  He  had  formerly  been  a  member  of 
the  New  Orleans  Cotton  Exchange.  They  were  ifuessing  around  and 
talking  among  themselves  as  to  what  the  condition  report  would  be 
and  what  it  would  mean.  If  it  was  a  certain  figure  it  would  be  very 
''bullish/'  if  it  was  a  certain  other  it  would  mean  nothing,  and  if  it 
was  a  certain  other  it  would  be  ^  *  bearish.''  They  were  tallang  among 
themselves,  dealers,  men  who  were  there  I  suppose  for  that  purpose, 
and  this  gentleman  who  came  over  from  the  cotton  exchange — ^he 
said  he  did,  I  do  not  know  whether  he  did  or  not — said:  '^Grentlemen, 
I  have  the  *dope'  to  this  effect,  that  it  does  not  matter  what  the 
government  report  of  the  condition  is,  they  (referring  to  the  cotton 
exchange)  are  going  to  sell  the  market.  They  are  going  to  sell  it 
no  matter  what  the  report  is."  He  made  that  statement.  I  don't 
know  whether  it  was  true  or  not.  He  was  not  a  member  of  the  New 
York  Cotton  Exchange.  He  had  formerly  been,  though,  of  the  New 
Orleans  Cotton  Exchange.  He  said:  **The  ^dope'  is  from  down 
there" — pointing  in  that  direction — this  was  up  on  Wall  street  where 
I  was,  and  he  said:  ^^The  'dope'  is  they  are  going  to  sell  the  market, 
it  does  not  matter  what  the  report  is."  Another  gentleman  stand- 
ing by,  who  was  watching  the  ''tape" — I  do  not  know  what  function 
he  had — said:  "They  are  going  to  fill  them  up."  I  am  giving  you 
the  language.  I  don't  know  what  it  meant.  We  were  aD  standing 
there  waiting.  The  report  came  out.  It  was  ' '  bullish,"  even  bevond 
the  guesses  that  had  been  made.  The  ticker  began  to  show  a  rapid  ner- 
vous advance,  and  it  went  up  and  up  and  up,  some  thirty  points,  and 
then  down  it  went,  on  the  toboggan  slide,  and  this  gentleman  explained 
that  there  were  many  men  who  were  operating  on  the  exchange  who 
were  committed  to  deliveries  in  Octooer  to  permit  an  advance  of 
the  future  market  right  in  front  of  large  spot  deliveries.  That  was 
what  was  said  in  my  presence.  I  heard  every  word  of  it,  and  one 
gentleman  was  a  member  of  the  cotton  exchange,  the  banking  man. 
vVhat  did  they  mean  by  selling  the  market  regardless  of  the  report, 
and  filling  them  up?  Was  that  not  all  artincial  and  contrary  to 
natural  causes  ? 

Mr.  Mabsh.  I  should  say  it  was  not  only  artificial,  but  untrue. 

Mr.  Sims.  I  can  give  you  the  gentleman's  name;  you  may  know 
him  personally. 

Mr.  Marsh.  I  wish  you  would. 

Mr.  Sims.  I  will  be  glad  to  give  you  his  name,  but  I  will  give  it  to 
you  privately;  I  would  not  want  it  to  go  in  the  hearings.  But  you 
say  tnat  was  not  true  ? 

Mr.  Mabsu.  It  seems  to  me  as  near  like  a  fish  story  as  I  have 
heard  for  several  days. 

Mr.  Sims.  Exactly  what  he  said,  and  what  "they,"  referring  to 
the  stock  exchange,  believed  would  happen,  took  place,  the  most 
"bullish"  report — more  "bullish"  than  was  estimated  by  the  most 
extreme — was  published,  and  the  market  suddenly  went  up  for  a  few 
minutes,  and  then  went  on  down  and  down  and  down. 

Mr.  Mabsh.  One  of  the  things  that  people  in  New  York  learn — 
and  it  makes  us  a  little  cynical 

Mr.  Sims.  These  were  New  York  men  I  am  talking  about. 

Mr.  Mabsh  (continuing).  As  years  go  by,  is  that  everything  that 
happens  in  the  cotton  market  must  have  a  personal  explanation  in 
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order  to  be  interesting.  These  newspapers  that  Mr.  Lever  brings 
here — the  reporters  of  those  newspapers  think  that  in  order  to  maKO 
their  reports  of  the  market  interesting,  they  must  give  all  their  infor- 
mation a  personal  appearance;  that  they  must  say  that  so  and  so 
was  operating  heavily  on  this  side,  and  so  and  so  was  operating 
heavily  on  that  side,  when,  as  a  matter  of  fact,  there  is  absolutely 
nothing  in  it  at  all  Anybody  who  trusts  that  kind  of  a  statement 
passed  around  might  just  as  well  trust  the  New  York  Journal. 

Mr.  Sims.  Although  the  market  seems  to  have  gone  exactly  as  the 
*'dope''  was  given  out  it  would  go. 

Mr.  Marsh.  The  market  some  times  goes  according  to  the  "dope," 
and  sometimes  it  does  not. 

Mr.  Sims.  You  are  coming  to  the  point;  it  sometimes  goes  accord- 
ing to  the  '*dope."  Is  it  not  to  the  interest  of  a  large  number  of 
speculators — call  them  whatever  you  please — to  give  out,  encourage, 
and  even  manufacture  '*dope''  to  affect  the  future  market,  and  does 
that  not  correspondingly,  or  to  some  extent,  affect  the  spot  market  I 

Mr.  Marsh.  No  'Mope''  that  is  not  true  can  affect  the  price  of 
cotton  for  more  than  a  few  hours  at  the  outside. 

Mr.  Sims.  Is  not  a  few  hours  enough  to  ruin  a  good  many  people 
who  are  betting  on  the  market  ? 

Mr.  Marsh,  rf o,  sir. 

Mr.  Sims.  Have  you  not  seen  men  wiped  out  in  an  hour,  their  mar- 
gin gone?     I  do  not  mean  Uterally  brofee. 

A&.  Lever.  Right  on  that  very  point,  you  say  that  no  ''dope"  can 
affect  the  market  ? 

Mr.  Marsh.  No  "dope"  that  is  imtrue. 

The  Chairman.  Bevond  a  few  hours,  he  said. 

Mr.  Lever.  No  "elope"  that  is  imtrue  can  affect  the  market 
beyond  a  few  hours.  Let  us  take  the  illustration  of  Mr.  Hubbard.  He 
sends  his  market  letter  to  every  paper  in  my  State;  he  is  believed  in 
down  there.  Suppose  he  gives  the  people  of  the  State  of  South  Caro- 
lina to  understand  that  the  strong  probabiUty  is  that  the  market  is 
boimd  to  go  up  within  a  period,  and,  as  a  result  of  that,  a  number  of 
South  CaroUnians  buy  cotton  on  the  strength  of  his  report  or  his  sug- 
gestion. Would  not  that  affect  the  market?  Does  not  the  market 
respond  to  buying  and  selling? 

Mr.  Marsh.  It  certainly  does;  but  I  said  for  more  than  a  few 
hours. 

Mr.  Sims.  Right  in  that  connection,  then,  that  "dope"  I  heard 
given  out  was  true,  from  the  fact  that  it  affected  the  market  for  a 
month  afterwards. 

Mr.  Marsh.  That  was  not  what  affected  the  market  for  a  month, 
Mr.  Sims;  that  was  not  what  affected  the  market  that  month.  The 
market  was  affected  by  cotton  for  sale  and  cotton  to  buy. 

Mr.  Sims.  What  do  you  think  of  the  reason  given,  that  they  wanted 
to  buy  spot  cotton  in  September  and  October  so  they  could  not 
afford  to  let  the  future  market  go  up,  therefore  they  put  their  future 
contracts  on  the  market  in  order  to  make  spots  cheaper  ? 

Mr.  Marsh.  I  think  it  is  the  greatest  nonsense  I  ever  heard. 

Mr.  Sims.  Yet  it  worked  out  all  right. 

Mr.  Marsh.  No,  sir;  it  did  not. 

Mr.  Sims.  They  got  their  cotton  lower. 


Digitized  by  VjOOQ IC 


PREVENTION   OF  DEALING  IN  FUTURES.  229 

Mr.  Marsh.  Then  they  sold  their  hedges  lower.  If  cotton  went 
down,  as  you  say  it  did,  for  a  month,  then  when  these  gentlemen 
bought  their  cotton  in  September  and  in  October,  they  sold  their 
hedges  lower.  It  did  not  affect  the  spot  merchant  at  all.  There  is  no 
motive  for  a  spot  merchant  to  try  to  get  the  market  down. 

Mr.  Sims.  I  am  talking  about  speculators,  men  who  operate  on 
your  exchange  or  through  its  instijumentMities  and  i)ower8.  I  want 
to  ask  Mr.  Marsh,  because  he  is  practical,  and  I  mi^ht  say  profes- 
sional—this is  not  a  proposition  which  I  am  advocating,  but  it  has 
been  discussed — could  there  be  a  tax  levied  by  the  Imited  States 
Government  upon  future  contracts  for  cotton  on  the  New  York 
Stock  Exchange  of,  say,  one  or  two  or  three  dollars,  or  any  arbitrary 
amount,  per  bale,  collected  when  the  purchase  and  sale  are  made,  bv 
a  revenue  agent  right  there,  a  record  Kept,  and  then  when  the  month 
comes  around,  the  purchaser  qf  that  contract,  or  whoever  takes 
delivery  of  that  contract— not  necessarily  that  it  should  be  between 
the  original  parties — ^receives  back  the  money  paid  as  a  tax  less  10 
cents  a  bale;  would  such  discriminatory  tax  as  that  eliminate  the 
speculator  to  whom  we  have  just  referred,  and  yet  retain  all  the  bene- 
fits of  the  market  to  the  merchant  or  the  purchaser,  or  whoever  has  a 
real  interest  in  the  market  for  ax^tual  cotton  ?  Is  it  possible  for  such 
a  scheme  to  work  as  I  have  indicated  ? 

Mr.  Marsh.  A  contract  for  the  delivery  of  cotton  in  New  York  is 
no  different  from  a  contract  for  the  delivery  of  cotton  in  Memphis, 
Tenn.,  or  a  contract  for  the  delivery  of  cotton  in  Atlanta,  Ga.,  or  a 
contract  for  the  delivery  of  cotton  m  Galveston,  Tex.  I  believe  we 
are  guaranteed  that  no  tax  laid  by  the  Government  of  the  United 
States  shall  be  discriminatory.  You  can  not  draw  a  law  taxing 
contracts  for  future  deUvery  in  New  York  that  will  not  apply  to 
every  contract  for  the  future  deUvery  of  cotton  in  every  marKet  in 
the  United  States. 

Mr.  Sims.  We  can  limit  it  to  exchanges,  trades  made  in  exchanges. 

Mr.  Marsh.  No,  sir. 

Mr.  Sims.  We  can  tax  such  transactions — it  has  been  done,  has  it 
not? 

Mr.  Marsh.  It  was  acceded  to  by  the  exchange  during  the  Spanish- 
American  war,  but  no  member  of  the  exchange,  and  no  lawyer  con- 
nected with  the  exchange,  had  any  doubt  whatever  as  to  the  absolute 
unconstitutionality  of  this  act. 

Mr.  Sims.  You  are  getting  away  from  what  I  am  asking.  Take 
it  that  it  is  legal.  If  it  could  be  put  in  practical  operation,  would  it 
eliminate  the  pure  speculator,  who  will  have  tne  temptation  to 
falsify  facts  in  order  to  make  money  out  of  the  contracts  oefore  the 
date  of  the  execution  of  the  contract  arrives,  so  as  to  avoid  the  injury 
that  such  transactions  may  cause,  if  any,  upon  the  real  commercial 
conditions  of  the  cotton  industry  of  any  kmd  or  character?  Is  it 
practicable?  Could  it  be  carried  out?  You  know  Mr.  Smith  refers 
to  that. 

Mr.  Marsh.  I  do  not  know  what  might  be  carried  out. 

Mr.  Sims.  Say  it  is  lawful,  could  it  be  administered,  and  would 
it  have  the  effect  of  eliminating  purely  speculative  transactions  ? 

Mr.  Marsh.  I  do  not  see  how  i  can  answer  that. 
'  Mr.  Sims.  I  did  not  know  but  what  you  could  give  an  opinion. 
I  am  not  advocating  such  a  law,  but  it  is  suggested  by  Mr.  Smith, 
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and  I  wanted  your  opinion  as  a  practical  man  to  say  whether  such  a 
thing  could  be  done  and  what  the  effect  would  be.  The  present  bill 
does  not  deal  with  that  subject  at  all. 

Mr.  Hubbard.  Mr.  Chairman,  may  I  ask  the  witness  one  Question  f 

Mr.  Burleson.  I  have  a  few  other  questions  if  Mr.  Marsh  is 
through. 

Mr.  Hubbard.  My  question  was  just  this,  Mr.  Chairman,  and  you 
can  submit  it  or  not,  as  you  see  fit,  the  question  as  to  the  benefit  of 
the  speculator  to  mankmd  and  the  cotton  trade  in  general.  The 
effect  of  this  ruling  upon  contracts  has  been  passed  upon  by  the 
Supreme  Court,  anaMr.  Marsh  has  the  decision  there,  and  the  remarks 
of  the  presiding  justice.     I  think  I  would  like  to  have  him  read  it. 

Mr.  jBurleson.  Do  you  mean  Christie  against  the  Board  of  Trade 
of  Chicago  ? 

Mr.  Hubbard.  Yes. 

Mr.  Burleson.  We  are  familiar  with  that. 

Mr.  Marsh.  If  the  members  of  the  committee  would  permit,  I 
should  like  to  submit  this  for  the  record. 

The  Chairman.  If  you  have  a  brief  statement  of  it  there,  you  can 
just  append  it  to  the  nearing. 

(The  decision  referred  to  will  be  found  in  the  appendix.) 

Mr.  Burleson.  Mr.  Chairman,  I  have  just  a  few  questions  I  want 
to  ask  Mr.  Marsh,  but  before  I  ask  him  any  question  at  all  I  want  to 
inquire  this:  The  other  day,  when  you  started  your  testimony,  Mr. 
Marsh,  you  covered  one  phase  of  the  question  and  then  expressed  a 
willingness  to  submit  to  interrogation. 

Mr.  Marsh.  Yes,  sir. 

Mr.  Burleson.  There  are  certain  phases  of  this  question  which  I 
should  like  to  interrogate  you  about  and  which  you  have  not  touched 
at  all. 

Mr.  Marsh.  Yes,  sir. 

Mr.  BuiiLEsoN.  Do  I  understand  that  you  have  concluded  your 
presentation  of  this  matter  to  the  committee  ? 

Mr.  Marsh.  I  was  hoping,  Mr.  Chairman,  ^o  have  an  opportunity 
to  make  another  comparatively  brief,  general  statement  in  regard  to 
certain  other  aspects  of  the  question,  and  then  once  more  to  be  cross- 
examined  upon  that. 

The  Chairman.  Can  you  state  briefly  the  aspects  you  would  like  to 
discuss  ? 

Mr.  Marsh.  I  wished  in  particular  to  state  to  the  committee 

Mr.  Burleson  (interruptmg) .  Advantages  of  the  fixed  differences ! 

Mr.  Marsh.  That  was  mcidental. 

Mr.  Burleson.  And  the  range  of  grades  deliverable  under  the 
contracts  ? 

Mr.  Marsh.  Yes.  To  discuss,  in  short,  the  report  of  the  Com- 
missioner of  Corporations  and  the  action  which  the  New  York  Cotton 
Exchange  has  entered  upon  as  a  result  of  that  report.  It  is  rather  late 
for  me  to  start  upon  that  this  afternoon. 

Mr.  Burleson.  As  I  understand  it,  Mr.  Chairman,  that  is  the  very 
crux  of  this  matter,  and  I  would  prefer  for  Mr.  Marsh  to  conclude  what 
he  desires  to  say  upon  those  two  subjects  before  I  cross-examine  him. 
My  cross-examination  is  going  to  be  very  brief,  but  I  would  like  to 
have  him  conclude  what  he  has  to  say. 
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Mr.  Sims.  Mr.  Marsh  is  undoubtedly  tired,  and  we  ought  to  let  him 
go  over  until  morning. 

The  Chaibman.  Can  you  give  us  an  idea  about  how  long  it  will 
take  you  to  conclude  ? 

Mr.  Marsh.  I  should  say  fifteen  or  twenty  minutes,  but  I  should 
much  prefer,  if  the  chairman  will  permit  me,  to  make  that  statement 
in  the  morning. 

The  Chaibman.  We  realize  you  have  had  a  long  siege  this  after- 
noon, and  we  certainly  do  not  want  to  impose  upon  your  good  nature, 
and  I  think,  then^  we  will  adjourn  now. 

Mr.  ]^£arsh.  Will  the  chairman  permit  me  to  make  one  brief 
statement  to  the  committee;  it  will  not  take  long?  My  reason  for 
asking  this  pertnission  is  that  on  Friday  evening,  after  having  already 
spoken  to  the  committee,  a  member  of  the  committee  rather  charged 
me  with  juggling  with  words  in  what  I  had  said  to  the  committee. 
This  charge  was  not  made  in  any  captious  or  unpleasant  way,  but 
this  member  of  your  committee  said  to  me  that  what  I  had  said 
to  the  committee  in  regard  to  the  method  of  delivering  cotton  in 
fulfillment  of  these  contractual  obligations  which  had  been  entered 
into  seemed  to  him  to  be  nothing  but  juggling  with  words.  Natur- 
aUy  I  was  somewhat  disturbed  at  havmg  made  that  impression.  I 
assured  the  member  of  the  committee  that  what  I  have  said  was,  to 
the  best  of  my  knowledge  and  belief,  actually  and  specifically  exact; 
that  perhaps  the  appearance  of  juggling  with  words  which  he  felt 
my  remarks  bore  was  due  to  the  very  fact  that  I  was  using  words  as 
specifically  and  exactly  as  I  knew  how,  but  I  certainly  should  feel 
very  great  regret  if  members  of  the  committee  should  have  the 
impression  that,  in  describing  the  method  of  fulfilling  this  multi- 
plicity of  contractual  obligations  which  the  operation  of  hedging 
gives  rise  to,  I  was  juggling  with  words.  Perhaps  my  pride  was 
touched  a  little  bit  by  tne  fact  that  this  member  of  your  committee 
said  he  did  not  see  why  a  stock  of  bricks  would  not  do  just  as  well 
to  fulfill  these  contractual  obligations  as  a  few  thousand  bales  of 
cotton  in  the  port  of  New  Yonj.  I  have  been  thinking,  more  or 
less,  a  good  deal  about  this  suggestion  or  criticism  of  my  remarks 
since  the  meeting  of  the  comimttee,  and  I  have  been  anxious  to 
find  some  way  to  make  clear  to  the  members  of  the  committee  that 
these  contractual  obligations  which  are  fulfilled  in  the  way  in  which 
I  described  are  in  every  legal  and  moral  sense  of  the  word  fulfilled, 
and  fulfilled  with  actual  cotton. 

May  I  venture  to  caU  the  attention  of  members  of  the  committee 
to  the  fact  that  this  system  of  future  trading,  which,  as  Mr.  Lever 
very  properly  elicited  from  me,  began  in  a  speculation  mainly  in 
Liverpool,  gradually  developed  into  something  a  great  deal  wider 
and  economically  more  important  than  speculation.  One  of  the 
difficulties  which  we  have  to  overcome  in  explaining  this  matter  is  that 
the  political  economists  who  have  discussed  the  (question  of  speculation 
and  of  hedging  have  got  it  in  its  past,  in  its  still  undeveloped  sta^e, 
and  if  you  reaa  Mr.  Emory,  for  instance,  whose  treatise  on  speculation 
on  the  stock  and  OTain  exchanges  of  the  United  States,  or  produce 
exchanges  of  the  United  States,  is  perhaps  as  much  quoted  as  any 
other  treatise  on  the  subject,  you  wul  find  that  Professor  Emory,  of 
Yale  University,  has  got  this  trading  in  futures  in  its  early  stages, 
and  has  interpreted  it  in  accordance  with  what  men  then  thought  it 
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was;  because,  unquestionably,  in  its  early  stages  the  whole  theory  was 
that  this  hedging  gave  an  opportunitv  to  unload  the  risks  of  the 
merchant  upon  a  distinct  speculative  class.  You  will  find  in  all  the 
treatises  on  that  subject,  all  the  works  of  the  political  economists,  that 
that  is  what  they  sa^,  that  trading  in  futures  affords  the  merchant  an 
opportunity  to  get  rid  of  his  rislS  and  throw  them  on  a  speculative 
class.  And  I  may  say  that  Mr.  Herbert  Knox  Smith  is  fully  imbued 
with  that  idea,  and  that  that  obsession  of  his  practicaUy  vitiates 
every  word  he  says  about  hedging  in  his  whole  report.  There  is  not 
a  word  of  Mr.  Herbert  Ejiox  Smith  on  the  subject  of  hedging  in  that 
report  that  is  worth  anything.     It  is  all  ancient  history;  it  is  all  gone. 

N^ow.  Mr.  Chairman,  since  the  development  of  this  system  6f  hedg- 
ing ana  the  proportions  which  it  has  attained  particularly  during  the 
past  ten  or  mteen  years,  it  has  become  clear  to  those  who  really  study 
what  has  happened,  study  the  facts  as  they  come  up  in  actual  business, 
that  the  operation  of  hedging  is  only  to  a  small  extent  an  operation  by 
means  of  which  the  risks  of  the  merchant  are  unloaded  upon  a  distinct 
class  of  speculators.  To  anybody  who  studies  the  business  as  it  really 
comes  up  in  the  exchange  itself  it  verjr  speedily  becomes  apparent  that 
hedging  is  simply  a  method  of  distributing  the  total  risks  over  the 
whole  world;  tnat  it  is  a  complex  of  credit  operations  by  means  of 
which  the  risk  involved  in  distributing  a  crop  like  the  cotton  crop  is 
finally  carried  back  into  Manchuria,  carriea  into  India,  carried  to 
South  Africa,  carried  to  Australia,  carried  all  over  the  world,  and  is 
so  subdivided  finally,  Uttle  by  Uttle,  that  it  reaches  the  ultimate  con- 
sumer. That  is  what  hedging  is,  as  the  facts  come  up  to  you  in  actual 
business,  as  you  see  and  study  and  analyze  the  actual  business  that  is 
coming  into  the  exchange,  and  in  that  complex  body  of  credit  opera- 
tions which  we  know  as  ned^ing,  the  speculator  comes  only  spasmod- 
ically. In  a  year  like  this  he  comes  in  on  a  great  scale,  ana  a  larce 
part  of  our  transactions  for  weeks  at  a  time  are  transactions  with  the 
speculator  on  one  side  and  the  merchant  on  the  other.  But,  Mr. 
Chairman,  we  have  months  at  a  time  when  the  speculator  is  not  there 
at  all,  and  yet  we  go  right  on  hedging;  the  transactions  go  right  on 
months  at  a  time,  when  nobody  who  knows  the  business  could  think 
for  a  moment  that  the  risks  were  being  unloaded  upon  a  special  class 
of  speculators.  They  are  not  being  unloaded;  they  are  being  dis- 
tributed until  they  finally  get  small  enough,  and  the  advances  or 
declines  get  to  be  of  such  moderate  proportions  that  nobody  is  hurt. 

One  more  point  and  I  am  through.  The  whole  economic  philoso- 
phy of  this  hedging  business  as  it  is  conducted  in  a  great  exchange 
like  New  York  is  absolutely  identical  in  its  true  theory  with  the 
theory  of  banking  and  the  currency.  If  you  understand  the  theory 
of  banking  and  the  currency  you  can  understand  the  economic 
theory  of  hedging,  and  when  you  once  understan4  it,  then  you 
will  understand  that  just  as  in  the  matching  of  old  credits  and  the 
gradual  liquidation  oi  those  old  credits  until  finally  only  an  infin- 
itesimal amount  of  legal  money  has  to  be  used,  so  m  the  matching 
of  these  innumerable  hedging  credits,  playing  in  and  out  and  back  and 
forth  all  the  time,  you  fSiaflv  get  to  a  point  where  a  few  thousand 
bales  of  actual  cotton  passecl  from  hand  to  hand  fulfill  morally  and 
fulfill  phvsically  all  the  contract  obUgations  that  have  been  entered 
into.  That,  I  sav,  Mr.  Herbert  Knox  Smith  has  not  a  glimmering 
of  in  his  report  where  he  touches  on  the  subject  of  hedging.     To  any- 
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body  who  has  actually  watched  and  studied,  the  facts  as  the  naturalist 
studies  the  phenomena  of  nature,  the  report,  as  far  as  that  is  con- 
cerned, is  not  worth  considering;  it  is  hopeless,  absolutely  hopeless. 

Mr.  feuRLESON.  Yet  he  says  that  is  the  only  justification  of  the 
existence  of  the  exchanges,  the  hedging  faciUties. 

Mr.  Mabsh.  That  is  his  opinion. 

(Thereupon,  4.20  o'clock  p.  m.,  the  committee  adjourned  until 
to-morrow,  Tuesday,  February  15,  1910,  at  10.30  o'cIock  a.  m.) 


CoMMrrTEE  ON  Agriculture, 
House  of  Representatives, 
Washington,  D.  C,  Tuesday,  February  16, 1910. 

The  committee  met  at  10.30  o'clock  a.  m.,  Hon.  Charles  F.  Scott 
in  the  chair. 

The  Chairman.  Before  proceeding  with  the  hearing  this  morning, 
I  should  like  to  suggest  to  gentlemen  asking  questions  of  the  witness 
that  as  far  as  possible  they  abstain  from  purely  hypothetical  Ques- 
tions, the  answers  to  whicn  in  the  nature  of  the  case  can  be  notning 
more  than  conjectures.  The  purpose  of  the  committee  is,  as  far  as 
possible,  to  eUcit  information  of  a  direct  and  explicit  character  upon 
which  the  committee  can  form  its  own  judgment. 

I  believe  Mr.  Marsh  was  to  resume  the  stand  this  morning  and  dis- 
cuss briefly  some  phases  of  the  business  of  the  cotton  exchange  which 
he  has  not  yet  touched  upon. 

Mr.  Burleson.  Before  Mr.  Marsh  proceeds,  I  desire  to  ask  permis- 
sion to  embody  in  the  hearings,  immediately  following  the  aecision 
of  the  Supreme  Court  of  the  United  States  in  the  case  of  the  Board 
of  Trade  of  the  city  of  Chicago  v.  the  Christie  Grain  and  Stock  Com- 
pany, a  brief  discussion  of  the  law  laid  down  by  the  Supreme  Court 
m  that  case.  My  purpose  is  to  show  that  the  principles  of  law  laid 
down  in  the  case  oi  the  Board  of  Trade  v.  Christie  in  no  way  conflict 
with  the  principles  embodied  in  the  Scott  bill,  and  I  think  it  is  only 
right  that  immediately  following  the  decision  this  brief  discussion  of 
the  law  as  outUned  in  that  decision  be  embodied  in  the  record. 

The  Chairman.  Is  there  any  objection  to  the  request  of  Mr.  Bur- 
leson? 

Mr.  Mendelbaum.  Have  we  not  a  right  to  know,  first,  what  that  is  ? 

Mr.  Burleson.  I  am  perfectly  wiUing,  so  far  as  I  am  concerned,  to 
hand  this  discussion  over  to  the  gentlemen  and  let  them  read  it  at 
their  leisure. 

The  Chairman.  Suppose  we  do  that  now.  I  disUke  to  interrupt 
the  proceedings  in  order  to  have  it  read  pubUcly. 

UNITED  STATES  SUPREME  COURT  DECISION. 

ifc'  On  May  8,  1905,  in  a  suit  of  the  board  of  trade  of  Chicago,  against  the  Chrietie  Grain 
and  Stock  Company  and  C.  C.  Christie,  to  restrain  the  latter  as  a  "bucket  ehcp"  frcm 
tisinff  the  Chicago  Board  of  Trade  quotations,  the  United  States  Supreme  Court  ren- 
derm  a  most  important  decision.  For  the  first  time  the  highest  court  in  this  country 
directly  expressed  itself  in  regard  to  the  absolute  l^ality  of  contracts  for  future  de- 
livery as  traded  in  on  the  various  reg:ularly  organized  commercial  exchanges.  We 
append  hereto  an  extract  from  that  opmion.  No.  224  and  No.  280,  Mr.  Justice  Holmes 
delivering  the  opinion: 

"As  has  appeared,  the  plaintiff's  chamber  of  commerce  is,  in  the  first  place,  a  great 
market,  where  through  its  eighteen  hundred  members,  is  trauFacted  a  large  part  of 
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the  grain  and  provision  business  of  tlie  world.  Of  course,  in  a  modem  market  contracts 
are  not  confined  to  sales  for  immediate  delivery.  People  will  endeavor  to  fcnnecast 
the  future  and  to  make  ag;reements  according  to  their  prophecy.  Speculation  of  this 
kind  by  competent  men  is  the  self-adjustment  of  society  to  the  probable.  Its  value  is 
well  known  as  a  means  of  avoiding  or  mitigating  catastrophes,  equalizing  prices  and 
providing  for  periods  of  want.  It  is  true  that  the  success  of  the  strong  induces  imita- 
tion by  me  weak,  and  that  incompetent  persons  bring  themselves  to  ruin  by  under- 
takii]^  to  speculate  in  their  turn.  But  legislatures  and  courts  generally  have  recog- 
nized that  the  natural  evolutions  of  a  complex  society  are  to  be  touched  only  with  a 
very  cautious  hand,  and  that  such  coarse  attempts  at  a  remedy  for  the  waste  incident 
to  every  social  function  as  a  simple  prohibition  and  laws  to  stop  its  being  are  harmful 
and  vain.  This  court  has  upheld  sales  of  stock  for  future  dehvery  and  the  substitu- 
tion of  parties  provided  for  oy  the  rules  of  the  Chicago  Stock  Exchange.  CUidb  v. 
Jamieson,  182  U.  S.,  461. 

"When  the  Chicago  Board  of  Trade  was  incorporated  we  can  not  doubt  that  it  was 
expected  to  afford  a  market  for  future  as  well  as  present  sales,  with  the  necessary 
incidents  of  such  a  market,  and  while  the  State  of  Illinois  allows  that  charter  to  stand., 
we  can  not  believe  that  the  pits,  merely  as  places  where  future  sales  are  made,  are  for- 
bidden bv  the  law.  But  again,  the  contracts  made  in  the  pits  are  contracts  between 
the  members.  We  must  suppose  that  from  the  beginning  as  now,  if  a  member  had  a 
contract  with  another  member  to  buy  a  certain  amount  of  wheat  at  a  certain  time  and 
another  to  sell  the  same  amount  at  tne  same  time,  it  would  be  deemed  unnecessary  to 
exchange  warehouse  receipts.  We  must  suppose  that  then  as  now,  a  settlement 
would  be  made  by  the  payment  of  differences,  after  the  analogy  of  a  clearing  house. 
This  naturally  would  tcike  place  no  less  that  the  contracts  were  made  in  Rood  faith 
for  actual  deUvery,  since  the  result  of  actusd  delivery  would  be  to  leave  the  parties 
just  where  they  were  before.  Set-off  has  all  the  effects  of  delivery.  The  ring  settle- 
ment is  simply  a  more  complex  case  of  the  same  kind.  These  settlements  would  be 
frequent,  as  the  number  of  persons  buying  and  selling  was  comparatively  small. 

The  itact  that  contracts  are  satisfied  m  this  way  by  set-on  and  the  payment  of 
differences  detracts  in  no  degree  from  the  good  faith  of  the  parties,  and  if  the  parties 
know  when  they  make  such  contracts  that  they  are  very  likely  to  have  a  chance  to 
satisfy  them  in  that  way  and  intend  to  make  use  of  it,  that  fact  is  perfectly  consistent 
with  a  serious  business  purpose  and  an  intent  that  the  contract  shall  mean  what  it 
says.  There  is  no  doubt,  from  the  rules  of  the  board  of  trade  or  the  evidence^  that  the 
contracts  made  between  the  members  are  intended  and  supposed  to  be  binding  in 
manner  and  form  as  they  are  made.  There  is  no  doubt  that  a  large  part  of  those  con- 
tracts is  made  for  serious  business  purposes.  Hedging,  for  instance,  as  it  is  called, 
is  a  means  by  which  collectors  and  exporters  of  grain  or  other  products,  and  manu^- 
turers  who  make  contracts  in  advance  for  the  sale  of  their  goods,  secure  themselves 
against  the  fluctuations  of  the  market  by  counter  contracts  for  the  purchase  or  sale, 
as  the  case  may  be,  of  an  equal  quantity  of  the  product,  or  of  the  material  of  manufac- 
ture. It  is  none  the  less  a  serious  business  contract  for  a  lejptimate  and  useful  purpose 
that  it  may  be  offset  before  the  time  of  delivery  in  case  delivery  should  not  be  needed 
or  desired. 

**  Purchases  made  with  the  imderstanding  that  the  contract  will  be  settled  by  pajdng 
the  difference  between  the  contract  and  the  market  price  at  a  certain  time  (Emorey  v, 
Jemison,  131  U.  S.,  336;  Weare  Commission  Co.  v.  People,  209  111.,  528)  stand  on 
different  ground  from  purchases  made  merely  with  the  expectation  that  they  will  be 
satisfied  by  set-off.  It  the  latter  mieht  fall  within  the  statute  of  Illinois,  we  would 
not  be  the  first  to  decide  that  they  did  when  the  object  was  self-protection  in  business 
and  not  merely  a  speculation  entered  into  for  its  own  sake.  It  seems  to  us  an  extraor- 
dinary and  unlikely  proposition  that  the  dealings  which  give  its  character  to  the  ereat 
market  for  future  sales  m  this  country  are  to  be  regarded  as  mere  wagers  or  as  ^pre- 
tended' buying  or  selling,  without  any  intention  of  receiving  and  paying  for  the 
property  bought,  or  of  delivering  the  property  sold,  within  the  meaning  of  the  Illinois 
act.  Such  a  view  seems  to  us  hardly  consistent  with  the  admitted  fact  that  the  quo- 
tations of  prices  from  the  market  are  of  the  utmost  importance  to  the  business  world, 
and  not  least  to  the  farmers;  so  important,  indeed,  that  it  is  ar^ed  here  and  has  been 
held  in  Illinois  that  the  quotations  are  clothed  with  a  pubbc  use.  It  seems  to  us 
hardly  consistent  with  the  obvious  purposes  of  the  plaintiff's  charter,  or  indeed  with 
the  words  of  the  statute  invoked.  The  sales  in  the  pits  are  not  pretended,  but,  as 
we  have  said,  are  meant  and  supposed  to  be  binding.  A  set-off  is  in  legal  effect  a 
delivery.  We  speak  only  of  the  contracts  made  in  the  pits,  because  in  them  the 
members  are  principals.  The  subsidiary  rights  of  their  employers  where  the  members 
buy  as  brokers  we  tnink  it  unnecessary  to  discuss. 
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"In  the  view  which  we  take,  the  proportion  of  the  dealings  in  the  pit  which  are 
settled  in  this  wa}^  throws  no  light  on  the  question  of  the  proportion  of  serious  dealings 
for  legitimate  business  purposes  to  those  which  foirly  can  be  classed  as  wafers  or  pre- 
tend^ contracts.  No  more  does  the  fact  that  the  contracts  thus  disposed  of  call  for 
many  times  the  total  receipts  of  grain  in  Chicago.  The  fact  that  they  can  be  and  are 
set-off  sufficiently  explains  the  possibility,  which  is  no  more  wonderful  than  the  enor- 
mous disproportion  between  the  currency  of  the  country  and  contracts  for  the  pay- 
ment of  money,  many  of  which  in  like  manner  are  set-on  in  clearing  houses  without 
any  one  dreamm^  that  they  are  not  paid,  and  for  the  rest  of  which  the  same  money 
suffices  in  succession,  the  less  being  needed  the  more  rapid  the  circulation  is.'' 

The  gentlemen  may  look  it  over;  and  without  objection  it  will  be 
inserted  at  the  place  requested,  immediately  following  the  Supreme 
Court  decision. 

Mr.  Leteb.  I  imderstand,  Mr.  Chairman,  that  this  is  a  discussion 
of  that  decision  by  the  gentleman  from  Texas,  Mr.  Burleson  ? 

The  Chairman.  That  is  my  understanding. 

Mr.  Mendelbaum.  You  have  ruled  that  it  will  go  in  if  we  have  no 
objection  after  we  have  read  it  ? 

The  Chairman.  It  will  go  in  if  there  is  no  objection  on  the  part  of 
the  committee. 

Board  of  Trade  of  the  City  of  Chicago  Christie  Grain  and  Stock  Company  108  U.  S.,  236. 

The  Chicago  Board  of  Trade  was  incorporated  under  the  laws  of  Illinois.  It  main- 
tained an  exchange  hall  for  its  members  where  they  made  sales  and  purchases  of  grain 
and  provisions  exclusively  for  future  delivery,  llie  quotations  of  prices  offered  and 
accepted  on  the  exchange  during  business  hours  were  collected  by  the  board  of  trade 
and  nanded  to  the  tel^raph  companies  which  had  their  instruments  close  at  hand 
and  sent  the  quotations  to  the  board's  offices,  many  in  number.  The  telegraph  com- 
panies received  the  messages  under  contract  not  to  furnish  them  to  bucket  shops  or 
other  places  for  use  in  bets,  for  illegal  contracts,  or  to  persons  not  approved  by  the 
board  of  trade.  This  amoimted  to  a  confinement  of  the  quotations  to  patrons  of  the 
board  of  trade. 

The  Christie  Grain  and  Stock  Company,  in  some  way  not  disclosed  by  the  testimony, 
procured  the  quotations  and  used  them  in  its  business  of  maintaining  a  bucket  shop. 
The  board  of  trade  brought  an  action  to  restrain  the  Christie  Grain  ana  Stock  Company 
from  using  and  distributing  these  quotations.  The  defendants  resisted  the  injunction, 
principally  upon  the  alleged  ^und  that  the  board  of  trade  was  itself,  and  in  defiance 
of  the  laws  of  Illinois,  mamtaming  the  greatest  of  bucket  shops,  wherein  was  permitted 
the  pretended  buying  and  selling  of  grain  and  provisions  without  any  intention  of 
receiving  and  paymg  for  the  property  so  bought,  or  of  delivering  the  property  so  sold, 
and  that  therefore  the  quotations  could  not  have  been  legitimate  property  in  respect 
to  which  complainants  were  entitled  to  the  relief  sought. 

It  appeared  from  the  testimony  that  much  the  larger  portion  of  the  transactions  on 
the  excnange  involved  no  physical  deliver)r  of  any  grain,  but  that  settlements  could 
be  made  on  the  basis  of  set-ons,  which  consisted  in  setting  off  contracts  to  buy  wheat 
of  a  certain  amount  at  a  certain  time,  against  contracts  to  sell  a  like  amount  at  the 
same  time,  and  paying  the  difference  of  price  in  cash,  at  the  end  of  the  business  day. 

The  circuit  court  of  appeals  for  the  eighth  circuit  decided  that  the  quotations  in 
question  were  so  intimately  connected  with  gambling  transactions,  held  oy  the  court 
to  be  within  the  terms  of  the  Illinois  statute,  that  the  board  of  trade  could  not  invoke 
the  jurisdiction  of  equity  to  protect  them  from  use  by  other  parties.  From  this  deci- 
sion the  board  of  trade  removed  the  case  to  the  Supreme  Court  upon  a  writ  of  certiorari 
where  it  was  held  that  notwithstanding  the  source  of  the  quotations  they  were  property 
and  were  entitled  to  protection  in  the  hands  of  the  board  of  trade.  The  injunction 
was  therefore  directed  to  be  granted. 

In  the  course  of  the  opinion  occurs  the  significant  language: 

"If  then  the  plaintiff's  collection  of  information  is  otherwise  entitled  to  protection, 
it  does  not  cease  to  be  so,  even  if  it  is  information  concerning  illegal  acts.  The  statis- 
tics of  crime  are  property  to  the  same  extent  as  any  other  statistics,  even  if  collected 
by  a  criminal  who  furnishes  some  of  the  data." 

It  was  upon  this,  and  upon  no  other  theory  of  the  case,  that  the  injunction  was 
granted. 
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The  court  investigated,  however,  the  good  faith  of  the  transactions  on  the  exchange 
and  concluded  that  as  conducted  there,  they  were  not  inconsistent  with  a  legitimate 
business  purpose  and  that  as  a  general  proposition  there  could  be  nothing  harmful  to 
trade  and  commerce  in  the  bona  fide  purchase  of  grain  for  future  delivery  and  the 
subsequent  sale  of  the  same  amount,  the  transaction  beine  settled  upon  the  basis 
of  the  difference  in  price  at  the  time  of  the  purchase  and  sale. 

That  such  was  the  opinion  of  the  court  is  plainly  evidenced  by  the  following 
language  in  the  opinion: 

"  The  fact  that  contracts  are  satisfied  in  this  way  by  set-off  and  payment  of  differences 
detracts  in  no  degree  from  the  good  faith  of  the  parties,  and  if  tne  parties  know  when 
they  make  such  contracts  that  tney  are  very  likely  to  have  a  chance  to  satisfy  them  in 
that  way  and  intend  to  make  use  of  it,  that  fact  is  perfectly  consistent  with  a  serious 
business  purpose  and  an  intent  that  the  contract  snsdl  mean  what  it  says.  There  is 
no  doubt,  from  the  rules  of  the  board  of  trade,  or  the  evidence,  that  the  contracts 
made  between  the  members  are  intended  and  supposed  to  be  binding  in  manner  and 
form  as  they  are  made.  There  is  no  doubt  that  a  large  part  of  those  contracts  is  made 
for  serious  business  piu^oses.  Hedging,  for  instance,  as  it  is  called,  is  a  means  by 
which  collectors  ana  exporters  of  grain  or  other  products,  and  manufacturers  who 
make  contracts  in  advance  for  the  sale  of  their  goods,  secure  themselves  against  the 
fluctuation  of  the  market  by  counter  contracts  for  the  purcha^ie  or  sale,  as  the  case 
may  be,  of  an  equal  quantity  of  the  product,  or  of  the  material  of  manufacture.  It 
is  none  the  less  a  serious  business  contract  for  a  legitimate  and  useful  purpose  that 
it  may  be  offset  before  the  time  of  delivery  in  case  delivery  should  not  oe  needed  or 
desired.** 

Then  the  court  distinguishes  between  purchases  made  with  the  understanding  that 
the  contract  will  be  settled  by  paying  tne  difference  between  the  contract  and  the 
market  price  at  a  certain  time  (wnich  were  held  in  Embrey  v.  Jemison,  131 U.  S.,  336, 
to  be  gambling  contracts  and  imenforceable),  and  purchases  made  merely  wiUi  the 
expectation  that  they  will  be  satisfied  by  set-off;  tacitly  reaffirming  Embrey  v.  Jemison 
and  intimating  that  the  latter  forms  of  contracts  were  not  necessarfly  prohibited  by  the 
statute  of  Illinois  and  that  such  contracts  were  not  devoid  of  merit  '^'when  the  object 
was  self  protection  in  business  and  not  merely  a  speculation,  entered  into  for  its  own 
sake."  It  was  further  said  in  the  opinion — and  this  plainly  presents  the  view  of  the 
court  that  the  transaction  in  the  board  of  trade  did  not  contemplate  mere  wagers  or 
pretended  buying  and  selling  without  intention  of  receiving  and  paying  for  the  prop- 
erty— that: 

**It  seems  to  us  an  extraordinary  and  imlikely  proposition  that  the  dealings  which 
give  its  character  to  the  great  market  for  future  sales  in  this  country  are  to  be  regarded 
as  mere  wagers  or  as  **  pretended  "  buying  or  selling,  without  any  intention  of  receiving 
and  paying  for  the  property  bought,  or  of  delivering  the  property  sold,  within  the 
meaning  of  the  Illinois  act." 

That  the  court  was  fully  impressed  with  the  fact  that  legitimate  and  enforcible 
contracts,  and  not  speculations  on  the  future  prices  of  grain  where  no  acceptance  or 
delivery  was  intended,  were  the  objects  of  transactions  on  the  board  of  trade,  is 
further  manifested  by  the  following  language: 

**In  the  view  which  we  take,  the  proportion  of  the  dealings  in  the  pit  which  are 
settled  in  this  way  throws  no  light  on  the  question  of  the  proportion  of  serious  dealings 
for  legitimate  business  purposes  to  those  which  fairly  can  be  classed  as  wagers  or  pre- 
tended contracts.  No  more  does  the  fact  that  the  contracts  thus  disposed  of  call  for 
many  times  the  total  receipts  of  grain  in  Chicago.  The  fact  that  they  can  be  and  are 
set  off  sufficiently  explains  the  possibility,  which  is  no  more  wonderful  than  the 
enormous  disproportion  between  the  currency  of  the  country  and  contracts  for  the 
payment  of  money,  many  of  which  in  like  manner  are  set  off  in  clearing  houses  without 
any  one  dreaming  that  they  are  not  paid,  and  for  the  rest  of  which  the  same  money 
suffices  in  succession,  the  less  being  needed  the  more  rapid  tiie  circulation  is." 

A  comparison  of  the  foregoing  decision  with  the  provisions  of  H.  R.  67,  "A  bill  to 
prohibit  mterference  with  commerce  among  the  States  and  Territories  and  with  for- 
eign nations,  and  to  remove  obstructions  thereto,'*  discloses  no  conflict  whatever  in  the 
law  applicable  to  each.  H.  R.  67  in  no  way  whatever,  either  in  terms  or  spirit,  hin- 
ders or  obstructs  legitimate  transactions  for  future  delivery  of  cotton,  nor  indeed  in  t^e 
settlement  between  seller  and  purchaser  at  a  future  date  upon  the  basis  of  the  differ- 
ence in  price,  if  subsequent  events  should  warrant  the  parties  in  so  doing. 

It  is  wholly  and  entirely  based  upon  the  theory  of  those  illegal  speculations  in  cot- 
ton futures  where  no  delivery  or  receipt  of  the  cotton  is  ever  intended,  and  which  have 
been  denoimced  as  gambling  contracts  in  so  many  decisions,  both  federal  and  state, 
that  it  is  useless  here  to  enumerate  them. 
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It  applies  to  contracts  for  future  delivery  of  cotton  the  teet  of  that  wholesome, 
equitaole,  and  well-known  principle  of  law  that  there  shall  be  mutuality  of  right  in 
requiring  an  honest  fulfillment  of  tne  terms  of  the  contract;  that  is,  that  the  seller  shall 
have  the  right  to  require  the  purchaser  to  accept  the  cotton,  and  that  the  purchaser 
shall  enjoy  the  reciprocal  right  to  require  the  seller  to  deliver  the  cotton.  To  admit 
that  any  other  principle  should  govern  these  contracts  is  to  acknowledge  at  once  that 
they  are  gambling  contracts  wiuin  the  denunciation  of  both  the  conunon  law  and 
numerous  statutes.  And  further,  the  bill  deals  with  teleeraph  and  telephone  mes- 
sages respecting  that  class  of  contracts  imiversally  declared  by  the  courts  to  be  illegal, 
and  if  its  terms  should  be  misconstrued  and  perverted  so  as  to  attempt  its  enforce- 
ment u|>on  lawful  transactions  it  would  be  the  error  of  the  Grovemment,  not  the  mischief 
of  the  bill.  A  complete  defense  is  made  to  anvthin^  in  this  bill  when  the  party  prose- 
cuted establishes  the  legitimacy  and  good  faith  of  his  transaction.  The  telegraph  and 
telephone  companies  are  completely  protected  when  they  require  the  senders  and 
recipients  of  messages  respecting  contracts  for  future  delivery  of  cotton  to  furnish 
them  with  the  affidavits  provided  for  in  the  bill. 

It  would  seem  unnecessary  in  this  discussion  to  review  the  numerous  decisions  of  the 
courts  pronouncing  void  contracts  for  the  sale  and  purchase  of  commodities  where  no 
delivery  or  acceptance  is  in  the  contemplation  of  the  parties,  but  merely  a  settlement 
upon  the  basis  of  the  differences  in  prices  at  some  future  day.  The  citation  of  Embrey 
V.  Jameson  (131  U.  S.,  336),  should  oe  sufficient  at  this  day  to  set  the  matter  at  rest. 

It  was  titiere  decided: 

**A  contract  for  the  purchase  of  'future-delivery'  cotton,  neither  the  purchase  nor 
delivery  of  actual  cotton  being  contemplated  by  the  parties,  but  the  settlement  in 
respect  to  which  is  to  be  upon  the  basis  of  the  mere  'difference'  between  the  contract 
price  and  the  market  price  of  said  cotton  futures^  according  to  the  fluctuations  in  the 
market,  is  a  wagering  contract  and  illegal  and  void,  as  well  under  the  statutes  of  New 
York  and  Virigpnia,  as  generally  in  this  country." 

It  is  a  most  significant  fact  that  in  the  case  of  the  Board  of  Trade  of  Chicago  v.  Christie 
Grain  and  Stock  Company  not  one  syllable  is  to  be  found  denying  or  in  the  remotest 
degee  questioning  the  soundness  of  the  decision  in  Embrey  v.  Jameson.  This  is 
sufficient  to  overthrow  any  argument  that  that  case  held  such  contracts  to  be  lawful 
and  legitimate.  And  further,  not  one  of  the  numerous  cases,  either  federal  or  state, 
denouncing  such  transactions  is  cited  in  that  opinion  for  the  purpose  of  predicating 
upon  it  an  unfavorable  comment  b]^  the  court.  It  would  be  so  extraordinary  for  the 
court  to  reverse  all  these  decisions  without  some  allusion  to  even  one  of  them,  that  such 
an  intention  can  not  be  imputed  to  it.  It  lies  on  the  face  of  the  decision  that  no  such 
intention  was  in  the  minds  of  the  justice  who  wrote  the  opinion  and  those  who  con- 
curred in  it. 

In  the  opinion  in  the  case  of  Board  of  Trade  v.  Christie  Grain  and  Stock  Company, 
at  p.  248,  occurs  this  language: 

'^This  court  has  upheld  sales  of  stock  for  future  delivery  and  the  substitution  of 
parties  provided  for  by  the  rules  of  the  Chicago  Stock  Exchange.  Clews  v.  Jamieson 
(182  U.  S.,  461}." 

Turning  to  tne  case  of  Clews  v.  Jamieson,  it  is  found  that  in  that  case  there  was  a 
bona  fide  contract  to  sell  stock  and  that  there  was  no  understanding  whatever  between 
the  parties  that  it  should  be  fulfilled  by  payments  of  the  difference  between  the  con- 
tract and  the  market  price  at  the  time  set  for  delivery.  The  conclusions  of  the  court 
are  contained  in  the  following  syllabus: 

"It  plainly  appears  in  this  case  from  the  pleadings  that  the  sales  and  purchases  of 
stock  were  in  fact  made  subject  to  the  rules  of  the  stock  exchange,  and  all  the  trans- 
actions regarding  the  sales  and  purchases  must  be  regarded  as  having  taken  place 
with  direct  reference  and  subject  to  those  rules. 

"A  contract,  which  is  on  its  face  one  of  sale,  with  a  provision  for  future  delivery,  is 
valid,  and  the  burden  of  proving  that  it  is  invalid,  as  being  a  cover  for  the  settlement 
of  differences,  rests  with  the  party  makine  the  assertion. 

"There  is  nothing  in  these  contracts  wnich  shows  that  they  were  gaming  contracts 
and  in  violation  of  the  statutes  of  Illinois;  and  there  is  no  evidence  that  they  were 
entered  into  pursuant  to  any  understanding  whatever  that  they  should  be  fulfilled 
by  payments  of  the  difference  between  the  contract  and  the  market  price  at  the  time 
set  for  delivery." 

The  very  rules  of  the  stock  exchange  under  which  the  contract  of  sale  was  made 
excluded  fictitious  sales  and  provided  that  any  member  of  the  exchange  who  was 
interested  in  or  associated  witn,  or  whose  office  was  connected  directly  or  indirectly 
by  wire  or  other  contrivance  with  any  organization,  firm,  or  individual  engaged  in 
the  business  of  dealing  in  differences  or  quotations  on  the  fluctuations  in  the  market 
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price  of  any  commodity  or  security  without  a  bona  fide  purchase  and  sale  of  daid 
commodity  or  security  in  r^ular  market  or  exchange,  should  be  deemed  to  have 
committed  an  act  detnmental  to  the  interest  and  weluure  of  the  exchange  and  should 
be  suspended. 

It  can  not  be  disputed  that  a  contract  for  the  future  delivery  of  commodities  even 
not  at  the  time  in  the  possession  of  the  seller  or  even  though  not  in  existence  at  the 
time  the  contract  is  made  is  valid  and  enforcible.  But  this  falls  far  short  of  sustain- 
ing the  proposition  that  such  contracts  where  there  is  no  intention  of  delivering  or 
even  of  acquiring  the  property  to  deliver  and  where  the  contract  is  to  be  settled  UDon 
differences  in  prices  are  valid  and  enforcible.  The  second  paragraph  of  the  last  sylla- 
bus plainly  distinguishes  between  the  two. 

The  aivument  that  H.  R.  67  is  contrary  to  the  decision  in  Board  of  Trade  v.  Christie 
Grain  and  Stock  Company  is  based  upon  a  willful  failure  to  distinguish  between  con- 
tracts, on  the  one  hand,  for  bona  fide  sales  of  commodities  to  be  delivered  in  the 
future,  or  to  be  settled,  if  the  parties  subsequently  decide  to  so  discharge  their  obli- 

gEitions,  by  payment  and  acceptance  of  the  losses  by  decline  in  the  market — the  onlv 
asis  for  recoverv  if  suit  were  instituted  for  damages — and  contracts,  on  the  other  hand, 
for  the  ostensible,  but  unreal,  purpc«e  of  settling  the  contract  by  payment  of  differ- 
ences in  prices  at  the  time  delivery  is  due. 

It  is  with  the  latter  sort  of  contracts  that  the  bill  deals  and  tbat  it  is  a  valid  and 
useful  exercise  of  the  power  of  Congress  to  protect  commerce  from  the  evils  of  an 
unlawful  practice  can  not  be  successfully  denied. 

H.  R.  67  in  none  of  its  provisions  prohibits  the  settlement  of  contracts  for  future, 
delivery  of  cotton,  on  the  oasis  of  set-offs,  when  the  parties  at  the  inception  of  the* 
contract  .intended  in  good  faith  to  fulfill  its  obligations,  but  subsequently  decide  to 
adjust  their  agreement  by  payment  of  differences  in  the  contract  price  and  the  price 
of  the  cotton  on  the  date  delivery  is  due. 

TESTIMONT  OF  MB.  A.  R.  HABSH— Continued. 

Mr.  Marsh.  Mr.  Chairman,  what  I  should  Uke  to  talk  about, 
briefly,  is  the  situation  which  has  developed,  primarily  in  connection 
with  the  New  York  Cotton  Exchange,  out  in  reality  in  connection 
with  all  use  of  contracts  for  future  defivery,  by  reason  of  the  extensive 
report  of  the  Commissioner  of  Corporations  upon  the  cotton  exchanges 
of^the  coimtrv. 

The  New  York  Cotton  Exchange,  ever  since  its  organization,  being 
composed  (as  I  have  said  to  the  committee)  of  cotton  merchants, 
has  Deen  keenly  solicitous  that  its  rules  and  regulations  should  he 
just  and  fair,  and  responsive  to  the  actual  requirements  of  the  cotton 
trade  as  conducted  by  merchants.  This  was  shown  very  early  in  its 
history.  When  the  New  York  Cotton  Exchange  was  first  organized, 
its  by-laws  and  rules  were  to  a  large  extent  a  reflection  of  theiy-laws 
and  rules  of  the  Liverpool  Cotton  Association,  which  was  K)rmed 
somewhat  before  the  New  York  Cotton  Exchange.  The  Liverpool 
Cotton  Association  had  framed  its  contract  for  future  deUvery  in 
such  a  way  as  to  limit  the  deliveries  of  cotton  to  grades  from  low 
middling  up.  It  was  not  many  years  after  the  New  York  Cotton 
Exchange  was  organized  before  the  cotton  producers  of  the  South 

fenerally  represented  to  the  members  of  the  New  York  Cotton 
Exchange  that  they  were  producing  cotton  below  low  middling  in 
grade,  and  that  it  was  an  injustice  to  them  that  these  lower  grades  of 
cotton  should  not  be  tenderable  upon  contracts  in  New  York.  In 
response  to  those  representations  rrom  cotton  producers,  and  con- 
vinced by  their  study  of  the  cotton  business  that  it  was  a  just  and 
proper  step  to  take,  the  New  York  Cotton  Exchange  widened  the 
range  of  deliveries,  and  admitted  to  them  these  grades  of  cotton 
which  were  produced  in  the  South,  which  had  to  be  handled  bv  mer- 
chants, which  had  to  have  a  market;  and  from  that  time  to  this  the 


Digitized  by  VjOOQ IC 


PBBVENTION  OF  DEALING  IN  FUTUBES.  2^ 

grades  of  cotton  deliverable  in  New  York  have  represented  the  cotton 
crop  as  nature  produces  it,  and  as  the  producers  have  to  dispose  of  it. 
From  the  time  of  the  organization  of  cotton  exchanges  and  the 
framing  of  rules  and  regulations  under  which  the  business  should  be 
conducted,  a  point  of  controversy  constantly  agitated  has  been  the 
method  of  determining  the  valuation  of  graaes  of  cotton  other  than 
middling.     The  cotton  crop  consists  of  a  large  number  of  grades. 
Middling  cotton  makes  up  only  a  small  portion  of  any  crop*     In 
framing  a  contract  for  future  delivery,  all  the  exchanges  made  mid- 
dling cotton  the  starting  point  in  reckoning  the  money  value  of  the 
^  hundred  bales  delivered  on  a  contract.     But  as  the  proportion  of 
'  middling  cotton  in  any  crop  was  necessarily  small,  and  as  other  grades 
had  to  Ee  delivered,  there  immediately  arose  the  question  as  to  the 
valuation  of  these  other  grades  for  delivery  purposes. 

The  Liverpool  Cotton  Association,  being  pnmarily  a  market  for 
buyers  and  consumers  of  cotton,  had  framed  its  rules  with  regard  to 
this  complex  and  controversial  subject  in  such  a  way  as  to  be  favor- 
able to  buyers  and  consumers.  The  method  adopted  in  Liverpool 
was  that  tne  different  grades  of  rotton,  when  delivered,  shoula  be 
v^ued  at  their  market  value  on  the  day  of  delivery.  This  method  of 
valuing  these  different  grades  is  what  has  recently  come  to  be  termed 
the  "commercial  difference''  method.  I  say,  this  principle  was 
adopted  first  in  Liverpool,  which  was  a  buyers'  and  consumers' 
market;  and  it  was  favorable  to  buyers  and  consumers  of  cotton 
because  it  gave  an  opportunity,  in  case  grades  that  were  sent  forward 
from  the  united  states  for  delivery  became  temporarily  over- 
abundant, to  change  -the  difference  before  that  cotton  arrived  in 
Liverpool,  and  save  the  buyer  and  the  consumer  any  temporary 
market  decline  in  the  value  of  that  cotton. 

Both  of  the  American  exchanges  adopted  this  same  principle,  taking 
it  from  Liverpool,  in  the  early  stages  of  their  history.  I  may  say  at 
this  point  that  during  the  early  period  of  the  history  of  the  cotton 
exchanges  the  theory  of  these  operations  was  very  imperfectly  under- 
stood. The  whole  thing  has  been  a  kind  of  organic  development.  It 
is  only  Uttle  by  Uttle  that  the  most  expert  merchants  have  been  able 
to  penetrate  to  the  real  principles  underlying  the  conduct  of  their 
busmess.  And  this  method  of  treating  the  veduation  of  the  different 
^ades  when  deUvered  on  contract  was  not  closely  studied  in  all  of 
its  ramifications  and  in  all  the  results  that  it  would  produce. 

As  time  went  on  it  was  found  that  this  method  or  valuing  the  dif- 
ferent grades  ^ave  rise  to  constant  controversies  and  gave  opportu- 
nities for  certam  abuses.  For  example,  if  a  large  operator  was  going 
to  take  deUvery  of  a  large  amount  of  cotton  and  had  reason  to  sup- 
pose that  a  good  deal  of  tnat  cotton  would  be  of  certain  specific  grades, 
it  was  easy  for  him  to  produce  the  impression  througn  the  market 
'^  that  those  ^ades  were  overvalued  and  that  they  ought  to  be  reduced 
in  value.  The  methods  by  which  this  manipulation  (as  it  is  called) 
was  accomplished  were  of  course  various.  I  am  not  saying  that  m 
many  cases  the  operator  himself  may  not  have  been  convinced  in  his 
own  mind  of  the  correctness  of  his  position.  When  a  man  has  a  large 
pecuniary  interest  at  stake,  it  is  very  diflBcult  for  him  to  prevent  his 
mind  from  being  affected  by  that  which  he  would  like  to  see  come  to 
pass.  To  such  an  extent  is  this  true  that  one  of  the  members  of  the 
New  York  Cotton  Exchange,  whom  I  beUeve  we  all  regard  as  the  man 
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who  can  look  himself  squares!  in  the  face  of  all  the  members  of  the 
exchange,  has  said  to  me  repeatedly  that  he  is  unable,  when  he  has 
an  interest,  to  exercise  a  calm  and  unbiased  judgment. 

The  controversies  occasioned  by  this  methoa  of  arriving  at  the 
valuation  of  the  different  grades  finally  resulted  in  a  feelii^  in  the 
New  York  market  that  there  was  something  essentially  wrong,  some- 
thing essentially  unjust  and  unfair,  in  making  it  possible  or  leaving  it 
Eossible  for  influences  which  might  prove  a  little  later  not  to  have  been 
ased  upon  real  market  conditions  to  affect  this  very  important  mat- 
ter. And  so,  in  1897,  the  New  York  Cotton  Exchange  decided  that 
it  would  abandon  that  method  of  arriving  at  the  valuation  of  the  dif- 
ferent grades  of  cotton,  and,  instead,  would  have  a  valuation  of  these 
grades  made  only  twice  a  year,  in  September  and  in  November,  leav- 
mg  the  valuation  to  a  large  committee  of  seventeen  men  who  should 
determine,  as  far  as  human  wisdom  could  determine,  the  valuation 
that  should  be  placed  upon  the  different  grades  for  each  particular 
crop. 

This  system,  adopted  in  1897  by  the  New  York  Cotton  Exchange, 
was  obviously  open  to  one  criticism — the  criticism  that  it  was  and  is 
illogical.  If  you  are  going  to  value  your  different  grades  twice  a  year, 
no  logical  reason  can  be  advanced  why  you  should  not  value  them 
three  times  a  year;  and  if  three  times  a  year,  whj  you  should  not 
value  them  four  times  a  year.  On  the  other  hand,  if  you  are  going  to 
cut  down  the  valuations  to  twice  a  year,  no  logical  reason  can  be 
advanced  why  you  should  not  cut  them  down  to  once  a  year;  or,  if 
you  are  going  to  cut  them  down  to  once  a  year,  why  you  should  not 
make  your  valuation  once  and  for  all,  and  let'  it  stand. 

As  1  say,  these  were  the  logical  objections  that  inight  be  advanced 
and  may  still  be  advanced  against  tne  method  which  the  New  York 
Cotton  Exchange  adopted  in  1897.  All  that  can  be  said  in  defense  of 
the  illogical  position  which  the  New  York  Cotton  Exchange  took  is 
that  in  affairs  of  this  kind,  as  you  gentlemen  all  know,  complete 
logicality  is  always  slow  to  be  obtained.  The  whole  history  or  the 
English  race  is  the  history  of  illogical  conclusions.  It  is  the  history 
of  men  seeing  something  wrong  and  taking  a  step  toward  the  correc- 
tion of  it.  The  New  York  Cotton  Exchange  saw  that  something  was 
wrong,  and  it  took  a  step  toward  the  correction  of  it.  And  the  sys- 
tem adopted  in  1897,  in  spite  of  its  illogicality,  was  a  step  toward  the 
establishment  of  a  defensible  principle  in  connection  with  the  valua- 
tion of  the  different  grades  of'  cotton  deUverable  on  contracts. 

This  system  worked  well  in  the  New  York  Cotton  Exchange  from 
1897  down  to  1906.  The  old  complaints  of  manipulations  and 
abuses,  the  old  irritations  which  had  arisen  out  of  men's  feeling  a  sense 
of  injustice  done  them,  ceased.  But  in  1906  a  situation  arose  which 
brought  this  whole  question  once  more  upon  the  carpet.  In  the  end 
of  September,  1906,  there  came  a  storm  covering  a  very  large  part  of 
the  cotton-producing  area  of  the  South;  and  in  a  night  the  relative 
proportions  of  the  high  and  the  low  grades  of  cotton  in  that  crop  were 
completely  reversed.  In  a  night  a  crop  which  had  promised  to  be 
of  the  normal  proportions  of  the  high  and  the  low  grades  became  a 
crop  with  an  abnormal  proportion  or  the  low  grades  and  an  extraor- 
dinary scarcity  of  the  high  grades. 

After  this  storm  took  place  it  was  a  long  time  before  the  full  sig- 
nificance of  it  became  apparent  even  to  the  most  expert  cotton  mer- 
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chants.  We  had  had  storms  before,  like  the  Galveston  storm  in 
1900 — storms  of  great  power,  and  covering  a  very  large  amount  of 
territory.  But  the  Galveston  storm  of  1900  produced  no  such  result 
upon  the  relative  proportions  of  the  high  and  the  low  grades  of 
cotton  as  did  the  storm  of  September,  1906.  The  Question  of  what 
should  be  done  with  the  valuation  of  the  grades  deliverable  upon 
contract  became  an  acute  one,  and  grew  more  and'  more  acute  as 
October  and  November  advanced.  Toward  the  end  of  November, 
1906,  the  revision  committee  of  the  New  York  Cotton  Exchange  had 
its  meeting,  its  members  being  fullv  aware  of  the  extremelv  diverse 
opinions  which  various  membefe  o!  the  exchange  held  with  regard, 
first,  to  the  actual  effects  of  the  storm,  and  second,  with  regard  to 
what  course  ought  to  be  adopted  in  taking  care  of  those  effects. 
The  revision  committee  did  not  decide  to  do  what  logically  it  might 
well  have  been  called  upon  to  do,  viz,  to  reduce  severely  the  valua- 
tion of  these  lower  grades  of  cotton.  And  so  far  as  I  can  learn  the 
chief  reason  why  it  did  not  exercise  this  discretion  in  the  way  I 
have  described  was  that  there  was  a  very  strong  feeling  that  arter 
all  the  valuation  of  the  lower  grades  of  cotton,  as  they  had  stood  in 
the  past,  represented  the  real  economic  value  of  those  different 
grades  of  cotton  to  the  spinner. 

That' feeling,  Mr.  Chairman,  was  a  feeling  which  a  good  many  of 
us  had  very  strongly.  I  myself  had  it  very  strongly.  I  was  not  a 
member  of  the  revision  committee;  but  I  neld  very  strongly  to  the 
opinion  that  there  was  an  elemont  of  injustice  involved  in  marking 
down  the  values  of  these  lower  grades  of  cotton  simply  because  the. 
producers  of  cotton  in  the  South  had  suffered  a  grave  misfortune,  j 
And  it  did  not  seem  to  me,  personally,  at  that  time,  a  just  or  fair  thing 
for  the  cotton  merchants  of  the  New  York  Cotton  Exchange  to  pro- 
ceed to  aggravate  the  trouble  and  distress  of  the  producers  of  cotton 
by  marking  dowD  the  valuation  of  the  only  cotton  that  many  of  them 
had  to  sell.  And  I  am  obliged  to  say,  Mr.  Chairman,  that  on  the  basis 
of  strict  logic,  if  the  principle  of  a  revaluation  were  to  be  pushed  to 
its  logical  conclusion,  there  should  have  been  a  considerably  neater 
revaluation  of  these  lower  grades  than  actually  took  place.  That,  I 
think,  every  member  of  the  New  York  Cotton  Exchange  will  freely 
admit.  All  that  can  be  said  is  that  we  were  forming  the  best  judgment 
we  could,  and  that  the  considerations  which  actuated  us  were  not  con- 
siderations of  our  selfish  advantage,  but  were  considerations  of  the 
general  good  of  the  cotton  trade  and  of  the  cotton  producers  of  the 
country. 

But  as  time  went  on,  Mr.  Chairman,  and  it  became  apparent  that 
the  damage  done  by  that  storm  was  even  greater  than  had  been 
beUeved  by  even  the  most  pessimistic,  it  became  also  apparent  that 
with  the  Liverpool  Cotton  Exchange  and  the  New  Orleans  Cotton' 
Exchange  maintaining  their  old  system  of  marking  down  the  value 
of  these  low  grades,  which  had  become  for  the  time  superabundant, 
there  would  be  a  tendency  to  use  the  New  York  Cotton  Exchange  as 
the  exclusive  hedge  against  these  large  quantities  of  low-grade  cotton. 
That  actually  took  place,  with  the  result  that  the  value  of  the  contract 
for  future  delivery  m  the  New  York  market  began  to  decline  relatively 
to  the  price  of  middling  cotton,  and  began  to  aecUne  relatively  to  the 
price  of  the  contract  for  future  deUvery  in  New  Orleans  and  in  Liver- 
pool.    Immediately,  sir,  there  arose  a  tremendous  outcry  and  very 
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bitter  criticism.  Those  who  had  been  using  the  New  York  contract 
as  a  hedge  against  their  sales  of  cotton  to  spinners,  particularly  their 
sales  of  the  higher  grades  of  cotton  which  the  storm  had  made  scarce, 
found  the  value  of  their  hedge  depreciating  as  compared  with  the 
cost  to  them  of  bujong  the  grades  which  they  had  contracted  to 
deliver.  They  found  that  their  hedge  was  not  doing  for  them  what 
they  had  expedted,  and  they  declared  roundly  that  the  New  York 
Cotton  Exchange  was  responsible  for  their  losses;  that  the  system  of 
the  New  York  Cotton  Exchange  was  unsound  and  uncommercial; 
and  that  the  New  York  Cotton  Exchange  ought  to  be  brought  to  book. 

This  crv,  sir,  was  taken  up  all  through  the  South;  and  particularly 
was  it  taken  up  by  those  persons  through  the  South  who  hold  the 
entirely  erroneous  opinion  that  the  price  of  middling  cotton  is 
governed  bv  the  price  of  future  contracts.  It  was  argued  that  this 
decline  in  the  price  of  future  contracts  in  New  York  was  occasioning 
heavy  loss  to  tne  producers  of  cotton  in  the  South;  that  the  producers 
of  cotton  in  the  South  were  being  robbed  because  the  buyers  of  cotton 
were  basing  their  purchases  upon  the  price  of  future  contracts  in  New 
York,  and  were  consequently  taking  away  from  the  cotton  producer 
a  portion  of  the  just  value  of  his  property. 

You  all  know,  gentlemen,  the  outcome  of  this.  You  know  the 
agitation  which  reached  Congress — the  agitation  which  led  to  the 
passage  of  the  biU  instructing  the  Bureau  of  Coiporations  to  investi- 
gate the  cotton  exchanges  of  the  country. 

The  Bureau  of  Corporations  started  upon  this  work  in  1907.  The 
representatives  of  the  bureau  came  to  New  York,  as  they  went 
throughout  the  South  and  to  New  Orleans.  They  were  given  every 
kind  of  information  which  members  of  the  New  York  Cotton  Ex- 
change could  afford  them.  They  were  given  the  opinion  (which,  at 
that  time,  were  necessarily  extremely  diverse)  of  members  of  the 
New  York  Cotton  Exchange  with  regard  to  the  situation.  The 
books  of  many  members  or  the  New  York  Cotton  Exchange,  abso- 
lutely closed  to  other  members  of  the  exchange,  were  freeljr  put  at  the 
disposal  of  the  representatives  of  the  Bureau  of  Corporations.  And 
finally,  early  in  1908,  the  Bureau  of  Corporations  issued  the  first  part 
of  its  report  upon  the  cotton  exchanges  of  the  country. 

When  this  first  part  of  the  report  of  the  Bureau  of  Corporations 
appeared,  it  is  needless  to  say  that  members  of  the  New  York  Cotton 
Exchange  eagerly  read  it  and  eagerly  discussed  it.  They  found  it  to 
contain  a  very  large  body  of  statistical  and  other  material  which  had 
never  before  been  gathered  together,  and  which,  in  the  hands  of  a 
competent  interpreter,  or  as  the  basis  for  a  competent  interpretation 
of  the  principles  of  the  cotton  trade,  was  of  great  value  and  will 
always  nave  great  value.  But,  Mr.  Chairman,  I  must  frankly  say 
that  members  of  the  New  York  Cotton  Exchange  were  somewhat 
dazed  by  a  certain  attitude  taken  by  the  Commissioner  of  Corpora- 
tions in  writing  this  report.  In  writing  the  report  the  Commissioner 
of  Corporations  took  an  attitude  which  was  somewhat  novel  in  the 
historv  of  the  relations  between  the  Government  of  the  United.States 
and  the  merchants  or  anv  body  of  merchants  in  the  United  States. 
Let  me  read  a  Uttle  of  what  the  Commissioner  of  Corporations  said, 
to  indicate  what  it  was  that  dazed  and  perplexed  members  of  the 
New  York  Cotton  Exchange. 
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On  page  xxi  of  Part  I,  the  Commissioner  of  Corporations  says: 

It  is  contended  by  many  that  such  a  return  to  the  commercial-difference  system 
would,  because  of  the  disadvantages  of  NewYork's  location,  destroy  the  business  of 
the  New  York  Cotton  Exchange.  There  is  little  reason  to  believe  that  any  such 
result  would  occur.  However  mis  may  be,  the  New  York  Cotton  Exchange,  if  it  can 
not  exist  under  a  just  and  eaui table  system,  has  no  excuse  for  existence  at  all.  The 
present  New  York  system  oi  fixed  differences  i# uneconomic,  in  defiance  of  natural 
law,  unfair,  and,  like  all  other  attempts  to  defy  natural  law,  results  in  such  complex 
and  de^'iou8  effects  that  the  benefits  of  its  transactions  accrue  only  to  a  skilled  few. 

And  a  little  later,  on  page  xxxiii,  we  find  the  Commissioner  of  Cor- 
porations saying: 

Moreover,  the  effect  of  a  difference  system  upon  the  business  of  the  New  York  market 
alone  is  not  a  proper  basis  for  framing  the  niles  of  an  exchange.  The  first  considera- 
tion is  that  these  rules  shall  be  equitable  and  commercial.  If  the  New  York  Cotton 
Exchange  can  not  exist  under  sucn  rules,  then  it  has  no  right  to  exist  at  all. 

Mr.  Chairman,  there  for  the  first  time,  so  far  as  I  know,  in  the 
history  of  these  United  States  of  America,  there  reached  the  ears  of 
free  citizens,  free  merchants,  using  their  free  discretion  in  the  con- 
duct of  their  business,  Uving  in  the  open,  with  every  rule  and  every 
regulation  which  they  were  employing  published  freely  to  the  whole 
world,  the  voice  of  the  bureaucrat,  laying  down  for  tnose  free  mer- 
chants a  certain  rule  which  he  has  determined  is  the  only  just  and 
equitable  rule  for  them  to  follow,  and  declaring  or  threatening  that 
if  they  do  not  adopt  that  rule,  whatever  their  own  judgment  may  be, 
they  have  no  right  to  exist. 

I  do  not  think  it  is  generally  appreciated  what  effect  a  pronounce- 
ment of  that  kind  must  necessanly  have  upon  free  citizens  of  the 
United  States  who  are  breaking  no  law,  who  are  pursuing  their 
activities  in  the  way  in  which,  up  to  the  present  time,  free  merchants 
and  free  citizens  have  been  expected  to  pursue  their  activities. 

Having  seen  this  bureaucratic  attitude  of  the  Commissioner  of 
Corporations,  dazed  and  perplexed  by  it,  the  members  of  the  New 
York  Cotton  Exchange  then  proceeaed  to  examine  this  report  to 
ascertain  whether  it  had  that  other  kind  of  authority,  higher  than 
the  authority  of  a  government  official — the  authority  of  large  and 
sound  knowledge  of  the  facts,  of  judicious  discrimination  in  the  use 
of  the  facts,  and  of  wise  deduction  from  the  facts. 

When  we  came  to  examine  the  report  from  this  point  of  view,  Mr. 
Chairman,  we  could  not  see  that  there  was  in  the  report  authority  of 
an  imperative  and  compulsive  kind.  We  found,  sir,  that  although 
the  Commissioner  of  Corporations  had  collected  most  carefully  a 
large  mass  of  material,  yet  that  here  and  there  throughout  the  pages 
of  the  report  there  occurred  such  obvious  misinterpretations  or  fact, 
such  constant  misplacing  of  emphasis  upon  facts,  such  readiness  to 
jump  at  conclusions,  and,  worst  of  all,  such  befudcUement  in  the 
elucidation  of  the  principles  which  the  Commissioner  of  Corporations 
himself  was  trying  to  lay  down,  that  the  re]>ort  did  not  have  for  us 
that  kind  of  intellectual  authority  which  I  have  described.  I^et  me 
set  forth  a  little  the  kind  of  thing  that  made  those  members  of  the 
New  York  Cotton  Exchange  who  gave  careful  study  to  this  matter 
hesitate  to  accept  offhand  the  conclusions  and  the  moniton^  instruc- 
tions of  the  Commissioner  of  Corporations.  . 
In  the  first  place,  we  found  that  the  Commissioner  of  Corporations 
had,  from  the  very  start,  neglected  the  most  obvious  and  the  most 
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fundamental  principle  in  dealing  with  the  situation,  viz,  that  the 
New  York  Cotton  Exchange  is  .an  association  of  cotton  merchants. 
That  fundamental  fact,  which  I  have  tried  to  lay  before  the  committee, 
was  completely  obscured  in  all  the  discussions  of  the  Commissioner 
of  Corporations.  The  complaints  of  spinners  who  wished  to  use  the 
New  York  Cotton  Exchange  as  spinners  and  not  as  merchants  were 
accepted  as  a  sound  basis  for  the  conclusions  of  the  Commissioner. 
The  complaints  of  speculators,  who  wouy  have  Uked  a  contract  suited 
to  their  particular  ends,  were  given  the  same  weight  as  the  statements 
of  the  most  responsible  merchants  in  the  association.  And,  through- 
out, this  vital  and  fundamental  distinction  was  entirely  obscured  and 
overlooked. 

Then  we  found,  sir,  runnm^  through  the  report,  a  most  extraordi- 
nary confusion  of  terms.  Yfe  founcT  the  Commissioner  of  Corpora- 
tions constantly  talking  about  ''spot  cotton *'  when  he  meant  'Wd- 
dling  cotton."  To  him  the  price  of  spot  cotton  is  always  the  price  of 
middling  cotton.  The  only  figures  he  himself  gave  in  his  report  as 
to  the  proportions  of  middling  cotton  in  any  crops  of  cotton  inaicated 
that  in  one  crop  there  was  19  per  cent  of  middling,  and  in  the  other 
crop  which  he  discussed  there  was  29  per  cent  of  middling.  All  the 
rest  of  the  cotton  in  those  crops,  on  his  own  figures,  was  not  middling 
cotton.  And  yet  spot  cotton  m  the  whole  report  of  the  Commissioner 
of  Corporations  is  middling  cotton — 19  per  cent  in  that  one  crop,  and 
the  other  81  per  cent  of  the  crop  is  not  spot  cotton  at  all! 

Mr.  Chairman,  we  found  statements  which  would  probably  seem 
to  members  of  this  committee  comparatively  insignificant,  but  which 
to  cotton  merchants  like  ourselves  nad  a  great  deal  of  significance,  as 
indicating  the  genuineness  of  the  knowledge  of  the  Commissioner  of 
Corporations  about  the  subject  that  he  was  treating.  For  example, 
we  find  him  saying  that  the  permissibility  to  deliver  low  grades  ot 
cotton  has  this  result.     In  Part  II  of  his  report,  page  xv,  he  says: 

In  the  third  place,  the  producer  is  encouraged  to  grow  and  pick  a  low  quality  of 
cotton. 

Mr.  Chairman,  you  know  the  old  Latin  saying,  "Ex  pede  Her- 
culem*' — you  can  teU  whether  or  not  a  man  is  Hercules  by  looking  at 
his  foot;  you  do  not  have  to  look  at  his  whole  body.  And  when, 
running  through  the  report,  we  found  fiirst  this  and  then  that  state- 
ment of  the  character  that  I  have  just  read,  we  thought  we  had  a 
view  of  the  foot,  and  that  it  was  by  no  means  the  foot  of  Hercules. 
[Laughter.] 

Yet,  Mr.  Chairman,  here  was  what  purported  to  be  an  exhaustive 
examination  of  the  business  of  the  New  York  Cotton  Exchange,  with 
deductions  very  unfavorable  to  the  New  York  Cotton  Exchange. 
And  the  New  i  ork  Cotton  Exchange  is  not  a  body  of  merchants  wno 
will  simply  throw  off  criticisms  of  this  kind  and  disregard  them.  As 
soon  as  the  report  had  been  digested,  the  New  York  Cotton  Exchange 
appointed  a  committee,  of  which  I  had  the  honor  to  be  chairman,  to 
make  an  exhaustive  investigation  of  these  conditions  which  were 
reported  upon  so  unfavorably  by  the  Commissioner  of  Corporations. 
It  was  decided  from  the  start  to  invite  the  Commissioner  or  Corpora- 
tions to  have  a  representative  present  at  every  meeting  of  the  com- 
mittee. It  was  decided  at  the  start  to  submit  to  the  Commissioner  of 
Corporations  the  record  of  every  meeting  of  the  committee,  and  every 
scrap  of  evidence  that  the  committee  might  obtain  from  any  source. 
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The  committee  held  nearly  60  extensive  hearings.  It  had  be- 
fore it  approximately  100  different  persons  interested  in  the  cotton 
trade.  It  had  before  it  members  of  the  New  York  Cotton  Exchange, 
members  of  the  Liverpool  Cotton  Exchange,  members  of  the  New 
Orleans  Cotton  Exchange,  spinners  in  considerable  number,  repre- 
sentatives of  the  cotton  prodiicers  (among  them  Mr.  Harvie  Joraan, 
and  Mr.  Simmers,  who  has  already  appeared  before  this  committee) ; 
it  received  letters  and  reports  from  Europe,  and  from  spinning  centers 
in  this  country,  and  it  studied  the  situation  as  carefully  as  it  could. 

All  this  mass  of  material,  Mr.  Chairman^  without  exception,  was 
submitted  to  the  Commissioner  of  Corporations;  and  at  a  very  large 
number  of  meetings  a  representative  of  the  Bureau  of  Corporations 
was  actually  and  physically  present.  Furthermore,  after  the  com- 
mittee had  heard  a  large  number  of  witnesses,  the  Commissioner  of 
Corporations  himself  was  invited  to  a  conference,  and  did,  in  New 
York,  confer  with  the  committee  of  the  New  York  Cotton  Exchange; 
and  there  he  was  given  an  opportunity  to  understand  the  real  dm- 
culties  which  we  found  in  our  path.  The  Commissioner  of  Corpora- 
tions has  here  in  Washington  at  the  present  moment,  I  suppose,  the 
complete  record  of  all  these  proceedings. 

These  numerous  and  prolonged  meetings  were  devoted  to  ascer- 
taining, as  far  as  we  could,  the  real  underlying  principles  of  our 
business,  the  accuracy  of  the  criticisms  which  had  been  passed  upon 
us,  the  validity  of  the  suggestions  that  were  made  to  us,  and  the  real 
scope  and  bearing — ^not  on  the  immediate  present,  but  upon  the 
whole  range  of  our  business,  now  and  for  years  to  come — of  what  we 
were  urgea  to  do.  And  I  do  not  hesitate  to  say  that  all  of  us,  includ- 
ing myself,  who  had  given  an  imusual  amoimt  of  study  to  the  subject, 
found  that  at  the  start  we  were  practically  only  groping  into  it. 
The  complexities  of  the  subject  were  so  great,  the  possibilities  of 
unsuspected  damage  if  we  did  this  or  that  were  so  great,  that  it  was 
only  by  slow  degrees  that  our  minds  took  any  determinate  set. 

That  committee  continued  its  hearings  until  early  in  1909;  and 
then  it  found  it  desirable  to  obtain  certain  information  which  I  shall 
describe  in  a  moment,  which  it  found  great  difficulty  in  obtaining, 
and  which  it  has  been  slowly  obtaining  since.  Toward  the  end  or 
1909  the  Commissioner  of  Corporations  issued  the  final  part  of  his 
report;  and  that  final  part  of  his  report  (this  bulky  volume)  is,  as  is 
evident  to  anyone  who  knows  what  I  have  been  describing  to  the 
committee,  mainly  taken  up  with  the  discussion  of  matters  that  were 
brought  out  in  the  hearings  of  the  committee  of  the  New  York  Cotton 
Exchange.  This  report,  as  it  lies  there,  would  not  exist  in  any  such 
form  as  it  has  were  it  not  for  the  hearings  of  the  New  York  Cotton 
Exchange  committee,  the  records  of  which  were  submitted  to  the 
Commissioner  of  Corporations. 

As  the  committee  of  the  New  York  Cotton  Exchange  looked  into 
this  matter  it  found,  as  everyone  will  find,  that  the  critical  point  in 
the  whole  business  is  the  matter  of  valuing  the  different  grades  of 
cotton  for  deUvery  upon  contracts  for  future  delivery.  The  Com- 
missioner of  Corporations  in  his  first  report  laid  down  the  principle 
that  the  only  just  and  equitable  method  of  valuing  these  different 
grades  is  what  ne  calls  the  '* commercial-difference''  system — the  sys- 
tem which  prevails  in  Liverpool  and  New  Orleans,  and  which  did  pre- 
va*il  in  New  York  until  1897.     He  roundly  declares,  over  and  over 
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again,  that  this  '^ commercial-difference"  system,  as  he  calk  it  (I  do 
not  think  anyone  ever  did  call  it  so  before  the  Commissioner  of  Cor- 
porations so  named  it),  is  the  only  just  and  equitable  system;  and  that 
the  system  which  he  calls  the  '^nxed-difference''  system,  which  has 
been  in  operation  in  New  York,  is  xmjust  and  inequitable.  And  his 
last  report  is  mainly  given  to  combatmg  the  arguments  and  the  sug- 
gestions against  his  contention  which  were  brougnt  out  in  the  hearings 
of  the  New  York  Cotton  Exchange  committee. 

It  would  take  me,  not  one  morning,  but  several  days  to  go  into  all 
the  details  of  this  intricate  matter  of  the  valuation  of  the  different 
grades  of  cotton.  I  will  say  here  that  the  Commissioner  of  Corpora- 
tions has  not  begun  to  exhaust  the  subject  in  his  report.  But  certain 
salientpoints  do  stand  out,  and  I  will  state  to  the  committee  some  of 
the  dimculties  which  the  New  York  Cotton  Exchange  finds  in  the  way 
of  accepting  in  toto  the  principle  laid  down  by  the  Commissioner  of 
Corporations. 

The  cotton  merchants  of  the  New  York  Cotton  Exchange  know 
(and  their  knowledge  has  been  amply  confirmed)  that  the  real  rea- 
son why  there  is  any  difference  in  the  value  of  the  different  grades 
of  cotton  is  that  those  different  grades  have  different  values  to  the 
spinner  of  cotton.  There  is  no  other  reason  why  low  middling 
cotton  should  be  worth  less  than  middling  cotton  than  that  the 
spinner  gets  a  less  Quantity  of  yarn  and  a  less  quantity  of  goods 
out  of  his  low  midaUng  cotton  than  he  gets  out  of  his  middling 
cotton.  Members  of  the  New  York  Cotton  Exchange  already  know 
approximately  what  those  differences  of  value  to  the  spinner  of 
the  different  grades  of  cotton  are.  They  know  that  the  differences 
between  the  grades  which  have  existed  in  the  New  York  market 
for  many  years  approximately  represent  the  difference  in  the  value 
of  the  different  graaes  to  the  spinner.  It  was  a  kind  of  vague  appre- 
hension of  this  which  had  such  weight  with  members  oi  the  New 
York  Cotton  Exchange  when  the  calamity  of  1906  took  place.  We 
know  that  low  middling  cotton  is  wortn  to  the  spinner  between 
4  and  5  per  cent  less  than  middling  cotton  is  worth  to  the  spinner. 
I  mean  by  that  that  the  spinner  gets  out  of  100  bales  of  low  middling 
cotton  between  4  and  5  per  cent  less  yarn  than  he  gets  out  of  100 
bales  of  middling  cotton;  and  we  have  substantially  similar  informa- 
tion with  regard  to  the  value  of  the  other  grades  of  cotton. 

Mr.  Lever.  If  it  does  not  interrupt  you,  Mr.  Marsh,  I  should  like 
to  ask  you  just  there,  for  information,  what  you  consider  in  making 
up  your  grades?  Is  it  the  staple,  the  color,  and  the  trash  in  the 
cotton  ? 

Mr.  Marsh.  The  staple  has  nothing  to  do  with  it;  and  in  the 
matter  of  making  up  the  grades  of  wliite  cotton  the  color  has  not  any- 
thing to  do  with  it.  In  making  up  the  grades  of  white  cotton  it  is 
the  amount  of  leaf  and  trash,  and  so  on,  appearing  in  the  cotton  which 
determines  the  grade. 

Mr.  Lever.  Does  the  strength  of  the  fiber  of  the  cotton  have  any- 
thing to  do  with  it  ? 

Mr.  Marsh.  It  has  nothing  to  do  with  it  beyond  this:  That  cotton 
which  is  what  we  call  '' perished '^  cotton — cotton  which  has  been 
exposed  to  the  weather  ror  a  long  period  of  time  and  tho  tensUe 
strength  of  whose  fiber  is  practically  destroyed — is  not  regarded  as  a 
merchantable  cotton,  is  not  deliverable  upon  contracts  m  the  Ndw 
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York  Cotton  Exchange,  and  is  to  be  regarded  as  being  in  a  class  by 
itself. 

Mr.  Lever.  I  did  not  want  to  interrupt  you,  but  I  wanted  that 
information  myself. 

Mr.  Marsh.  Now,  Mr.  Chairman,  the  proposition  of  the  Com- 
missioner of  Corporations  is  that  this  economic  difference  in  the  value 
of  the  grades  of  cotton  should  be  entirely  thrown  away;  that  the  only 
thing  to  be  regarded  in  determining  the  differences  between  the  grades 
is  the  relative  supply  of  those  grades,  and  the  relative  demand  for 
those  grades  from  day  to  day.  That  is  the  principle  which  the  Com- 
missioner of  Corporations  tells  us  is  the  only  just  and  equitable 
principle— the  pnnciple  which  the  New  York  Cotton  Exchange  ought 
to  adopt  if  it  is  to  have  any  reason  to  exist.  That,  Mr.  Chairman,  is  a 
pretty  extensive  proposition.  But  it  is  a  proposition  which  has  been 
very  generally  taken  up.  These  gentlemen  here  from  the  South 
propound  it.  They  declare  that  that  is  the  only  sound  principle. 
Ana  the  reason  ^ven  by  the  Commissioner  of  Corporations — and,  as 
I  understand  it,  oy  these  southern  gentlemen — is  that  the  all-impor- 
tant matter  is  that  the  price  of  midcfling  cotton  and  the  price  of  future 
contracts  should  remam  substantially  the  same,  in  order  that  (as 
they  put  it)  the  price  of  middling  cotton  and  the  price  of  future  con- 
tracts may  remain  at  a  fairlv  meed  and  narrow  parity.  The  prin- 
ciple that  what  determines  the  valuation  of  a  grade  of  cotton  is  its 
value  to  the  spinner  is  to  be  thrown  to  the  four  winds  of  heaven. 

Mr.  Chairman,  it  is  a  pretty  hard  proposition  that  you  have  to  go 
out  of  existence  because  you  can  not  see  that  that  is  a  sound  prin- 
ciple. It  is  a  pretty  hard  proposition,  and  it  is  harder  when  you 
begin  to  see  the  consequences  that  follow  from  that  proposition. 

Let  us  take  that  extraordinary  crop  of  1906-7 — the  crop  when  the 
storm  came  in  the  end  of  September.  Over  night,  as  I  have  said, 
through  an  act  of  God,  the  cotton  producers  of  the  South  had  left 
on  their  hands  a  cotton  crop  with  an  unusual  proportion  of  low 
grades  and  an  extraordinary  scarcity  of  the  higher  grades.  One 
would  say  that  in  a  situation  like  that  the  true  question  was,  What 
shall  be  done  with  these  low  grades  ?  How  can  we  get  the  full  value 
out  of  these  low  grades  ?  The  only  cotton  that  thousands  and  tens  of 
thousands  of  farmers  in  the  South  had  to  sell  was  low-grade  cotton. 
It  did.  not  make  any  difference  to  them  what  the  price  of  middling 
cotton  was,  or  what  the  price  of  good  middUng  cotton  was.  They 
did  not  have  any.  They  had  on  their  hands  at  least  2,000,000  bales 
of  low  middhng  cotton.  They  had  on  their  hands  2,000,000  bales 
of  strict  good  ordinary  and  good  ordinary  cotton.  They  had  on 
their  hands  2,000,000  bales  of  stained  and  tinged  cotton.  And  from 
the  point  of  view  of  the  genuine  welfare  of  the  cotton  producer  the 
all-important  question  was.  How  shall  we  handle  this  extraordinary 
supernuity,  for  the  time  being,  of  these  low  grades,  that  Almighty 
God  has  given  us  to  our  harm  t 

The  Commissioner  of  Corporations  and  these  gentlemen  from  the 
South,  as  I  understand  it,  say  to  us:  ^*The  thing  to  do  is  to  keep  the 
price  of  future  contracts  up  to  the  price  of  middling  cotton,  and  to 
do  it  by  cutting  down  the  valuation  of  these  low  grades  of  cotton  to 
so  low  a  price  that  they  will  be  dirt  cheap,  and  will  find  a  consumer 
ready  to  take  them  off  the  hands  of  those  who  have  produced  them." 
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That,  Mr.  Chairman,  is  the  consequence  of  this  principle.  That  was 
the  method  adopted  or  followed  by  the  New  Orleans  Cotton  Exchange. 
Mind  you,  I  do  not  criticize  the  New  Orleans  Cotton  Exchange  for 
following  that  method.  It  was  the  traditional  method.  It  was  the 
method  that  cotton  exchanges  had  generally  followed  in  the  past, 
and  it  was  the  method  which  the  Commissioner  of  Corporations  says 
is  the  only  sound  and  just  method.  That  the  New  Orleans  Cotton 
Exchange  should  not  have  broken  away  from  tradition  and  should 
not  have  seen  a  new  light  is,  I  say,  no  reason  for  criticizing  the  New 
Orleans  Cotton  Exchange.     But  mark  you,  Mr.  Chairman,  what  the 

Sractical  consequences  of  that  method  followed  by  the  New  Orleans 
iotton  Exchange  were:  We  know  that  in  that  year  the  value  of  low 
middling  cotton  to  the  spinner  was  approximately  50  points  less  than 
middling;  and  yet  New  Orleans  Cotton  Exchange  cut  that  difference 
down  to  125  points.  They  marked  off  $3  a  bale  on  2,000,000  bales 
of  cotton.  \\'e  know,  sir,  that  the  value  of  strict  good  ordinary 
cotton  to  the  spinner  and  the  value  of  good  ordinary  cotton  to  the 
spinner  was  approximately  a  cent  a  pound  off.  They  cut  that  value 
down  to  3i  cents  a  pound  off.  They  valued  that  cotton,  sir,  at  over 
2J  cents  a  pound  ($12.50  a  bale)  less  than  it  was  worth  to  the  spinner. 
They  cut,  sir,  $25,000,000  off  the  valuation  of  that  cotton,  and  they 
cut  another  $25,000,000  off  the  valuation  of  the  stained  and  the 
tinged  cotton  that  that  storm  had  produced. 

Mr.  Sims.  Right  there,  Mr.  Marsh,  let  me  ask  you  this  question: 
The  practical  effect  of  that  would  be  that  the  owner  of  this  low-grade 
cotton  would  not  deliver  it  on  contract  in  New  Orleans,  but  would 
sell  it  to  the  consumer,  would  it  not  ?  Would  not  that  be  the  practical 
effect? 

Mr.  Mabsh.  Mr.  Sims,  he  could  not  sell  it  to  the  consumer  when 
the  consumer  was  not  buying  it  at  the  moment — when  the  consumer 
was  looking  around  to  see  whether  he  was  going  to  get  the  high-grade 
cotton  that  he  had  contracted  for. 

Mr.  Sims.  But  he  would  not  tender  it  on  contracts  in  New  Orleans 
at  this  undervalued  difference? 

Mr.  Marsh.  He  certainly  would  not;  and  he  did  not,  sir. 

Mr.  Mendelbaum.  Right  in  line  with  that  question 

The  Chairman.  I  think  it  would  be  better  not  to  interrupt. 

Mr.  Mendelbaum.  I  desire  to  bring  out  that  he  would  not  deliver 
it  on  contract.     Was  not  the  spot  pnce  the  same  ? 

Mr.  Marsh.  The  spot  price  was  tne  same. 

Mr.  Mendelbaum.  If  he  bought  it  on  the  spot,  he  would  have 
got  it  at  the  same  price  ? 

The  Chairman.  I  think  it  would  be  better  for  you  to  wait  imtil 
Mr.  Marsh  has  concluded. 

Mr.  Marsh.  Mr.  Chairman,  that  is  the  outcome  of  the  application 
of  the  principle  which  Mr.  Herbert  Knox  Smith  says  is  the  only  just 
and  equitable  principle  for  an  exchange  to  adopt  in  determining  the 
valuation  of  different  grades  of  cotton.  And  that  is  not  the  only 
effect:  If  that  system  had  been  adopted  by  all  the  exchanges,  there 
would  have  been  a  period  of  four  or  five  months  when  you  could  not 
have  sold  any  of  that  low-grade  cotton  at  any  price.  And  the  reason 
for  that,  sir,  is  this:  Take  the  case  of  a  man  who  bought  a  thousand 
bales  of  strict  good  ordinary  cotton,  and  sold  a  hedge  m  New  Orleans 
against  it.     The  next  morning,  when  he  woke  up,  he  found  that  the 


Digitized  by  VjOOQ IC 


PBEVENTION  OF  DEALING  IN  FUTURES.  249 

New  Orleans  Cotton  Exchange  had  written  $1,000  off  the  value  of  his 
cotton.  Three  days  later  they  had  written  $2,000  more  oflF  the  value 
of  his  cotton,  and  before  they  got  through  writing  off  they  had  written 
over  $10  a  bale  off  the  value  of  his  cotton.  Now,  Mr.  Chairman,  no 
merchant  will  go  ahead  buying  cotton  from  the  producer  and  every 
day  seeing  the  valuation  of  that  which  he  has  bought  written  down 
ana  down  and  down.  No  man  will  do  that.  And  for  months  in  the 
middle  of  that  critical  season  of  1906-7,  the  only  cotton  which  the 
cotton  producers  of  large  parts  of  the  South  had  to  sell  at  all  could  not 
have  been  sold  at  any  pnce. 

I  simply  call  attention  to  these  things,  Mr.  Chairman,  to  show  that 
there  is  at  least  another  side  to  this  question  from  that  which  has  been 
presented  by  these  gentlemen  from  the  Southland  by  the  Commissioner 
of  Corporations.  They  do  not  know,  sir,  the  practical  consequences 
of  theur  contentions. 

The  merchants  who  constitute  the  New  York  Cotton  Exchange  are 
sensible  of  their  oblkations  to  those  who  produce  the  cotton  crop  of 
the  United  States.  Thev  are  sensible  of  their  obligations  to  maintain, 
as  far  as  they  can,  really  just  and  really  economic  principles  in  the 
conduct  of  that  business.  That  is  what  the  charter  of  the  r»Iew  York 
Cotton  Exchange  calls  for — the  establishment  of  really  just  and 
really  equitable  principles  in  the  conduct  of  the  business.  And  I  say, 
sir,  that  from  my  pomt  of  view  any  principle  which  has  such  practical 
results  as  the  prmciple  announced  by  Mr.  Herbert  Kjiox  Smith  is  not 
a  just  and  equitable  principle. 

What  the  New  York  Cotton  Exchange  has  been  trying  to  do  for  the 
past  year  and  a  half  is  to  find  out,  if  it  can,  what  is  the  fair,  economic 
valuation  of  these  different  grades  of  cotton.  i\^e  realize  that  no 
matter  what  may  happen  durmg  one  season  or  a  part  of  a  season «  in 
the  long  run  everyone  of  these  grades  of  cotton  will  come  back  to  its 
economic  value.  Strict  good  ordinary  cotton,  valued  at  3  J  cents  a 
pound  off  middling,  and  worth  a  cent  a  pound  off  middling,  will  come 
Dack  to  its  economic  valuation  if  you  give  a  little  time  for  the  opera- 
tion of  the  natural  laws  of  trade.  And  the  search  for  a  basis  of  that 
kind  for  the  valuation  of  grades  in  the  New  York  Cotton  Exchange  is 
what  has  occupied  us  for  the  past  year. 

We  find,  Mr.  Chairman,  that  the  Commissioner  of  Corporations 
derides  us  in  that  effort.  He  scoffs  at  us  in  that  effort.  He  tells 
us  that  it  is  not  economic  to  value  grades  of  cotton  at  what  they  are 
worth  to  the  spinner.  And  he  even  throws  out,  sir,  this  jrrain  of 
comfort  to  the  cotton  producer  of  the  South,  upon  whom  God  has 
sent  a  heavy  calamity  in  the  shape  of  a  storm  like  that  of  1906. 

I  find  that  on  page  202  of  the  fourth  part  of  his  report  the  Commis- 
sioner of  Corporations  says: 

It  is  certainly  remarkable  that  a  member  of  a  trading  organization  should  seriously 
advance  the  argument  that  a  spinner  should  be  compelled  to  pay  for  cotton  all  that  it 
is  worth  to  him,  at  a  time  when  natural  conditions  enable  him  to  purchase  it  for  less. 

Mr.  Chairman,  when  the  next  great  storm  comes  over  the  South, 
and  when  the  cotton  producers  of  the  South  are  face  to  face  with  the 
necessity  of  turning  into  money  a  vast  quantity  of  low-grade  cotton, 
it  will  be  a  very  great  comfort  to  them  to  be  told  that  through  the 
efforts  of  these  gentlemen  from  the  South,  through  the  efforts  of 
Congressmen,  backed  up  by  the  opinion  of  the  Commissioner  of 
Corporations,  but  at  a  cost  of  $50,000,000,  the  price  of  future  con- 
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tracts  has  been  kept  up  to  a  parity  with  the  price  of  spot  cotton  or 
middling  cotton. 

Mr.  Chairman,  we  may  be  right,  or  we  may  be  wrong.  I  have  given 
you  as  well  as  I  could,  in  my  poor  way,  the  considerations  which  affect 
our  minds  as  merchants,  in  view  of  our  obligations  as  merchants  and 
in  view  of  our  obligations  to  those  who  produce  that  which  we  have 
as  the  basis  of  our  business.  I  say  we  may  be  right,  or  we  may  be 
wrong;  but  I  want  to  call  your  attention  to  the  fact  that  whether  we 
are  right  or  whether  we  are  wrong,  we  are  in  competition  with  the 
New  Orleans  Cotton  Exchange,  wliich  is  pursuing  exa<;tly  the  course 
laid  down  by  the  Commissioner  of  Corporations.  And,  sir,  if  we  are 
wrong,  and  thev  are  right,  they  will  get  the  business  and  we  shall  lose 
it.  I  ask  you,  ^r.  Chairman,  whether  there  is  anv  conceivable  reason 
why  the  Government  of  the  United  States  should  interfere  between 
these  free  competitors — one  of  whom,  in  the  exercise  of  its  proper  dis- 
cretion and  best  judgment,  is  following  one  course,  and  the  otner,  in 
the  exercise  of  its  equally  free  discretion  and  free  judgment,  is  following 
another  course — and  should  say  to  the  one  of  those  competitiors  that 
its  conclusions  and  its  principles  are  unjust  and  inequitable,  and  that 
it  has  not  any  ri^ht  to  exist  ?  That  is  a  new  thing  in  the  government 
of  this  country,  Mr.  Chairman.     We  never  have  had  that  oefore. 

Now,  only  a  few  more  words  about  this  report  of  the  Commissioner 
of  Corporations: 

The  Commissioner  of  Corporations  does  not  even  stand  to  his  own 
guns.  He  does  not  even  know  his  own  mind.  In  the  second  volume 
of  his  report  his  conclusion  with  regard  to  the  range  of  grades  deliv- 
erable on  contract  is  that  the  delivery  of  ^ades  below  low  middling 
is  inadvisable,  and  gives  rise  to  difhculties  and  controversies,  ana 
that  the  cotton  exchanges  ought  to  change  their  contract  for  the 
future  deUverj^  of  cotton  so  that  that  contract  shall  no  longer  repre- 
sent cotton  as  it  is  produced,  but  shall  represent  only  cotton  from  low 
middling  up.  That,  I  say,  is  his  fundamental  contention  in  the 
second  volume  of  his  report.  The  whole  of  that  volume  is  devoted  to 
bringing  out  the  substantiality  of  that  contention.  And  now,  sir, 
comes  tnis  third  volume  of  his  report,  in  which  he  states  that  the 
New  Orleans  Cotton  Exchange,  after  consultation  with  him,  has 
made  changes  in  its  contract  greatly  improving  it,  and  by  inference 
making  it  satisfactory;  and  the  New  Orleans  Cotton  Exchange  has 
not  adopted  a  contract  with  a  low  middling  clause  in  it.  The  w^hole 
contention  of  that  volume  of  the  report  of  the  Commissioner  of 
Corporations  has  been  absolutely  neglected  by  the  New  Orleans 
Cotton  Exchange.  And  yet,  in  the  last  volume  of  the  report,  the 
commissioner  savs  that  the  New  Orleans  Cotton  Exchange,  after 
consultation  with  him,  has  done  its  duty;  whereas  the  New  York 
Cotton  Exchange,  though  it  appointed  a  committee,  has  as  yet 
arrived  at  no  result. 

Mr.  Chairman,  it  may  be  that  this  method  of  conducting  the  cotton 
business,  which  cotton  merchants  have  evolved,  is  to  be  done  away 
with ;  or  it  may  be  that  some  form  of  governmental  supervision  is  to 
be  imposed  uj  on  the  hitherto  free  merchants  of  this  country.  But  I 
ask  you,  Mr.  Chairman,  and  I  ask  other  members  of  the  committee, 
whether,  so  long  as  we  are  free,  our  judgment  ought  to  be  controUea 
by  the  opinions  and  the  conclusions  of  a  man  who  does  not  know  his 
own  mind,  of  a  man  whom  we  can  plainly  see  not  to  be  largely  and 
accurately  famihar  with  the  facts,  and  of  a  man  who  is  wilhng  to 
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accept  conclusions  with  such  terrific  pecuniary  consequences  to 
innocent  persons  as  arise  from  the  opinions  and  the  conclusions  of  the 
Commissioner  of  Corporations? 

We  are  doing  the  best  we  can,  Mr.  Chairman.  We  are  doing  the 
best  we  can  as  cotton  merchants.  We  are  giving  consideration  to 
what  we  believe  to  be  the  genuine  interests  of  the  cotton  producers  of 
the  country.  We  are  abused  and  we  are  scoflfed  at;  we  are  called 
malefactors,  and  I  know  not  what;  but  we  are  doing  our  best.  We 
are  not,  however,  readv  to  be  coerced  into  the  adoption  of  principles 
in  the  conduct  of  our  business  which  we  see  to  have  calamitous  con- 
sequences, and  calamitous  consequences  at  the  very  time  when  there 
is  most  need  of  helping  those  thousands  and  tens  of  thousands  and 
hundreds  of  thousands  of  men  who  have  sweated  through  the  long 
summer  raising  a  crop  of  cotton,  and  have  then,  through  the  act  of 
God,  seen  that  cotton  lowered  in  value  beyond  anythmg  they  ever 
anticipated. 

Mr.  Chairman,  I  have  nothing  more  to  say  on  this  point;  but  I 
should  like  to  say  a  few  words  with  regard  to  the  bills  which,  as  I 
understand  it,  are  before  the  committee. 

Mr.  Sims.  Mr.  Chairman,  is  it  your  purpose  to  continue  in  session 
a  few  minutes  longer  ? 

The  Chairman.  The  House  is  in  session^  and  matters  are  pending 
there  in  which  Members  are  interested.  I  think  the  committee  wifl 
have  to  adjourn  now,  and  we  shall  be  glad  to  have  you  continue  the 
discussion  along  the  unes  you  suggest  when  we  resume  our  session  at 
2  o'clock  this  afternoon. 

Mr.  Burleson.  Before  you  adjourn,  Mr.  Chairman,  just  let  me 
make  this  suggestion:  I  snould  prefer  to  cross-examine  Mr.  Marsh 
with  reference  to  the  parts  of  his  presentation  of  the  matter  which 
he  has  already  made  before  he  goes  into  the  discussion  of  the  details 
of  the  various  bills. 

Mr.  Mabsh.  I  am  not  going  to  discuss  the  details  of  the  bills,  Mr. 
Chairman,  I  am  simply  going  to  point  out — and  I  can  do  it,  I  think, 
in  five  minutes — certain  considerations  which  may  not  have  occurred 
to  members  of  the  committee  in  connection  with  the  proposed  legis- 
lation.    I  do  not  think  any  discussion  about  it  will  be  necessary. 

Mr.  Burleson.  If  Mr.  Marsh  takes  the  position  that  certain  con- 
siderations have  not  suggested  themselves  to  the  Members  who 
introduced  those  bills,  there  will  be  considerable  discussion  of  the 
matter.  He  says  it  will  only  take  five  minutes;  but  he  can  not  tell. 
He  thought  he  could  present  this  matter  in  fifteen  minuter,  and  it  has 
taken  him  an  hour  and  a  half  to  do  it.  I  should  prefer,  before  we  get 
so  far  away  from  liis  presentation  of  the  other  pnases  of  this  matter, 
to  interrogate  him.  I  will  not  take  long  in  doing  it.  I  am  going  to 
ask  questions  that  will  not  call  for  long  dissertations  upon  political 
economy. 

The  Chairman.  We  will  confer  in  regard  to  that  matter,  and  make 
some  suitable  arrangement  when  the  committee  resumes  its  session 
at  2  o^clock. 

■Mr.  Sims.  Another  thing,  Mr.  Chairman.  I  intended  to  ask  Mr. 
Neville  a  few  questions;  but  in  talking  with  Mr.  Neville  he  tells  me 
that  all  economic  questions  should  be  addressed  to  Mr.  Marsh.  I 
therefore  want  to  ask  him  a  few  questions,  instead  of  Mr.  Neville. 

(The  committee  thereupon  took  a  recess  until  2  o'clock  p.  m.  of  the 
same  day.) 
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AFTER  RECESS. 

The  committee  met  pursuant  to  the  taking  of  recess,  Hon.  Charles 
F.  Scott,  of  Kansas,  in  the  chair. 

Mr.  Mendelbaum.  Mr.  Chairman,  Mr.  Burleson,  of  Texas,  this 
morning  offered  a  paper  entitled  *' Board  of  Trade  of  the  City  of  Chi- 
cago V.  Christy  Grain  Stock  Company,"  which  contains,  to  a  great 
extent,  nothing  but  the  personal  opinion  and  personal  conclusions  of 
Mr.  Burleson.  We  are  entitled,  it  seems  to  me,  to  examine  and  cross- 
examine  him  in  regard  to  the  matter,  as  he  treats  of  a  decision  of  the 
Supreme  Court  in  a  manner  which  is  not  exactly  borne  out  by  the 
facts.  In  the  concluding  paragraph  he  states  that  the  ailment  in 
H.  Rept.  67  is  contrary  to  the  decision  in  the  case  of  the  Board  of 
Trade  of  the  City  of  Chicago  v.  The  Christy  Grain  Stock  Company. 
That  is  based  upon  a  willful  failure  to  distinguish  between  contracte. 

We  claim  we  have  made  that  distinction  between  the  contracts. 
Our  contract  is  clearly  a  contract  within  the  meaning  of  the  decision 
of  Justice  Holmes  of  the  Supreme  Court,  and  that  is  further  estab- 
lished by  the  fact  that  in  recent  cases  of  this  kind  tried  even  in  the 
South— I  refer  here  to  the  case  of  Haven  &  Clement  v.  James,  and 
Clement  &  Smith  v.  James,  tried  in  Atlanta,  and  also  a  case  in  the 
United  States  court  for  the  southern  district  of  New  York,  the  case 
of  Springs  Company  v.  James — the  trial  justice  held  that  he  had  to 
follow  the  law  as  laid  down  by  the  Supreme  Court  of  the  United  States, 
and  took  particular  pains  to  enunciate  the  doctrine  that  even  if  the 
party  sending  in  the  order  had  in  his  mind  that  he  would  not  perform 
the  condition  imposed  by  that  contract — in  other  words,  that  he  would 
neither  receive  nor  deliver — that  decision  would  be  without  any  effect 
whatsoever  as  long  as.  he  had  not  entered  into  a  positive  agreement 
with  a  party  in  New  York  or  Chicago  to  the  effect  that  it  should  be  a 
contract  in  which  no  delivery  or  receipt  of  goods  was  intended,  and 
that  the  fact  that  he  had  no  right  to  receive  them  on  the  contract  in 
Atlanta  would  not  render  that  contract  illegal  if  they  had  the  inten- 
tion to  receive  or  deliver,  for  the  reason  that  the  party  in  Chicago  or 
New  York  could  not  read  the  mind  of  the  man  in  Atlanta  who  has 
not  the  order. 

That  is  all  I  want  to  say  at  this  time;  but  it  seems  to  me  it  is  not 
fair  to  us  that  such  testimony  should  be  read  into  the  record  by  Mr. 
Burleson  without  giving  us  an  opportunity  to  examine  what  has  been 
put  into  the  record,  and  to  cross-examine  him  as  to  his  conclusions 
and  opinions. 

The  Chairmai^.  I  take  it  that  Mr.  Mendelbaum  has  examined 
retty  carefully  what  Mr.  Burleson  has  said,  and  therefore  I  suppose 
is  statement  is  made  as  a  brief  reply  to  Mr.  Burleson. 

Mr.  Mendelbaum.  That  it  is  not  m  accordance  with  our  informa- 
tion, and  anything  offered  at  this  meeting,  as  I  understand  it,  should 
be  testimony.  So  it  seems  to  me  that  one  class  of  testimony  should 
be  handled  uke  another,  and  for  that  reason  we  would  Uke  to  have  an 
opportunity  at  some  other  time  to  examine  him  upon  that  statement. 

The  Chairman.  I  have  no  doubt  that  Mr.  Burleson  will  be  willing 
to  be  examined. 

Mr.  Mendelbaum.  The  committee  will  imderstand  that  I  refer  to 
Mr.  Burleson's  statement,  and  I  have  no  reference  whatever  to  the 
committee  in  my  criticism. 
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Mr.  Burleson.  In  explanation  I  will  say  that  Mr.  Mendelbanm, 
not  bein^  a  lawyer,  does  not  understand  that  in  order  to  properly 
discuss  the  decision  in  the  case  of  the  Board  of  Trade  v,  Cnristy  it 
was  necessary  to  in  a  measure  detail  the  facts  of  the  case  as  set  forth 
in  the  opinion  of  the  court. 

Mr.  Mendelbaum.  I  do  not  take  issue  with  Mr.  Burleson  in  that; 
I  simply  claim  we  ought  to  have  the  right  to  know  what  is  in  that 
paper,  as  he  knows. 

The  Chairman.  We  will  not  pursue  this  inatter  any  further  at  this 
time.  Mr.  Burleson  has  expressed  his  desire  to  appear  before  the 
committee  at  a  later  date  if  anybody  desires  hini  to  do  so. 

The  cominittee  has  questioned  Mr.  Marsh  at  such  length  that  mem- 
bers have  said  they  dia  not  care  to  continue  further  at  this  time,  and 
Mr.  Burleson  desires  at  ask  him  some  Questions. 

Mr.  Sims.  I  would  Uke  to  ask  Mr.  Marsh  a  few  questions  that  I 
intended  to  ask  Mr.  Neville.  In  discussing  this  matter  with  Mr. 
Neville  he  said  that  all  subjects  pertaining  to  the  economics  of  the 
question  should  be  asked  Mr.  Marsh. 

The  Chairman.  If  you  will  make  your  questions  as  brief  as  you  can, 
we  will  shorten  the  inauiry, 

Mr.  Sims.  Yes ;  I  will  do  so. 

TESTIMOVT  OF  ABTHUB  E.  HABSH— Besnmed. 

Mr.  Sims.  You  stated  in  substance  that  the  reason  daily  trans- 
actions on  the  cotton  exchange  were  not  made  pubUc  was  because 
of  the  inaccuracies  and  errors  that  necessarily  occurred  on  account 
of  the  hurry  and  confusion  of  doing  the  business  of  the  day.  That  is  in 
substance  correct  ? 

Mr.  Marsh.  I  think  so. 

Mr.  Sims.  And  that  did  not  so  much  apply  to  the  stock  exchange, 
for  the  reason  that  they  deUvered  their  stock  the  next  day  and  errors 
could  be  corrected? 

Mr.  Marsh.  Yes. 

Mr.  Sims.  Are  not.  aU  transactions  on  the  cotton  exchange  for 
future  delivery,  or  otherwise,  noted,  and  is  not  a  record  made  of 
them;  is  not  some  record  of  them  kept  in  the  cotton  exchange? 

Mr.  Marsh.  Not  in  the  cotton  excnange;  no;  only  the  price. 

Mr.  Sims.  Is  there  no  report  of  the  amount  of  the  transaction  ? 

Mr.  Marsh.  No. 

Mr.  Sims.  Is  there  no  way  to  keep  that  report  by  or  through  the 
cotton  exchange  ? 

Mr.  Marsh.  They  attempt  to  keep  a  record^ — ;- 

Mr.  Sims.  I  do  not  mean  for  current  publication,  but  to  keep  a 
permanent  record  ? 

Mr.  Marsh.  I  should  not  like  to  say  that  some  means  could  not 
be  found  to  keep  it,  but  the  physical  difficulties  are  found  to  be  almost 
insuperable. 

Mr.  Sims.  What  I  mean  is  this:  At  the  end  of  the  month  or  at  the 
end  of  the  year  is  there  not  a  method  or  are  there  not  facihties  in  the 
cotton  excnange  by  which  it  can  be  ascertained— the  number  of 
transactions  in  bales  that  took  place,  say,  the  previous  year? 

Mr.  Marsh.  There  is  no  machinery  at  present  for  ascertaining 
that. 
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.  Mr.  Sims.  Well,  do  you  not  think  that  that  would  be  good  informa- 
tion for  the  country  to  have  ?  I  will  withdraw  that  question,  because 
that  is  only  a  matter  of  opinion.  .  But,  anyhow,  there  is  no  method 
at  the  present  time  by  wnich  they  could  publish  accurately,  either 
monthly  or  semimontmy  or  every  six  months,  or  at  the  end  of  a  year, 
the  actual  number  of  transactions  in  bales  ? 

Mr.  Marsh.  No;  there  is  not. 

Mr.  Sims.  I  want  to  ask  you  if  there  was  no  speculative  business 
done  at  aU,  would  it  be  practicable  and  possible  tor  members  of  the 
exchange  to  hedge  against  actual  business  in  the  way  of  spot  delivery  t 
I  say  speculative  business,  which  is  sometimes  referred  to  by  persoi^ 
who  are  not  acquainted  with  the  proceedings  of  the  exchange  as  what 
would  be  illegitimate;  but  I  will  say  speculative  business.  If  there 
was  no  speculative  business  done  at  all,  would  it  be  practical  for 
members  of  the  exchange  to  hedge  against  actual  business  in  the 
way  of  spot  deliveries  ? 

Mr.  Marsh.  My  impression  is  that  it  would  still  be  possible.  I 
have  stated  to  the  committee  that  there  are  months  at  a  time  when 
there  is  practically  no  speculation  being  done  in  the  cotton  market, 
and  yet  the  process  of  hedging  continues  through  those  periods. 

Mr.  Sims.  If  I  understand  you,  then,  what  we  call  a  pure  specu- 
lator— I  mean  a  man  who  buys  a  contract  for  the  future  who  does 
not  intend  to  carry  it  out  Uterally,  but  intends  to  sell  out  before  the 
month  of  deliverv  arrives — that  the  business  of  that  man  is  not  neces 
sary  to  the  real  function  of  hedging  upon  the  exchange,  that  such  an 
element  of  business  and  that  such  people — people  who  do  that  kind  of 
business — are  not  necessary  to  hedging. 

Mr.  Marsh.  I  should  say  not. 

Mr.  Sims.  Therefore,  if  purely  speculative  transactions  were  elim- 
inated by  any  process,  it  would  not  injure  the  cotton  exchange  so  far 
as  the  hedging  business  is  concerned  ? 

Mr.  Marsh.  I  think  the  process  of  hedging  would  stiU  go  on. 

Mr.  Sims.  I  wanted  your  notion  as  to  that.  Now.  Mr.  Marsh,  is  it  a 
fact  or  not  that  in  a  certain  year — I  do  not  rememoer  the  year — ^Mr. 
SuUy  carried  on  a  campaign  m  the  May  delivery,  as  was  stated  in  the 
public  press,  alter  which  it  was  represented  m  the  paper  that  Mr. 
ferown  and  Mr.  Hayne,  of  New  York,  came  to  the  cotton  exchange 
and  carried  on  a  campaign  of  July,  August,  and  September?  Do 
you  remember  what  year  that  was  ? 

Mr.  Marsh.  My  impression  is  it  was  1903. 

ilr.  Sims.  Well,  I  wanted  to  be  accurate  about  it.  Is  it  a  fact  that 
that  year,  especiallv  for  the  September  contract,  cotton  to  the  extent 
of  thousands  of  bales  was  returned  or  shipped  back  or  shipped  from 
spinners  in  New  England  and  some  other  places,  and  even  Europe, 
and  carried  to  New  York,  for  the  purpose  or  delivering  upon  contract 
to  New  York  I 

Mr.  Marsh.  I  was  not  then,  myself,  on  the  floor  of  the  New  York 
Cotton  Exchange  or  Uving  in  New  York.  I  was  a  member  of  the 
New  York  Cotton  iixchange  at  that  time,  but  I  was  not  living  in  New 
York.     So  I  can  not  answer  that  question. 

Mr.  Sims.  I  will  state  to  you,  if  my  recollection  is  correct,  that  that 
same  year  the  official  report  of  the  movement  of  cotton  ^ows  that 
between  40,000  and  60,000  bales  of  cotton  were  returned  from  Europe 
after  being  shipped  over  there,  and  freights  paid  and  insurance  paid, 
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that  that  many  bales  were  returned  and  delivered  on  contracts  to 
New  York,  because  it  was  more  profitable  for  the  spinner  not  to  spin, 
but  to  get  a  contract  delivery  value  in  New  York;  it  was  more  profit- 
able for  him  to  do  that  than  it  was  to  go  ahead  and  spin  the  cotton. 
If  such  was  done,  do  you,  as  an  authority  on  the  subject,  regard  that 
as  good  economics,  applying  to  the  general  cotton  trade  ? 

Mr.  Marsh.  I  do  not  see  anything  uneconomic  about  it. 

Mr.  Sims.  Then  do  you  think  it  is*  proper  to  promote  a  business 
which  disturbs  the  consumption  of  cotton  in  the  way  you  said  it 
could  be  consumed,  by  being  spun  or  manufactured,  and  bringing  it 
to  New  York  and  keeping,  it  there,  simply  as  a  means  of  liquidating 
or  receiving  a  profit  upon  a  tender  through  the  niles  of  the  exchange! 

Mr.  Marsh.  Mr.  Chairman,  my  recollection  is  that  in  1903  spinners 
yg^ere  carrying  what  we  call  an  mvisible  supply  of  cotton;  that  is,  a 
stock  of  cotton  at  their  mills  sufficient  to  last  them  about  two  months, 
to  go  on  spinning  the  cotton  for  two  months  without  buying  any  mare. 
I  can  see  nothing  destructive  or  disturbing  to  trade,  for  some  of  those 
spinners,  if  it  was  spinners  who  entered  into  this  transaction,  who 
had  on  hand  cotton  enough  to  run  them  for  several  weeks  or  months, 
to  resell  a  part  of  it  to  Messrs.  Brown  &  Hayne,  if  they  were  the  specu- 
lators in  question,  and  turn  it  into  money,  knowing  that  witnin  a 
month  or  two  the  new  crop  of  cotton  would  be  moving  freely  and 
that  they  could  easily  repurchase  what  they  had  sold  out. 

Mr.  Sims.  Right  there  you  have  come  to  a  very  important  matter. 
The  natural  course  of  cotton  is  to  be  manufactured,  and  currently 
manufactured,  if  possible,  each  year.  When  a  large  amount  of  cotton 
was  diverted  from  natural  channels  of  consumption,  sent  back  and 
delivered  upon  the  September  contract  in  New  York  to  these  specu- 
lators, and  therefore  held  over  and  added  to  the  current  crop  that 
year,  did  that  not  have  a  tendency,  and  necessarily  have  a  tendency, 
to  depress  the  value  of  the  new  crop,  because  that  much  of  the  old 
crop  was  held  over  through  this  speculative  arrangement,  and  aug- 
mented the  new  supply  to  that  extent  ? 

Mr.  Marsh.  Am  I  to  understand  Mr.  Sims  to  mean  that  if  that 
cotton  had  not  been  shipped  to  New  York  it  would  have  passed  out 
of  existence  ? 

Mr.  Sims.  No.  This  is  what  you  should  understand  me  to  say. 
If  it  had  not  been  for  what  they  call  a  bull  campaign — ^you  know  what 
that  means,  literally  and  technically — that  this  cotton  never  would 
have  been  shipped  back  from  Europe  and  delivered  in  New  York,  and 
would  have  been  manufactured  in  Europe,  where  it  went  for  the  pur- 
pose of  manufacture,  or  to  New  England,  or  wherever  else  it  might  have 
gone,  that  it  woiild  have  gone  the  way  you  say — and  we  are  admitting 
that  the  right  and  proper  and  natural  way  for  cotton  to  go  is  into  the 
hands  of  the  manufacturer.  Therefore  the  manufacturer,  by  this 
operation  of  the  Exchange,  was  delayed  in  manufacturing  the  cotton 
and  this  accumulation  of  stock,  accumtilated  by  reason  of  this  cam- 
paign, did  not  go  into  consumption  in  the  year  it  would  have  gone  into 
consumption,  but  was  held  over  and  augmented  the  next  crop  to  the 
extent  of  this  unnatural  or  speculative  dealing  on  the  cotton  exchange. 

Mr.  Marsh.  I  am  not  aware,  sir,  that  any  spinner  consumed  a 
pound  less  of  cotton  during  that  period  than  we  would  have  consumed 
if  this  operation  had  not  been  entered  into;  and  as  far  as  the  effect  of 
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cotton  upon  the  market  is  concerned,  cotton  in  existence,  no  matter 
where  it  is,  is  the  real  market  factor,  and  the  only  market  factor. 

Mr.  Sims.  If  it  had  been  spun,  consumed,  and  changed  from  cotton 
into  some  other  form  of  property  in  the  month  of  July  and  August — 
or  June  or  May — I  don^t  know  when  they  had  it — then  it  would  not 
have  been  in  existence  in  September  in  New  York,  and  therefore 
could  not  have  affected  the  market  ? 

Ihe  Chairman.  Will  you  be  kind  enough,  Mr.  Sims,  to  shap>e 
your  questions  so  as  to  bring  out  information  and  not  make  argu- 
ments? 

Mr.  Sims.  You  are  probably  right,  Mr.  Chairman,  and  I  will  try 
to  do  so. 

I  want  to  state  the  further  fact,  as  appears  from  the  paper,  that  the 
September  futures  during  September  were  kept  up  to  aoout  13  or  a 
little  over,  to  the  last  day  of  September,  and  that  tne  Brown  &  Hayne 
pool,  or  whoever  they  were,  haa  to  take  and  did  take  altogether  al>out 
275,000  bales  of  cotton  which  they  then  had,  and  had  to  merchandise, 
and  I  will  ask  you  if  it  is  not  a  fact  that  they  had  to  sell  that  cotton 
afterwards  at  a  lower  price  than  the  contract  price  was  at  the  time  the 
cotton  was  accumulated  ? 

Mr.  Marsh.  I  can  not  answer  that  question,  because  I  do  not  know 
what  Messrs.  Brown  &  Hayne's  operations  were.  I  never  saw  their 
books.  I  have  no  information  as  to  whether  they  made  money  or 
lost  money  in  their  operations.  All  I  can  say  on  this  subject  is  that 
so  far  as  I  know  no  single  spinner  in  the  world  at  any  time  during  the 
summer  of  1903  curtailed  the  consumption  of  cotton  in  his  mill  a 
single  pound  by  reason  of  what  was  going  on  in  the  New  York  or 
New  Orleans  markets  for  futures. 

Mr.  Sims.  Only  one  more  question.  Is  it  not  a  fact  when  what 
you  call  the  bull  campaign  as  oeing  run  on  the  exchange  is  under  way 
that  gentlemen  who  receive  deUvery  seU  some  of  the  cotton  that  they 
have  received  to  parties  with  the  contract  stipulation  that  they  must 
ship  it  out  of  the  New  York  stock  and  not  run  it  or  tender  it  on  con- 
tracts or  sell  it  to  anyone  for  that  purpose  ? 

Mr.  Mabsh.  I  have  never  had  personal  cognizance  of  such  a  tran&- 
action,  although  I  have  heard  that  it  has  been  done. 

Mr.  Sims.  If  done,  is  it  not  uneconomic  ? 

Mr.  Marsh.  These  "if''  questions,  Mr.  Chairman,  I  am  afraid  my 
brain  is  not  able  to  deal  witn. 

Mr.  Sims.  Well,  Mr.  Chairman,  if  Mr.  Marsh's  brain  is  not  equal  to 
the  task  of  answering  the  questions  I  shall  give  it  up.  I  am  without 
real  information  and  1  am  not  trying  to  ask  questions  that  can  not  be 
answered;  and  if  I  ask  questions  along  this  line  that  can  not  be 
answered  by  Mr.  Marsh,  i  do  not  think  it  is  worth  while  to  ask  any- 
one else. 

Mr.  Burleson.  Do  you  operate  on  the  New  York  Exchange  as  an 
individual  or  as  a  member  of  a  firm  ? 

Mr.  Marsh.  As  an  individual. 

Mr.  Burleson.  How  many  years  have  you  been  a  member  of  the 
exchange  ? 

Mr.  Marsh.  I  think  I  was  elected  in  1901,  but  I  have  not  kept  it 
as  an  anniversary. 

Mr.  Burleson.  What  office  do  you  now  hold  on  the  exchange  ? 

Mr.  Marsh.  Vice-president. 
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Mr.  BuBLESON.  What  other  offices  have  you  held  ? 

Mr.  Mabsh.  I  have  been  a  member  of  the  board  of  managers  and 
an  occasional  member  of  this  or  that  committee  of  the  exchange. 

Mr.  Burleson.  Numbers  of  committees  ? 

Mr.  Marsh.  Yes. 

Mr.  Burleson.  The  other  day,  Mr.  Marsh,  in  response  to  a  ques- 
tion by  Mr.  Beall,  of  Texas  (when  he  asked  you  to  distinguish  between 
the  conditions  which  surround  the  cotton  trade  which  make  it  neces- 
sary to  have  an  exchange  for  the  sale  of  future  contracts  for  cotton, 
and  the  conditions  whicn  surround  the  cotton  goods  trade,  which  in 
value  represent  about  thre^  times  the  value  of  the  raw  product,  for 
which  there  is  no  exchange),  if  I  understood  you,  you  stated  that  the 
multitude  of  merchants,  retail  and  wholesale,  engaged  in  disposing  of 
cotton  goods  enabled  the  trade  to  distribute  any  losses  which  might 
be  sustained  among  so  many  or  over  so  large  an  area  that  it  was  not 
necessary  to  have  an  exchange,  but  that  it  was  necessary  to  have  an 
exchange  for  the  sale  of  raw  cotton  in  order  to  maintain  intact,  or 
protect  as  far  as  possible,  the  volume  of  capital  necessary  for  the 
prosecution  of  the  business? 

Mr.  Marsh.  I  think  that  is  a  very  accurate  statement  of  what  I  said, 
sir. 

Mr.  Burleson.  There  are  fewer  people  engaged  in  the  manufacture 
of  wool  than  cotton,  fewer  people  engaged  in  growing  wool  than  cotton. 
It  takes  approximately  $500,000,000  to  handle  the  world's  wool  crop. 
Differentiate  for  this  committee,  if  you  can,  why  it  is  that  it  is  neces- 
sary to  have  an  exchange  for  cotton  and  not  for  wool  ? 

Mr.  Marsh.  Before  proceeding  to  speak  of  the  wool  I  should  like  to 
call  attention  to  one  poijit  which  I  did  not  make  in  the  statement  Mr. 
Burleson  quoted  from  me.  I  said  that  the  immense  number  of  small 
merchants  who  handled  dry  goods  enabled  the  risk  to  be  distributed 
to  such  an  extent  as  not  to  fall  mibearably  upon  any  one  of  them.  I 
ought  to  have  added  to  that  statement  the  further  statement  that  the 
retailers  and  wholesalers  of  dry  goods  work  on  a  margin  of  profit  so 
large  as  compared  with  the  profit  which  handlers  of  raw  cotton  work 
on  that  a  decUne  in  the  value  of  the  goods  which  they  have  on  hand 
may  be  very  considerable  before  those  goods  get  down  to  their  cost. 

Mr.  Burleson.  Well,  considering  that  additional  element,  please, 
in  a  few  words,  if  you  can,  differentiate  between  the  conditions  which 
environ  wool  and  make  it  unnecessary  to  have  an  exchange  for  the 
sale  of  future  contracts  for  wool  ? 

Mr.  Marsh.  That  statement  which  I  have  just  made  was  preUmi- 
xiary  to  a  statement  I  desire  to  make  with  regard  to  wool.  I  have 
never  been  in  the  wool  business  myself,  but  a  member  of  my  family 
was  in  the  wool  business  for  a  number  of  years  in  Boston,  which  is  now 
the  chief  wool  market  in  this  country,  and  I  became  tolerably  familiar 
with  the  conditions  of  conducting  that  trade. 

In  the  first  place,  in  the  wool  trade,  owing  to  these  possibilities  of 
loss,  due  to  having  no  opportunity  to  hedge,  the  margins  are  kept 
very  much  wider  than  they  are  in  cotton.  A  wool  merchant  expects 
to  get,  tries  to  get,  at  least  20  per  cent.  A  cotton  merchant  expects 
to  get  from  one-half  to  three-quarters  of  1  per  cent.  But,  Mr.  Chair- 
man, in  spite  of  the  wool  merchant  aiming  to  get  this  very  much 
larger  margin  between  what  he  pays  for  his  wool  and  what  he  seUs 
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it  to  the  manufacturer  for,  the  wool  busmess  is  one  of  the  most  specu- 
lative and  one  of  the  most  dangerous  forms  of  modem  merchandising. 

Any  wool  merchant  in  Boston  will  tell  you  that  the  wool  firms 
there  go  through  extraordinary  vicissitudes  of  profits  and  loss^ 

Mr.  Burleson.  You  evidently  mistook  the  purpose  of  my  ques- 
tion. I  want  you  to  tell  this  committee  if  you  can  the  differefice  in 
conditions  which  environ  the  wool  trade — I  don't  care  whether  those 
engaged  in  it  lose  more  money  or  not;  that  is  a  subsequent  matter — 
ten,  if  you  can,  the  difference  in  conditions  which  environ  the  wool 
trade,  which  make  it  unnecessary  to  have  an  exchange. 

Mr.  Marsh.  The  wool  trade  would  have  an  exchange  in  a  minute 
if  it  could.    There  is  not  a  wool  merchant  in  Boston — - 

The  Chairman.  Well,  can  you  tell  us  in  a  word  why  it  can  not  ? 

Mr.  Marsh.  The  first  and  chief  reason  why  it  is  impossible  is  that 
the  determination  of  the  value  of  a  pile  of  wool  in  a  warehouse  is 
purely  and  simply  a  matter  of  guesswork.  Wool  is  handled  almost 
entirely  in  the  grease.  The  value  of  the  wool,  however,  is  its  value 
after  it  is  scoured.  Now,  there  are  the  most  extraordinary  diver- 
gencies of  opinion  between  the  most  expert  buyers  as  to  the  scoured 
value  of  any  given  pile  of  wool.  It  is  a  pusiness  which  is  more  largely 
guesswork  than  any  business  probably  in  the  world. 

Now,  when  vou  come  to  taking  a  contract  for  future  delivery, 
this  element  or  guesswork,  of  uncertainty  as  to  the  real  econonuc 
value  of  each  particular  lot  which  is  to  be  delivered,  introduces  prob- 
lems and  perplexities  which  have  so  far  proved  insuperable.  There 
was,  as  you  know,  undoubtedly,  an  attempt  some  years  ago  to  estab- 
lish a  wool  exchange  in  New  York.  It  was  never  possible — ^never 
proved  possible — to  work  out  any  rules  for  the  deUvery  of  wool  on  con- 
tracts which  were  dependable,  and  which  worked  out  in  practice  in 
a  manner  economically  sound. 

Another  difficulty  that  arises  in  connection  with  wool,  but  along 
the  same  line,  is  that  although  the  total  amount  of  wool  produced 
is  very  large  there  is  a  very  extraordinary  difference  in  the  characters 
of  wool  that  are  produced,  and  the  valuation  of  these  extraordinarily 
different  characters  of  wool  has  proved  beyond  the  powers  of  any 
set  of  wool  merchants  who  have  ever  put  their  brains  to  the  matter. 

In  this  connection,  however,  I  should  like  to  call  your  attention 
to  the  fact  that  there  formerly  was,  and  I  supposed  until  I  heard  a 

{)ositive  statement  to  the  contrary  still  was,  trading  in  contracts 
or  what  are  known  as  wool  tops  in  Antwerp.     That  one  specific 

Mr.  Burleson.  I  beg  your  pardon;  I  was  not  asking  you  whether 
there  was  an  exchange  in  Antwerp,  or  about  a  rumor  or  one  in  Ant- 
werp. I  again  direct  your  attention  to  my  request  for  conditions 
which  environ  the  wool  trade  which  you  think  makes  it  unneces- 
sary to  have  an  exchange,  in  the  fewest  words,  please. 

Mr.  Marsh.  Well,  in  the  fewest  words  possible,  the  conditions  that 
make  it  impossible,  or  so  far  make  it  impossible,  are  the  incalcula- 
biUty  of  the  particular  lots  of  wool  that  have  to  be  dealt  with. 

Mr.  Burleson.  Now,  Mr.  Marsh,  am  I  to  understand  by  that 
answer  that  the  principal  reason  why  the  trade  requires  no  wool 
exchange  is  that  there  is  a  much  larger  number  of  grades  of  wool 
than  there  is  of  cotton  ? 

Mr.  Marsh.  Yes;  I  am  sure  of  it. 
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Mr.  Burleson.  And  you  think  the  extreme  doubt  about  the  quality 
of  wool  that  there  is  another  reason  why  you  can  not  have  a  wool 
exchange  ? 

Mr.  Marsh.  I  did  not  say  the  extreme  doubt  about  the  quaUty  of 
wool.  I  said  the  extreme  doubt  as  to  the  value  of  each  particular 
lot  of  wool. 

Mr.  Burleson.  All  right.  Would  not  doubt  as  to  the  value  of  each 
particular  lot  of  wool  tnat  make  for  speculation  rather  than  dimin- 
ish the  chances  for  it,  and,  in  fact,  afford  an  additional  reason  why 
you  should  have  a  wool  exchange,  from  your  viewpoint,  rather  than 
a  reason  why  you  should  not  have  one  ? 

Mr.  Marsh.  Mr.  Burleson,  I  do  not  think  the  reason  for  the  ex- 
change is  the  opportimity  it  offers  for  speculation. 

Mr.  Burleson.  No,  but  to  eliminate  risk;  but  I  will  ask  you  this 
question:  Was  not  the  principal  reason  for  failure  to  establish  the 
wool  exchange  in  New  York  because  the  existing  exchanges  fiunished 
sufficient  faciUties  to  anyone  who  wanted  to  speculate  or  gamble, 
and  that  the  wool  exchange  did  not  receive  the  patronage  necessary 
to  keep  it  going  ? 

Mr.  MARSH.  I  have  not  been  so  informed.  My  information  has 
been  that  the  trouble  with  the  wool  exchange  was  the  impossibility 
of  making  rules  and  regulations  of  a  general  character  to  apply  to  a 
commodity  so  incalculable  in  its  varieties  as  wool. 

Mr.  Burleson.  You  know  Mr.  J.  R.  McC6ll? 

Mr.  Marsh.  Yes,  sir. 

Mr.  Burleson.  He  was  at  one  time  the  president  of  the  National 
Association  of  Cotton  Manufacturers  ? 

Mr.  Marsh.  Yes. 

Mr.  Burleson.  You  are  not  in  accord  with  the  view  expressed  by 
Mr.  McCoU  when  he  said,  speaking  as  to  the  necessity  for  a  cotton 
exchange: 

Why  should  it  be  so,  if  the  wool  crop  of  the  world,  amounting  in  value  to  $500,000,000 
annusdly  as  well  as  the  silk  and  linen  crop,  are  marketed  successfully  without  trading 
in  futures,  this  system  does  not  influence  or  move  the  crop,  and  it  certainly  affords 
great  opportunity  for  speculation  which  is  injurious  to  legitimate  industrjr.  The 
speculator  claims  to  foresee  coming  conditions.  Unfortunately  this  is  not  his  chief 
business.  It  is  to  create  temporary  artificial  conditions  by  selling  quantities  of  cotton 
that  he  does  not  own  or  buying  cotton  he  does  not  intend  to  accept  delivery  of.  In 
the  lon^  run  it  must  of  course  be  admitted  that  supply  and  demand  regulate  price,  but 
in  the  mtermediate  artificial  fluctuations  the  speculator  makes  his  money  and  the 
grower  and  manufacturer  are  apt  to  suffer  disaster. 

You  do  not  agree  with  those  views  at  all,  although  Mr.  McCoU  is 
the  president  of  a  number  of  cotton  mills  and  has  been  a  manufacturer 
of  cotton  for  many  vears. 

Mr.  Marsh.  My  first  answer  to  that  would  be,  Mr.  Burleson,  that 
there  is  no  conmiodity  handled  in  the  United  States  in  which  there  is 
more  constant  speculation  than  there  is  in  wool.  The  speculation  in 
proportion  to  the  amount  of  wool  handled  is  in  my  opinion  fully  as 
great  as  the  speculation  in  cotton. 

Mr.  BuKUESON.  And  yet  it  is  not  necessary  to  have  a  wool  ex- 
change to  hedge  the  risl^. 

Mr.  Mabsh.  There  is  no  exchange. 

Mr.  BuKLESON.  You  said  yesterday,  in  response  to  a  question 
asked  by  Mr.  Scott,  that  it  was  unsafe  for  the  spinner  and  unwise  for 
the  spinner  to  go  to  the  New  York  Cotton  Exchange. 
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Mr.  Mabsh.  Did  I  use  those  words,  sir  ? 

Mr.  Burleson.  I  think  you  did. 

Mr.  Marsh.  Did  I  say  unsafe  ? 

Mr.  Burleson.  I  think  so. 

Mr.  Marsh.  Unsafe  and  unwise  ?  I  should  be  very  glad  to  have 
the  matter  looked  up. 

Mr.  Burleson.  Well,  did  you  use  the  word  unwise  ? 

Mr.  Marsh.  I  do  not  remember  using  the  word  unwise.  My 
recollection  is  that  I  said  the  contract  for  mture  deUvery  of  cotton  in 
New  York  was  a  cotton  merchant's  contract,  was  not  designed  for  the 
use  of  spinners. 

Mr.  Burleson.  And  that  it  was  imsafe  and  imwise  ? 

Mr.  Marsh    I  don't  think  I  said  that,  sir. 

Mr.  Burleson.  Well,  do  you  say  it  is  imsafe  and  imwise  or  do  you 
not — for  him  to  go  there  ? 

Mr.  Marsh.  In  determining  safety  and  wisdom  I  Am  not  particu- 
larly an  expert. 

Mr.  Burleson.  W^ell,  I  will  put  it  to  you  this  way  then,  if  you  can 
not  readily  answer  that  question.     Does  the  spinner  go  there  ? 

Mr.  Marsh.  I  think  he  does. 

Mr.  Burleson.  W^ould  you  be  surprised  to  know  that  Mr.  McColl, 
of  whom  I  spoke,  in  testifying  before  this  committee  has  said: 

My  opinion  is  that  the  spiiyiere  of  this  country  have  used  the  future  market  to  a 
very  small  extent.  Lately  they  have  been  forced  to  use  it  more,  but  they  have  not 
used  it  to  any  large  extent  in  years  gone  by.  There  are  thousands  and  thousands  of 
manu^Eictiu'ers  who  have  never  bought  a  bale  of  futures. 

Is  that  statement,  entertaining  the  view  that  you  have  just- 


Mr.  Marsh.  I  think  that  statement  is  absolutely  correct.  I  think 
the  spinners  of  this  country  until  a  few  years  ago  were  of  the  opinion 
that  the  course  for  them  to  pursue  was,  as  one  of  them  stated  to  Mr. 
Hubbard  and  me,  in  a  rather  excited  argument  we  had  at  Washing- 
ton,  to  take  a  merchant's  view  of  the  situation  and  buy  their  cotton 
when  they  thought  it  was  cheap,  or  sell  their  goods  when  they  thought 
the  price  of  the  goods  was  hign.  and  if  they  had  bought  their  cotton 
when  it  was  cheap,  carry  it  until  they  sold  their  goods;  or  if  they  had 
sold  their  goods  when  they  thought  cotton  was  high,  to  keep  short  of 
cotton  until  they  had  a  chance  to  buy  the  cotton  at  a  lower  price. 
It  is  a  rather  interesting  commentary  upon  this  spinner's  attitude 
that  his  mill  has  during  the  last  year  practically  gone  bankrupt,  that 
this  spinner  himself  has  been  turned  out  of  his  iob  as  treasurer  of  the 
mill;  and  that  the  Bishop  of  Massachusetts  wno  was  a  large  stock- 
holder in  the  mill  has  preached  a  sermon  against  speculation. 

Mr.  Burleson.  Who  was  the  spinner  you  speak  of? 

Mr.  Marsh.  I  will  not  mention  his  name. 

Mr.  Burleson.  This  statement  made  by  Mr.  McColl  was  rather  a 
broad  statement  and  embraced  the  use  of  futures  for  hedging  purposes 
or  any  other  purpose.  I  am  asking  you  if  it  is  not  a  fact  that  for 
many,  many  years  the  New  England  spinners  especially  have  been 
extremely  hostile  to  the  New  YorK  Cotton  Exchange  upon  the  ground 
that  its  practices  were  inimical  to  their  interests  or  the  interests  of 
the  trade? 

Mr.  Marsh.  The  older  generation  of  spinners  in  New  England  was 
unquestionably  hostile  to  the  New  York  Cotton  Exchange  or  any 
cotton  exchange,  but  the  new  generation  of  New  England  spinners 
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who  are  just  gettmg  into  the  field  are,  so  far  as  I  know,  unanimously 
of  the  opinion  that  they  could  not  conduct  their  business  without  the 
aid  of  the  exchanges.  And  the  reason  for  that,  Mr.  Chairman,  if 
Mr.  Burleson  cares  to  have  it,  I  will  give. 

Mr.  Burleson.  Yes;  I  would  like  to  have  any  reason  you  can  give, 
if  you  can  put  it  in  a  few  words. 

Mr.  Mabsh.  I  can,  sir.  The  older  mill  treasurers  of  New  England 
began  with  small  mills  and  ^adually  built  them  up  to  large  nulls. 
Wnen  their  mills  were  small  they  had  no  trouble  in  g[oing  to  the  banks 
and  borrowing  money  enough  to  buy  the  cotton,  which  was  compara- 
tively small  in  amount,  to  run  their  mills.  As  their  mills  grew  and  these 
older  treasurers  remained  in  the  saddle,  the  banks  insensibly  enlarged 
their  accommodations  to  these  treasurers,  and  so  until  the  end  of  the 
career  of  these  successful  old  treasurers  they  had  no  trouble  in  getting 
the  money  from  the  banks  to  buy  the  cotton  which  they  needed. 
But  now,  sir,  younger  men  are  taking  the  place  of  these  old  treasurers, 
and  the  banks  are  beginning  to  ask  questions.  They  say,  ''It  was 
all  right  for  us  to  lend  money  enough  to  buy  100,000  bales  of  cotton 
to  ifi*.  Thomas  JeflFerson  CooUdge,  who  was  a  seasoned  veteran, 
who  had  grown  up  in  this  business,  who  had  made  an  enormous 
amount  of  money  for  his  mill,  and  we  could  trust  him;  but  how  about 
this  jroung  man  who  has  got  to  come  in  and  take  his  place?  Are 
we  willing  to  lend  eight  or  ten  million  dollars  to  this  young  man 
on  his  judgment  as  to  when  is  the  right  time  to  buy  cotton?  This 
young  man  has  not  been  through  the  miU.  We  can  not  trust  his 
judgment.'' 

^d  the  consequence  is,  sir,  that  as  these  younger  spinners  come 
along  they  are  abandoning,  and  abandoning  perforce,  tne  manner  of 
conducting  the  business  or  those  older  spinners,  and  now  you  will 
find  yoimger  spinners  in  New  England  conducting  their  spinning 
to  a  large  extent  in  the  way  in  which  the  English  spinner  conducts  his 
business.  He  hedges  his  sales  of  goods  bv  buving  some  cotton ;  or  if 
he  buys  cotton  at  a  time  when  ne  thinks  tne  quality  he  desires  is 
most  easily  obtainable,  he  sells  or  hedges  against  it. 

Mr.  BuKLESON.  Then  in  a  nutshell  you  say  the  reason  for  this 
change  is  that  the  moneyed  class  in  New  England  had  a  confidence 
in  the  old  spinners  that  they  have  not  in  the  younger  ones,  and 
here  the  bankers  force  the  latter  to  hedge  ?  If  that  is  so,  no  man 
would  be  better  advised  of  it  than  the  president  of  the  New  York 
Cotton  Exchange,  would  he  ?  If  this  change  in  sentiment  had  taken 
place,  or  this  view  point  has  changed,  on  the  part  of  the  New  England 
spinner,  there  would  be  no  person  who  would  be  better  informed 
aoout  it  than  the  president  or  the  New  York  Cotton  Exchange  ? 

Mr.  Marsh.  The  president  of  the  New  York  Cotton  Exchange 
never  lived  in  New  England,  and  I  have  lived  there. 

Mr.  Burleson.  But  is  it  not  his  dutv  to  keep  posted,  Mr.  Marsh, 
and  haven't  you  said  that  one  of  the  gre,at  advantages  of  this 
exchange  was  the  facilities  and  opportunities  its  membership  had 
for  keeping  right  up  with  the  trade,  for  gathering  all  kinds  of  informa- 
tion from  all  sources  with  reference  to  the  trade?  Would  you  say, 
then,  that  you  would  expect  ignorance  upon  the  part  of  the  president 
of  the  exchange  with  reference  to  this  change  of  sentiment  on  the 
part  of  the  New  England  spinner  ? 

Mr.  Marsh.  I  should  not  expect  anything. 
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Mr.  Burleson^  Let  me  read  you  something  that  was  said  by 
the  president  of  the  New  York  Cotton  Exchange,  addressing  the 
New  England  spinners  [reading] : 

The  hostile  attitude  taken  by  the  spinners  of  New  England,  at  the  formation  of 
our  exch£uige,  and  which  has  continued  with  more  or  less  intensity  during  the  past 
thirty-six  years 

It  was  organized  in  1871,  and  thirty-six  years  would  bring  it 
down  to  1907,  would  it  not?  I  haven't  the  date,  but  I  take  it  from 
that  that  it  must  have  been  in  1906  or  1907  when  this  address  was 
made  [continuing  reading] : 

was,  and  is,  to  my  mind,  a  mistaken  policy,  which  the  spinners  of  England  and 
Continental  Europe  have  avoided  by  tineir  daily  intercourse  with  merchants  from 
all  portions  of  the  world. 

If  this  change  of  attitude  has  taken  place,  Mr.  Hubbard,  who 
made  that  address,  was  not  aware  of  it,  was  he,  unless  he  was  making 
a  very  loose  statement  or  a  false  statement  ? 

Mr.  Marsh.  I  don't  know  what  Mr.  Hubbard  was  aware  of. 

Mr.  Burleson.  Well,  if  he  made  that  statement  was  he  mistaken 
about  it? 

Mr.  Marsh.  A  tendency  had  already  set  up  which  he  did  not  call 
attention  to  in  that  statement,  unquestionably. 

Mr.  Burleson.  And  it  has  ripened  in  the  last  two  years  into  a 
complete  change,  you  would  think? 

Mr.  Marsh.  So  far  as  the  younger  spinners  are  concerned. 

Mr.  Burleson.  There  is  about  as  much  cotton  manufactured  in 
the  South  as  in  New  England.  The  president  of  the  American 
(Southern)  Cotton  Spinners'  Association  was  here,  Mr.  Parker. 
Do  its  members  patronize  the  New  York  Cotton  Exchange  to  any 
extent  ? 

Mr.  Marsh.  Mr.  Parker? 

Mr.  Burleson.  No;  I  didn't  say  Mr.  Parker.  I  said  the  Southern 
Cotton  Spinners. 

Mr.  Marsh.  Mr.  Parker  is  one  of  the  best  customers  of  the  New 
York  Cotton  Exchange. 

Mr.  Burleson.  I  didn't  say  Mr.  Parker.  I  said  the  Southern 
Spinners. 

Mr.  Marsh.  The  Southern  Spinners  certainly  use  the  facilities  to  a 
large  extent. 

Mr.  Burleson.  Did  you  grasp  the  meaning  of  that  resolution  they 
adopted  when  they  said  the  conditions  on  the  New  York  Exchange 
made  it  unsafe  to  attempt  to  hedge  there  ?  How  do  you  explain  that 
if  that  is  true  ?    Can  it  oe  explained,  Mr.  Marsh  ? 

Mr.  Marsh.  It  can  be  explained;  jres. 

Mr.  Burleson.  How  do  you  explain  it  if  it  is  true  ? 

Mr.  Marsh.  I  explain  it  as  the  case  of  certain  gentlemen  wishing 
to  force  certain  other  gentlemen  to  do  something  they  want  to 
have  them  do  and  using  severe  language  to  that  endT 

Mr.  Burleson.  Then  you  take  issue  with  the  sincerity  of  statement 
embodied  in  that  resolution,  do  you  ? 

Mr.  Marsh    I  certainly  do. 

Mr.  Burleson.  What  is  it  that  fixes  the  price  of  a  future  contract 
on  the  New  York  Exchange  ? 

Mr.  Marsh.  A  member  of  the  exchange  ready  to  buy  and  another 
member  ready  to  sell  at  that  price. 
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Mr.  BuBLESON.  It  is  the  fact  that  an  offer  is  made  and  accepted 
which  fixes  the  price  of  futures  ? 

Mr.  Mabsh.  1  es. 

Mr.  BuBLESON.  Now,  what  is  the  basis  which  controls  the  fixin] 
of  a  price  by  the  seller  ?  In  other  words,  upon  what  is  the  price  to  se 
based? 

Mr.  Mabsh.  In  the  case  of  a  merchant  hedging  it  is  based  on  what 
he  has  paid  for  his  cotton  in  the  South. 

Mr.  BUBLESON.  As  a  matter  of  fact,  you  maintain  a  reserve  in  New 
York  City  of  cotton  to  be  delivered  or  tendered  on  contracts  ? 

Mr.  Mabsh.  We  do  not  maintain  a  reserve.  There  is,  under  the 
natural  operation  of  our  by-laws  and  rules,  a  reserve  there. 

Mr.  BuBLESON.  We  will  get  to  that  in  a  minute.  I  want  to  know  if 
there  is  a  reserve  there? 

Mr.  Mabsh.  There  is  a  reserve  there;  yes. 

Mr.  BuBLESON.  As  a  matter  of  fact,  is  not  the  price  of  future  con- 
tract based  upon  what  is  in  that  reserve,  and  does  not  a  knowledge 
of  what  is  in  that  reserve  control  and  fix  the  price  of  the  futiu*e 
contract  ? 

Mr.  Mabsh.  No,  sir. 

Mr.  BuBLESON.  You  know  Mr.  J.  F.  Maury?  (After  a  pause.)  I 
mean  Mr.  James  F.  Maury.     He  is  a  member  of  your  exchange. 

Mr.  Mabsh.  Then  I  know  him. 

Mr.  BuBLESON.  A  sufficiently  important  member  of  your  exchange 
to  have  been  continued  for  a  number  of  years  as  chairman  of  one  of 
the  important  committees  of  the  exchange. 

Mr.  Mabsh.  He  is  the  treasurer  of  the  exchange. 

Mr.  BuBLESON;  The  present  treasurer  ? 

Mr.  Mabsh.  Yes. 

Mr.  BuBLESON.  What  do  you  think  of  this  statement  coming  from 
Mr.  Maury  ? 

The  present  price  of  our  futures  represents  the  value  of  the  kind  and  grades  of  cotton 
which  the  buyer  expects  to  get  if  he  calls  for  delivery. 

Is  that  true  or  was  he  mistaken  about  that  ? 

Mr.  Mabsh.  In  one  sense  of  the  word  it  is  true  and  in  another 
sense  of  the  word  it  is  not  true.  It  is^  of  course,  true  that  the  char- 
acter of  cotton  likely  to  be  delivered  m  New  York  in  its  relation  to 
middling  cotton  will  nave  an  effect  on  the  price  of  futures  relative  to 
the  Dre vailing  price  for  middling  cotton. 

Mr.  BuBLESON.  Then  you  accept  that  statement  of  Mr.  Maury  as 
true. 

Mr.  Mabsh.  Absolutelv  and  completely  ?    No,  sir. 

Mr.  BuBLESON.  You  do  not  ? 

Mr.  Mabsh.  No. 

Mr.  BuBLESON.  Now,  then,  see  if  the  chairman  of  your  committee, 
Mr.  Maury,  has  not  stated  the  whole  truth  in  that  particular;  see  if 
you  agree  on  this  part  of  his  statement: 

He  expects  low  grades  and  mixed  lots,  etc. 

That  is  the  man  to  whom  cotton  is  tendered  under  the  contract. 
He  expects  low  grades  and  mixed  lots. 

Mr.  Mabsh.  When? 

Mr.  BuBLBSON.  When  the  cotton  is  tendered  to  him  under  the 
future  contracts  that  are  made  on  the  New  York  Exchange. 
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Mr.  Marsh.  There  are  no  such  grades  m  the  stock  in  the  port  of 
New  York  at  the  present  time,  and  so  he  can  not  possibly  expect  it. 

Mr.  Burleson.  Then,  what  do  you  think  about  this  statement  (I 
read  from  Mr.  Maury's  report) : 

If  you  go  to  any  great  southern  market,  as  Memphis,  New  Orleans,  Galveston,  etc.. 
you  wiU  see  lai^ge  lots  of  cotton  of  the  various  spinners'  jgrades  inspected  and  clasBea 
out  in  even-running  lines  of  single  grades,  ready  for  purchase  by  spinners  o?  exporters. 
We  used  to  see  these  in  New  lu)rk  years  ago,  but  we  do  not  now— it  does  not  pay  to 
send  them  here. 

Mr.  MacCoU,  president  of  the  National  Association  of  Cotton  Manukcturers,  in  hia 
recent  address  on  April  24,  advises  establishing  a  cotton  exchange  in  New  England, 
especiaUy  for  spot  cotton,  to  bring  the  planter  and  spinner  nearer  together,  and  to 
have  fixed  standards  of  erade  and  sworn  classers.  We  have  all  these  and  a  working 
system  tested  by  years,  but  it  is  tied  down  to  a  small  number  of  bales  of  mixed  lota 
brought  to  New  York,  because  they  are  hard  to  handle  elsewhere. 

The  speculative  business  will  come  here,  too,  because  here  are  the  largest  number 
of  buyers  and  sellers,  and  our  future  prices  will  then  be  based  upon  spinners'  cotton, 
as  they  can  not  be  said  to  be  now. 

The  cotton  world  is  demanding  of  us  that  we  must  represent  the  real  trading  basis, 
^e  spot  prices  for  spinners'  cotton,  not  prices  based  on  '* overs,"  low  grades,  and 
speculation. 

That  is  the  statement  made  by  Mr.  Mauiy  in  this  report  which  he 
made  to  the  New  York  Cotton  Exchange,  ^*  that  your  prices  for  future 
cotton  were  based  on  overs,  low  grades,  and  speculation,  and  not  on 
spot  cotton.*'  Is  that  true  or  fsdse?  That  can  be  answered  yes  or 
no.     You  understand  the  question,  do  you  npt  ? 

Mr.  Marsh.  I  don't  think  I  do. 

Mr.  Burleson.  I  will  repeat  it  in  order  that  you  may  understand 
its  full  meaning,  because  I  want  you  to  answer  it,  whether  it  is  true 
or  not.  This  is  the  report  to  the  exchange  made  by  Mr.  Maury,  and 
he  makes  this  statement. 

Mr.  Marsh.  Will  you  permit  me  to  ask  there  what  that  report  is. 
You  say  a  report  made  bjr  Mr.  Maury? 

Mr.  Burleson.  As  chairman  of  your  classification  committee,  I 
believe  you  call  it,  which  was  made  July  10,  1907,  before  the  New 
York  Exchange.  It  was  by  a  committee  of  the  New  York  Exchange, 
the  *' Committee  on  Licensing  Warehouses,''  of  which  Mr.  Maury  was 
chairman.  I  will  read  it  again,  because  I  want  you  to  understand 
it.  and  I  want  you  to  say  whether  it  is  a  false  statement  or  not. 
Tnere  are  certain  facts  connected  with  this  buisness  upon  which 
you  are  entitled  to  draw  your  conclusions,  and  I  want  to  agjree  with 
you^  if  I  can,  on  the  facts,  and  you  may  draw  your  conclusions  and 
I  will  draw  mine  from  the  same  facts.  I  want  to  ask  you  now  this 
question.     I  will  read  this  again: 

The  cotton  world  is  demanding  of  us  that  we  must  represent  the  real  trading  basis, 
the  spot  prices  for  spinners'  cotton,  not  prices  based  on  '^overs,"  low  grades  ana  specu- 
lation . 

Now,  Mr.  Marsh,  I  want  to  know  whether  or  not  tliis  statement 
made  by  Mr.  Maury  and  four  or  five  or  six  others — how  many  ex- 
change members  are  there  on  that  committee?  It  was  signed  by 
all  the  membership  of  the  committee.     Is  it  true  ? 

Mr.  Mendelbaum.  Mr.  Chairman 

The  Chairman.  I  think  Mr.  Marsh  is  entirely  competent  to  take 
care  of  himself. 

Mr.  Mendelbaum.  He  has  stated  that  he  was  chairman  of  the  com- 
mittee on  licensing  warehouses,  and  if  ilr.  Burleson  would  read  exactly 
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w^t  was  said  there  Jie  would  see  that  he  was  chairman  of  the  com- 
mittee dealing  with  the  proposition  to  deal  with  southern  warehouses. 

The  Chairman.  I  will  repeat  that  I  think  Mr.  Marsh  is  capable  of 
taking  care  of  himself,  and  1  prefer  to  have  it  left  with  him. 

Mr.  Marsh.  I  answer  that  question,  Mr.  Burleson,  by  saying  that 
Mr.  Maury  was  absolutely  correct  in  saying  that  the  world  expected 
the  New  York  Cotton  Exchange — will  you  read  just  what  that  is  ? 

Mr.  Burleson.  I  agree  to  that  part  of  it.  I  agree  that  that  is  what 
the  world  is  demandmg  of  your  cotton  exchange.  That  is  not  the 
part  I  am  after.  ^'Spot  prices  for  spinners'  cotton,  not  prices  based 
on  overs,  low  grades,  and  speculation.*'  Now,  I  ask  you  the  question. 
Are  your  prices  based  on  overs,  low  grades,  and  speculation  f 

Mr.  Marsh.  I  reply  that  they  are  not,  and  never  have  been. 

Mr.  Burleson.  Then,  the  statement  made  by  Mr.  Maury  to  that 
effect  is  not  true  ? 

Mr.  Marsh.  He  does  not  say  that  they  are. 

Mr.  Burleson.  What  does  he  sav,  if  he  doesn't  say  that;  what  is 
the  purport  of  his  statement,  Mr.  Marsh  ? 

Mr.  Marsh.  You  have  the  statement  before  you. 

Mr.  Burleson.  I  certainly  have,  and  I  have  read  it,  and  I  so  under- 
stand it.  If  he  does  not  say  that  they  are  based  on  overs,  low  grades, 
and  speculation,  what  does  he  say  that  the}^  are  based  on  ? 

Mr.  Marsh.  I  can  not  see  from  the  statement  that  he  says  they  are 
based  on  anything. 

Mr.  Burleson.  Are  you  content  with  that  answer  to  that  question! 

Mr.  Marsh.  I  think  the  answer  is  a  good  answer  to  the  question. 

Mr.  Burleson.  All  right. 

The  Chairman.  Let  me  ask  you  one  question  there.  Would  it  be 
a  fair  inference  from  the  statement  ilr.  Burleson  has  read  that  in  the 
judgment  of  Mr.  Maury  the  prices  are  based  on  overs,  low  grades,  and 
speculation  ? 

Mr.  Marsh.  It  would  be  a  fair  inference.  If  I  might  have  an  oppor- 
tunity to  explain 

Mr.  Burleson.  I  will  give  you  an  opportunity  later. 

ilr.  Marsh.  May  I  suggest  that  I  am  m  the  hands  of  the  chairman, 
and  not  asking  the  privilege  of  the  gentleman  from  Texas  ?  I  await 
the  ruling  of  the  chairman. 

The  Chairman.  I  think  it  would  be  fair  to  let  the  gentleman  explain 
the  circumstances. 

Mr.  Marsh.  Mr.  Maury  is  a  member  of  the  New  York  Cotton 
Exchange.  He  has  not  been  in  the  active  cotton  business  for  many 
years.  He  is  a  man  whom  we  aU  greatly  esteem,  and  whose  position 
as  a  member  of  the  New  York  Cotton  Exchange  commands  the  high- 
est respect  on  the  part  of  his  fellow-members.  But  he  has  not  been 
in  the  active  cotton  business  for  many  years.  If  I  may  venture  to  say 
so,  he  is  somewhat  of  a  theorist,  and  lie  has  conceived  a  certain  opin- 
ion as  to  the  necessity  of  the  cotton  exchange  extending  its  license 
warehouse  system  to  Southern  States,  and  in  arguing  for  that  position 
he  has  rather  taken  up  the  current  talk  about  the  stock  of  cotton  in 
the  port  of  New  Yort,  which  he  is  not  himself  handling,  and  which 
he  has  not  handled  for  many  years.     Therefore  that  answers  that. 

ilr.  Burleson.  All  right.  If  you  repudiate  Mr.  Maury  and  his 
committee,  I  ask  if  you  Know  Mr.  James  T.  Milne  ? 

Mr.  ALarsh.  Yes;  I  think  I  do  know  who  he  is. 
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Mr.  Burleson.  Is  he  a  member  of  the  New  York  Cotton  Exchange  ? 
There  are  only  450  of  them. 

Mr.  Marsh.  I  think  not.  I  was  not  sure,  but  I  think  not.  He  is 
an  unimportant  person. 

Mr.  Burleson.  Unimportant,  but  has  he  been  a  member  of  the 
New  York  Cotton  Exchange  ? 

Mr.  Marsh.  That  I  can  not  answer.  Does  anybody  here  know 
whether  Mr.  Mihie  has  been  a  member  ? 

Mr.  Mendelbaum.  Yes,  sir;  he  is. 

Mr.  Burleson.  All  right.  Wha.t  do  you  think  of  a  man  who  is  a 
member  of  the  New  York  Cotton  Exchange,  or  has  been  a  member  of 
the  New  York  Cotton  Exchange,  saying  this?  He  was  a  memb^ 
at  the  time  that  this  statement  was  made: 

Referring  to  youis  of  the  14th,  asking  my  views  as  to  the  particular  difference 
between  grades,  I  am  not  now  in  touch  with  the  business  suflSciently  to  form  an  opin- 
ion. My  contention  is  that  cottons  which  have  no  standing  or  class  in  primary  markets 
are  not  entitled  to  recognition  or  listing  by  the  New  York  Cotton  Exchange.  The 
feet  that  they  are  listed  and  an  arbitrary  value  fixed,  and  that  a  buyer  of  contracts 
must  accept  them  at  the  value  fixed  by  the  exchange,  a  value  that  can  not  be  obtained 
anywhere  else  in  the  world,  is  in  my  judgment  a  standing  di^^race  reflecting  on  the 
integrity  or  intelligence  of  every  influential  member.  WlSitever  may  be  said  regard- 
ing past  operation  of  exchange  business  is  proof  that  the  system  has  given  satisfection, 
it  IS  true  nevertheless  that  the  public  is  awakening  to  the  fact  that  ''heads,  I  win; 
tails,  you  lose  "  means  that  the  profit  all  the  time  goes  to  one  side  and  is  not,  as  it  first 
strikes  the  ear,  a  feir  deal  to  both. 

Now,  I  want  to  know  if  there  is  any  truth  in  that  statement,  made 
by  a  man  who  was  a  member  of  the  exchange  at  the  time  it  was  made. 

Mr.  Marsh.  It  does  not  seem  to  me  that  there  is  any  truth  in  it. 
It  never  has  seemed  so  to  me. 

Mr.  Burleson.  You  said,  in  response  to  a  question  asked  by  Mr. 
Sims  the  other  day,  in  a  hypothetical  case  that  he  put  to  you,  attempt- 
ing to  show  that  the  price  of  futures  was  aflFected  by  combination, 
that  it  was  a  pipe  dream,  or  some  other  expression — I  believe  you 
said  it  was  a  *'nsh  story."  Now,  Mr.  Marsh,  let  me  read  you  this, 
referring  to  a  slump  in  cotton: 

Look  as  critically  as  we  may,  we  can  find  no  germane  weakness  that  would  account 
for  the  sudden  collapse  of  the  market.  We  must  look  to  some  outside  agency.  It  is 
easily  found.  The  slump  was  the  result  of  a  premeditated  attack  and  persistent 
onslaught  by  a  party  of  New  York  operators,  backed  by  ample  capital  and  prestige  in 
speculation. 

Mr.  Marsh.  I  should  say  that  was  a  fish  story,  too. 

Mr.  Burleson.  You  would  say  that  it  was  not  true,  then,  would 
you  ?  That  is  what  I  want  to  know.  AVhen  you  say  "a  fish  story," 
do  you  mean  that  it  is  not  true  ? 

Mr.  Neville.  Might  I  ask  whom  he  is  quoting  from  ? 

Mr.  Burleson.  You  will  have  it  in  a  mmute.  A\Tiat  do  you  think 
of  this  ?     Is  this  also  a  ^^  fish  story  V 

If  we  believed  that  the  present  prices  were  the  result  of  natural  and  legitimate 
causes,  we  would  advise  our  friends  to  accept  these  prices  and  turn  their  cotton  into 
money  without  delay.  But  we  do  not  believe  that  the  present  prices  are  natural  or 
legitimate.  The  brief  experience  we  have  had  with  the  market  this  season  before 
speculation  interfered,  showed  that  consumers  were  willing  to  pay  the  prevailing 
prices  and  producers  were  willing  to  accept  them.  If  business  had  been  permitted 
to  run  its  natural  course  probably  the  increased  volume  of  receipts  would  have  grad- 
ually lowered  prices.  This  would  have  been  a  natural  and  acceptable  result.  But 
when  an  outsiae  element  that  knows  nothing  about  cotton  and  has  no  interest  therein 
except  as  a  medium  for  gambling  profits,  amitrarily  interferes  between  the  producer 
and  consiuner  and  undertakes  to  fix  prices  by  sheer  force  of  money  and  manipulation, 
we  believe  in  suspending  the  niles  and  striking  with  the  weapon  at  hand. 
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Mr.  Burleson  (continuing).  What  would  you  say  about  an  opinion 
expressed  by  that  man  about-  the  ability  of  a  combination  to  go  m  and 
dnve  prices  up  and  force  prices  down  f 

Mr.  MARSH.  I  should  think  he  was  sore. 

Mr.  Burleson.  Would  you  think  it  was  true  or  false  ? 

Mr.  Marsh.  I  should  thmk  again  that  it  was  a  **fish  story." 

Mr.  Burleson.  What  do  you  mean  by  that  ?  Somebody  mav  not 
know  what  you  mean  by  that.  I  do  not  know  myself;  I  do  not  know 
whether  you  mean  to  s&j  that  it  is  a  false  statement  or  not. 

Mr.  Marsh.  An  intentionally  false  statement  ? 

Mr.  Burleson.  I  don't  care  whether  you  say  it  is  intentionally 
false  or  not. 

Mr.  Marsh.  I  think  on  the  face  of  it  it  is  false,  as  a  matter  of  fact. 

Mr.  Burleson.  That  was  a  statement  made  on  September  16. 1907, 
by  the  president  of  the  New  Orieans  Cotton  Exchange,  W.  B.  Thomp- 
son.    Is  he  a  member  of  the  New  York  Cotton  Exchange  also  ? 

Mr.  Marsh.  He  is  not. 

Mr.  Burleson.  Has  he  ever  been  ? 

Mr.  Marsh.  Not  to  my  knowledge. 

Mr.  Burleson.  You  say,  Mr.  Marsh,  that  statement  is  a  *'fish 
story."  Now,  let  me  ask  you  this:  What  is  the  standard  by  which 
you  fix  differences  between  the  various  grades  of  cotton  in  the  New 
I  ork  Cotton  Exchange  ?  That  is,  the  standard  used  bv  your  revision 
committee.     The  committee  consists  of  17  members,  I  believe. 

Mr.  Marsh.  Yes. 

Mr.  Burleson.  What  is  the  standard  they  use  ? 

Mr.  Marsh.  I  explained  to  the  committee  this  morning  that  the 
revision  committee  of  the  New  York  Cotton  Exchange  as  it  now  does 
its  work  endeavors  to  arrive  at  a  fair  and  reasonable  valuation  of 
the  different  p*ades  of  cotton  as  compared  with  middling,  taking 
into  account  its  information  as  to  the  probable  quantities  of  those 
grades  in  the  crop — ;— 

Mr.  Burleson.  Right  there,  is  there  any  rule  of  the  New  York 
Cotton  Exchange  that  requires  them  to  do  that  ? 

Mr.  Marsh.  There  is  not. 

Mr.  Burleson.  Is  there  any  rule  of  the  New  York  Cotton  Exchange 
which  prescribes  a  standard  to  guide  them  in  fixing  the  difference  m 
value  of  the  grades  ? 

Mr.  Marsh.  There  is  not,  sir. 

Mr.  Burleson.  Is  it  not  a  fact  that  if  they  invariably  overvalue 
the  grades  of  cotton  that  is  least  in  demand  ? 

jfi.  Marsh.  How  is  that  ? 

Mr,  Burleson.  Does  not  the  revision  committee  in  the  New  York 
Cotton  Exchange  fix  the  values  of  grades  not  in  demand  higher 
than  they  should  be  ? 

Mr.  Marsh.  The  commissioner  of  corporations  in  his  last  volume 
charges  the  New  York 

Mr.  Burleson.  I  beg  your  pardon;  I  am  not  asking  you  about  the 
report  of  the  commissioner  of  corporations  of  New  York.  I  am  ask- 
ing you  as  a  matter  of  fact — well,  I  will  get  at  it  in  another  way. 
Is  it  not  a  fact,  Mr.  Marsh,  that  New  York  has  ceased  to  be  a  spot 
market  for  cotton  ? 

Mr.  Marsh.  Well,  there  are  several  hundred  thousand  bales  of  spot 
cotton  dealt  in  in  New  York  every  year. 
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Mr.  BuBLESON.  I  will  ask  you  if  the  number  of  bales  of  spot 
brought  to  New  York  is  not  brought  there  by  reason  of  an  artificial 
condition  created  by  your  exchange  ? 

Mr.  Mabsh.  I  do  not  think  they  are  brought  there  by  an  artificial 
condition.  They  are  brought  there  because  you  can  get  more  for 
them  there  than  in  some  other  market. 

Mr.  Burleson.  Is  not  the  fact  that  you  can  get  more  for  them 
there  than  in  any  other  market  purely  an  artificiiu  condition  t 

Mr.  Maesh.  Ciotton  always  goes  where  you  can  get  the  high^t  price 
for  it.     That  is  not  artificicd. 

Mr.  Burleson.  Exactly 

Mr.  Marsh.  If  it  goes  to  the  spinner 

Mr.  Burleson.  No,  no;  that  is  the  very  point  I  am  trying  to  get  at, 
Mr.  Marsh.  Is  it  not  a  fact  that  if  it  goes  to  New  YorK  at  all  to  find 
a  market  that  is  because  of  an  artificial  condition  ? 

Mr.  Marsh.  Well,  sir,  New  York  is  alive  and  doing  business,  and 
cotton  goes  there.  That  may  be  artificial,  or  it  may  not;  I  can  not 
answer  that  question. 

Mr.  Burleson.  Is  not  that  one  of  the  serious  problems  confronting 
the  New  York  Cotton  Exchange,  as  to  how  to  brmg  cotton  there,  how 
to  make  cotton  come  there  ? 

Mr.  Marsh.  It  is  unquestionably  one  of  the  problems  we  have  to 
deal  with. 

Mr.  Burleson.  And  is  it  not  a  fact  that  the  revision  committee 
for  years  has  overvalued  the  cotton  least  desirable  or  least  in  demand 
— overvalued  it,  understand — in  order  to  draw  it  there  ? 

Mr.  Marsh.  No,  sir. 

Mr.  Burleson.  You  say  it  is  not  ? 

Mr.  Marsh.  It  is  not. 

Mr.  Burleson.  You  wrote  a  letter  to  the  Atlanta  Constitution,  did 

Jou  not,  Mr.  Marsh,  in  April,  1907  ?     I  referred  to  it  in  a  speech  I  de- 
vered  in  the  House,  and  it  is  embodied  in  the  Smith  report.     Of 
course  I  am  not  asking  you  to  accept  this  report  or  any  fact  in  it,  but  I 
am  going  to  ask  you  about  this  letter.     Did  you  write  a  letter  ? 
^fi.  Marsh.  My  impression  is  that  I  wrote  two  or  three  letters. 
Mr.  Burleson.  On  April  26,  1907 1 
Mr.  Marsh.  I  tliink  I  wrote  one  to  the  Constitution. 
Mr.  Burleson.  Did  you  not,  in  this  letter,  state  that  it  cost  some- 
body one  dollar  and  a  half  for  every  bale  of  cotton  stopped  off  in  New 

Mr.  Marsh.  Certainly. 

Mr.  Burleson.  And  that  cotton  sought  by  the  consiuners,  the 
spinners,  would  not  come  there  because  the  spinners  could  outbid 
tnose  who  wanted  it  to  come  there  ? 

Mr.  Marsh.  Will  you  read  exactly  what  I  said  ? 

Mr.  Burleson.  Well,  I  want  to  know  if  that  is  substantially  cor- 
rect. 

Mr.  Marsh.  No,  that  is  not  substantially  correct. 

Mr.  Burleson  (reading) : 

Years  ago,  in  the  early  days  of  the  New  York  Cotton  Exchange,  New  York  was  a 
market  in  which  large  quantities  of  all  kinds  of  cotton  were  regularly  carried  in  stock 
and  offered  for  sale  to  spinners  precisely  like  stocks  of  dry  goods  and  other  commoditiee 
which  are  now  even  carried  and  sold  by  the  New  York  merchants.  This  is  no  longer 
the  case,  as  it  was  discovered  some  twenty  vears  ago  by  New  England  spot  brokers  that 
they  could  buy  cotton  in  the  South  and  sell  it  to  New  England  spinners  at  practically 
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the  same  price  the  New  York  merchants  had  to  pay  for  their  cotton  delivered  in  New 
York.  In  other  words,  these  New  England  brokers  siee  that  every  bale  of  cotton  thai 
comes  to  New  York  and  is  carried  in  warehouses  is  subject  to  an  expense  of  $1.50,  which 
18  not  incurred  if  the  same  cotton  is  shipped  direct  from  the  South  to  the  spinner.  By 
saving  this  $1.50  per  bale  the  New  England  broker  was  able  to  steadily  undersell  the 
New  York  cotton  merchant  and  speeaily  capture  all  die  old-time  business  in  spot 
cotton  which  formerly  New  York  controlled.  Spinners  ceased  to  come  to  New  York 
in  searcl^  of  cotton  for  their  mills,  and  the  result  was  that  the  New  York  market  was  no 
longer  able  to  carry  at  all  times  the  considerable  stock  of  all  kinds  of  cotton  it  formerly 
did.    ♦    ♦    ♦ 

Now,  as  has  been  pointed  out  above,  every  bale  of  cotton  that  comee  to  New  York 
regularly  costs  somebody  $1 .50  to  cover  New  York  expenses;  evidently,  then,  it  is  never 
possible  for  any  character  of  cotton  which  spinners  are  buying  freely  throughout  the 
South  to  come  to  New  York  at  all .  The  mere  saving  of  $1 .50  per  bale  enables  the  pin- 
ner always  to  outbid  New  York  for  such  cotton  as  he  is  buying  freely. 

Did  I  misquote  you  ? 

Mr.  Marsh.  You  did,  sir. 

Mr.  Burleson.  In  what  respect  ? 

Mr.  Marsh.  Because  you  left  out  the  phrase,  ''The  spinners  were 
buying  freely  throughout  the  South.'* 

Mr.  Burleson.  Jso,  was  not  that  what  I  said,  that  New  York  could 
not  ^et  the  character  of  cotton  that  the  spinners  were  buying  ?  That 
is  neither  here  nor  there.  It  will  not  stop  there,  unless  it  costs  some- 
body $1.50,  will  it? 

Mr.  Marsh.  That  is  true. 

Mr.  Burleson.  If  it  does  not  come  there  somebody  loses  $1.50  on 
it,  because  he  could  get  $1.50  more  for  it  if  the  spinners  were  buying 
it  freely  in  the  South,  more  than  the  New  York  parties  could  pay.  fi 
not  that  true  ? 

Mr.  Marsh.  Yes. 

Mr.  Burleson.  Now  I  will  ask  you  if  you  did  not  use  this  expres- 
sion in  that  same  address : 

One  of  the  most  serious  problems  of  the  New  York  Cotton  Exchange  has  been  and  is 
to  frame  its  contracts  so  that  a  sufficient  supply  of  actual  cotton  will  regularly  come  to 
New  York  to  insure  the  maintenance  of  this  reserve. 

Mr.  Marsh.  Undoubtedly. 

Mr.  Burleson.  Now  then,  in  order  to  get  cotton  to  New  York,  you 
must  overvalue  the  grades  that  are  not  being  used  by  the  spinners 
or  demanded  by  the  spinners  freely  to  the  extent  of  that  $1.50,  must 
you  not  ? 

Mr.  Marsh.  No,  sir. 

Mr.  Burleson.  Then,  how  do  you  get  it  there,  and  what  makes  it 
come  there  ? 

Mr.  Marsh.  Any  grade  of  cotton  correctly  valued  which  spinners 
do  not  happen  to  be  buying  freely  at  a  given  moment  and  which  the 
holders  desu'e  to  sell  will  come  to  New  York. 

Mr.  Burleson.  WiD  come  to  New  York  if  it  is  going  to  lose  some- 
bod  v  $1.50  to  get  it  there  ? 

MI,  Marsh.  Certainly. 

Mr.  Burleson.  Cost  him  $1.50  more  than  he  could  get  it  by  ship- 
ping it  straight  to  the  spinner,  or  South  for  export  purposes  ? 

Mr.  Marsh.  But  the  statement  there  is  that  the  spinner  is  not  buy- 
ing that  kind  of  cotton  freely.  Th^^t  is  the  statement  you  have  got 
b^ore  you,  sir. 

Mr.  Burleson.  Is  that  what  is  termed  *' overs?" 

Mr.  Marsh.  I  don't  know  what  are  termed  * 'overs." 
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Mr.  BuBLESON.  Well,  if  thero  is  a  lot  of  cotton  in  the  South  and  the 
spinnere  are  buying  freely,  and  there  are  certain  grades  that  are  not 
being  taken  by  the  spinners,  and  they  leave  it  over  and  do  not  buy 
it,  is  not  that  what  Mr.  Maury  meant  in  his  report  when  he  said  overs  f 

Mr.  Marsh.  I  don't  know. 

Mr.  Burleson.  Well,  is  that  what  you  mean  by  overs;  is  that  an 
expression  that  is  used  on  the  cottoi;i  exchange  ? 

Mr.  Marsh.  It  is  an  expression  that  is  used  by  cotton  merchants, 
and  the  meaning  of  it  is  this :  If  a  spot  c&tton  merchant  has  contracted 
to  deUver  to  a  spinner  a  hundred  or  a  thousand  bales  of  even-running 
cotton,  an  even  grade,  and  in  order  to  ffet  that  he  has  to  buy  from  the 

Eroducer  200  or  500  or  2,000  bales  of  all  kinds  of  cotton,  then  what  is 
ought  beyond  the  hundred  or  the  thousand  bales  of  even-running 
cotton  is  called  overs. 

Mr.  Burleson.  That  which  the  spinners  do  not  desire,  then 

Mr.  Marsh.  That  which  the  spot  merchant  has  not  contracted  at 
the  moment  to  deliver 

Mr.  Burleson.  Has  not  been  able  to  dispose  of? 

Mr.  Marsh.  Has  not  disposed  of. 

Mr.  Burleson.  Is  what  is  called  overs  ? 

Mr.  Marsh.  What  the  spot  merchant  has  not  disposed  of. 

Mr.  Burleson.  Is  that  what  you  meant  when  you  said  then  that 
cotton  that  was  not  in  demand  freely  by  spinners  would  find  its  way 
to  New  York? 

Mr.  Marsh.  That  is  a  part  of  it;  yes. 

Mr.  Burleson.  What  is  the  other  part  ? 

Mr.  Marsh.  Cotton  comes  to  New  i  ork  which  is  not  overs. 

Mr.  Burleson.  Now,  what  is  it  ? 

Mr.  Marsh.  Spot  merchants  buy  the  cotton  in  the  South  and  ship 
it  to  New  York. 

Mr.  Burleson.  At  a  loss  of  $1.50  a  bale? 

Mr.  Marsh.  Certainly  not. 

Mr.  Burleson.  For  the  purpose  of  certificating  in  the  New  York 
Cotton  Exchange  ? 

Mr.  Marsh.  And  for  deUvering  it  on  contracts. 

Mr.  Burleson.  For  the  purpose  of  certificating  it  for  the  New 
York  Cotton  Exchange  ? 

Mr.  Marsh.  It  must  be  certificated  to  deliver. 

Mr.  Burleson.  To  be  deUvered  .on  the  New  York  Cotton  Ex- 
change? 

Mr.  Marsh.  Yes. 

Mr.  Burleson.  On  contracts  for  future  delivery  ? 

Mr.  Marsh.  Certainly. 

Mr.  Burleson.  Now  I  want  to  ask  you  if  you  do  not  think  there 
is  extreme  danger  in  perniitting  a  committee  of  active  members  of 
the  exchange  to  fix  tne  difference  in  value  between  grades,  in  the 
month  of  November,  to  obtain  until  the  following  September  ? 

Mr.  Marsh.  I  do  not  approve,  myself,  of  that  method  of  arriving 
at  the  valuation  of  different  grades  of  cotton. 

Mr.  Burleson.  Why  don't  vou  approve  of  it  ? 

Mr.  Marsh.  Because  I  think  the  aifferent  grades  of  cotton  ought 
to  be  valued  on  the  basis  of  their  value  to  the  spinner. 

Mr.  Burleson.  Their  value  to  the  spinner  is  nxed  by  the  demand 
of  the  spinner  for  that  particular  grade  of  cotton,  is  it  not  t 
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Mr.  Marsh.  What  is  that  t 

Mr.  Burleson.  Their  value  to  the  spinner  is  fixed  by  the  demand 
of  the  spinner  for  that  particular  grace;  the  law  of  supply  and  de- 
mand would  fiix  the  value  of  it,  so  rar  as  the  spinner  was  concerned, 
and  its  value  would  depend  upon  the  number  of  bales  of  a  particular 
grade  and  the  number  of  spinners  who  wanted  that  grade  of  cotton? 

Mr.  Marsh.  The  value  to  the  spinner  is  determined  by  what  he  gets 
out  of  a  given  grade  in  the  shape  of  yarns  and  goods,  as  against  wnat 
he  gets  out  of  middling. 

Mr.  Burleson.  You  mean,  you  would  determine  it  as  to  its 
spinning  value,  as  against  the  value  determined  by  commercicd  con- 
oitions  ? 

Mr.  Marsh.  What  do  you  mean  by  ** commercial  conditions?" 

Mr.  Burleson.  The  amount  of  a  particular  grade,  for  instance, 
and  the  demand  on  the  part  of  the  spinners  for  cotton  of  that  par- 
ticular grade. 

Mr.  Marsh.  I  would  fiix  it  upon  the  basis  of  what  it  is  worth  to 
the  spinner. 

Mr.  Burleson.  How  many  members  of  the  exchange  agree  in  that 
view? 

Mr.  Marsh.  I  never  counted  them. 

Mr.  Burleson.  As  a  matter  of  fact,  there  is  a  faction  on  the  New 
York  Cotton  Exchange  who  do  not  concur  in  the  view  that  this  sys- 
tem in  vogue  is  the  best  system  of  fixing  differences  in  values  of 
grade,  is  there  not? 

Mr.  Marsh.  A  faction  ? 

Mr.  Burleson.  Yes. 

Mr.  Marsh.  I  do  not  know  of  any  such  faction  on  the  New  York 
Cotton  Exchange. 

Mr.  Burleson.  Is  there  any  division  of  opinion  as  to  whether 

Mr.  Marsh.  Undoubtedly;  there  are  great  diversities  of  opinion. 

Mr.  Burleson.  Well,  what  proportion  of  the  members  of  the 
exchange  approve  of  the  present  plan  for  fixing  the  differences  in 
value  of  grades  ? 

Mr.  Marsh.  At  the  present  time  ? 

Mr.  Burleson.  Yes. 

Mr.  Marsh.  There  is  no  way  on  earth  of  our  telling  that. 

Mr.  Burleson.  Well,  take  the  last  time  you  had  a  test  of  the 
proposition  ? 

Mr.  Marsh.  We  have  never  had  a  test  of  the  proposition  since  it 
was  ormnally  adopted  by  a  two-thirds  majority. 

Mr.  Burleson.  Is  it  not  a  fact  that  the  majority  of  the  New  York 
Cotton  Exchange  are  now  in  favor,  or  were  a  couple  of  years  ago,  of 
changing  your  present  rule  for  fixing  differences  between  grades? 

Mr.  Marsh.  We  had  no  vote  upon  it.  I  have  no  earthly  way  of 
telling  whether  a  majority  are  or  are  not  in  favor  of  it. 

Mr.  Burleson.  I  will  ask  you  if  the  suggestion  was  not  made  that 
instead  of  fixing  differences  in  September  and  November,  that  one 
more  month  for  fixing  the  differences  should  be  added  ? 

Mr.  Marsh.  Yes*  that  suggestion  was  made. 

Mr.  Burleson.  Was  it  voted  upon? 

Mr.  Marsh.  It  was  voted  upon. 

Mr.  Burleson.  How  was  the  vote  ? 

Mr.  Marsh.  The  vote  was  a  tie. 
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Mr.  Burleson.  Was  not  the  vote  on  that  proposition  163  in  favor 
of  the  change,  and  123  against  it;  it  being  lost  because  it  failed  to 
receive  two-thii*ds  vote  in  its  favor  ? 

Mr.  Marsh.  Those  are  not  the  figures  that  I  have  in  my  mind. 

Mr.  Burleson.  The  New  York  Journal  of  Commerce  and  Commer- 
cial Bulletin  is  in  favor  with  you  exchange  people,  is  it  not  ? 

Mr.  Marsh.  I  don't  see  what  that  has  to  do  with  it. 

Mr.  Burleson.  I  wan,t  to  get  at  the  truth,  as  to  whether  or  not 
they  would  misrepresent  the  New  York  Cotton  Exchange,  to  its 
prejudice. 

Mr.  Marsh.  Well,  this  was  a  matter  of  history.  My  impression  is 
that  the  chairman  of  this  committee  has  the  exact  figures  of  the  vote 
on  this  occasion.  I  heard,  before  I  left  New  York,  that  the  chairman 
of  this  committee  requested  that  the  figures  of  that  vote  should  be 
reported  to  him,  and  if  that  is  correct,  if  I  am  correct  in  that,  there 
is  no  use  in  discussing  the  question,  because  it  is  a  matter  of  fact  that 
may  be  determined. 

The  Chairman.  It  may  be  among  my  papers,  but  I  have  not 
seen  it. 

Mr.  Neville.  I  have  those  figures  here. 

Mr.  Burleson.  Was  not  that  the  vote,  as  I  have  given  it? 

Mr.  Marsh.  Mr.  Neville  said  his  impression  was  that  the  vote  was 
100  to  100,  and  that  was  my  impression.  But  I  do  not  attempt  to 
carry  in  my  memory  the  exact  figures  of  all  the  votes  which  are  taken 
on  the  New  York  Cotton  Exchange. 

Mr.  Neville.  Here  you  are  [handing  witness  a  memorandum]. 

Mr.  Marsh  (reading).  "One  hundred  yeas  and  100  nays." 

Mr.  Burleson.  When  was  that  vote  taken? 

Mr.  Marsh.  The  13th  of  November,- 1907. 

Mr.  Burleson.  I  referred  to  the  vote  on  the  25th  of  January, 
1907.  At  that  time,  was  not  the  proposition  voted  upon,  and  was 
it  not  published  in  the  newspapers  the  next  morning  ?  I  refer  to  the 
vote  on  the  25th  of  January,  1907.  Was  there  not  a  vote  upon  that 
proposition;  was  there  not  a  vote  on  the  elimination  of  certam  of  the 
quarter  grades  ? 

Mr.  Neville.  Will  you  pardon  my  suggestion?  You  have  read 
the  vote.  Would  you  mind  reading  what  they  voted  on?  Perhaps 
that  would  give  us  some  light  on  uie  subject  we  are  discussing.  I 
think  there  was  something  else  that  you  had  in  mind  that  was  voted 
upon. 

Mr.  Burleson.  I  have  this  data  here.  I  clipped  it  from  the  New 
York  paper  myself.  [Reading  from  the  New  York  Journal  of  Com- 
merce and  Commercial  Bulletin,  January  25,  1907:] 

The  New  York  Cotton  Exchange  yesterday  adopted  by  ballot  the  amendment  jwo- 
poeed  by  the  manager  to  its  bv-laws,  which  makes  strict  low  middling  stained  the 
lowest  grade  of  cotton  deUverable  under  exchange  contracts.  The  change  will  tsJce 
effect  in  January,  1908.  An  amendment  was  also  adopted  eliminating  all  the  quarter 
grades. 

The  proposed  amendment  changing  the  dates  of  meetings  of  the  revision  committee 
from  the  second  Wednesday  in  September,  and  the  third  Wednesday  in  November  to 
the  third  Wednesday  in  September,  November  and  February,  was  not  carried,  con- 
siderable opposition  having  developed  to  this  feature  by  Wall  street  and  spot  housee, 
as  shown  by  the  following  circular,  which  all  membeiB  found  in  tiieir  mail  yesterday 
morning: 
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*'We,  the  undersigned,  are  of  the  ofiinion,  after  giving  the  subject  considermble 
consideration,  that  it  would  not  be  advisable  to  have  another  revision  of  differences 
between  grades  of  cotton  commencing  Febnuuy,  1908,  as  it  would  have  an  unsettJing 
effect  on  the  market  by  restricting  transactions  during  December  and  Januarr. 
Operators  would  do  very  little  during  that  period,  pending  the  uncertainty  of  Feo- 
mary  revision  particularly  Europeans,  who  at  times  do  a  large  business.  The  im- 
porters and  jobbers  in  coffee  have  no  fear  of  further  revision,  as  the  coffee  exchange 
abolished  the  nile  for  fixing  differences  after  it  adopted  the  present  differences  between 
grades. 

"A  vote  by  ballot  will  be  taken  at  our  exchange  to-morrow,  Wednesday,  January  23, 
between  II  a.  m  and  2  p.  m. 

"We  hope  you  will  be  present.  If  you  can  not,  proxy  can  be  used,  which  will  be 
furnished  oy  Henry  Hentz  A  Co.,  or  some  of  the  signers  of  this. 

"Henby  Hentz  &  Co.  Henry  Clews  d  Co. 

"Stephen  M.  Weld  &  Co.  C.  B.  Guest  A  Co. 

"Fbrnie,  Wilson  &  Co.  W.  R.  (  raio  &  Co. 

**T.  M.  Robinson  k  Co.  (\  E.  Rich  k  (  o. 

'*WiLLiAM  Ray  &  Co.  Latham,  Alexander  k  Co. 

"Hopkins,  Dwioht  k  Co  Sieop,  Gruener  k  Co." 

"Shbarson,  Hammill  k  Co. 

The  vote  un  the  first  two  amend raenti*  was  overwhelmingly  in  favor,  but  the  figures 
on  the  revinion  amendments  were  163  in  favor  and  123agam8t  it,  it  being  lost  because 
it  failed  to  receive  a  two-thirds  vote  in  its  favw. 

Mr.  Marsh.  I  had  forgotten  that  any  vote  was  taken  at  that  time 
on  the  proposition  to  increase  the  number  of  revision  d^tes.  The 
occasion  wriich  I  had  in  my  mind  was  the  13th  of  November,  1907. 
when  a  vote  was  taken  on  the  proposition  to  make  the  number  or 
revision  dates  three  instead  of  two,  and  on  the  13th  of  November, 
1907,  the  vote  was  yeas  100,  nays  100,  which  shows  a  very  consid- 
erable change  in  sentiment  from  the  vote  which  Mr.  Burleson  reads. 

Mr.  Burleson.  What  is  the  date  of  that  ? 

Mr.  Marsh.  November  13,  1907. 

Mr.  Burleson.  This  was  January,  1907.  Is  it  or  is  it  not  a  fact 
that  vote  took  place  ? 

Mr.  Marsh.  1  don*t  remember  it  myself,  sir.  I  presume  it  did, 
from  the  fact  that  you  have  a  report  from  a  reputable  paper  that  it 
did  take  place. 

Mr.  Burleson.  I  will  ask  you  what  influences  the  members;  is 
there  any  pressure  brought  to  Dear  upon  the  members  to  vote  a  par- 
ticular way  upon  this  amendment  ? 

Mr.  Marsh.  Not  in  the  least. 

Mr.  Burleson.  Is  there  a  vestige  of  truth  in  this,  or  is  it  a  ^'fish 
story:" 

**The  people  who  believe  in  reforming  the  New  York  contract  have  the  votes,*' 
said  one  prominent  member,  "but  the  old  machine  has  the  organization. '^  There 
has  been  a  great  awakening  among  the  members,  but  at  the  same  time  the  people 
with  business  to  give  out  to  other  members  usually  get  what  they  want,  and  the  machme 
may  win  again,  although  it  is  to  be  remembered  that  the  last  annual  election  was 
not  a  victory  for  the  revision  of  November,  1906. 

Is  there  any  truth  in  that  statement,  taken  from  the  same  news- 
paper t 

Mr.  Marsh.  Not  a  vestige  of  truth. 

Mr.  Burleson.  No  such  influences  are  brought  to  bear  by  members 
of  the  exchange  who  deal  in  large  volumes  of  cotton  or  who  deal  in 
large  transactions  on  the  cotton  exchange,  on  these  brokers  who 
have  a  vote  upon  the  proposition,  suggestmg  that  they  will  not  give 
them  their  business  unless  they  vote  m  a  particular  way  ? 

Mr.  Marsh.  Not  a  vestige  or  iota  of  truth  in  it. 
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Mr.  Burleson.  I  am  glad  to  hear  you  say  so.     [Reading  further:] 

It  should  not  be  overlooked,  however^  that  a  few  very  strong  and  influential  firmfl, 
especially  if  they  have  representatives  on  the  revision  committee,  may^  in  one  way 
or  another,  create  a  sentiment  that  must  necessarily  influence  the  committee  in  their 
action.  For  instance,  a  large  spot  cotton  firm,  which  also  operates  extensively  in 
futures,  might  through  its  extensive  brokerage  payments  easily  influence  some  mem- 
J>eT8  of  the  exchange  serving  on  the  revision  committee  who  were  favored  with  its 
patronage.  Indeed,  it  is  alleged  that  precisely  this  thing  has  happened  in  New 
York^  and  moreover  that  such  large  operators  have  thus  been  able  to  influence  the 
election  of  boards  of  managers  and  through  them  the  appointment  of  revision 
committees. 

What  would  you  say,  that  that  was  true  or  false  ? 

Mr.  Mabsu.  1  should  say  that  that  was  an  admirable  illustration 
of  what  I  said  this  morning  to  the  eflFect  that  the  report  of  the  Com- 
missioner of  Corporations  is  so  lacking  m  sound  and  exact  knowledge 
of  the  facts  ana  in  sound  and  discruninatmg  deductions  from  the 
facts  that  it  carries  no  intellectual  authority  with  any  thinking 
member  of  the  New  York  Cotton  Exchange. 

Mr.  BuKLESON.  Now,  one  more  question,  and  I  will  be  through. 
You  have  heard  the  description  of  the  condition  or  a  state  of  facts 
read  by  me  from  Mr.  Thompson.  I  want  to  ask  you  this  question: 
Can  such  a  condition  of  the  market  for  futures  in  New  York  as 
charged  by  Mr.  Thompson  be  brought  about  by  the  use  of  money 
or  independent  of  current  conditions  as  to  supply  and  demand? 

Mr.  Marsh.  It  absolutely  can  not  be  brougnt  about. 

Mr.  Sims.  Then  Mr.  Thompson's  statement  is  not  true  ? 

Mr.  Mabsh.  It  is  not  true. 

Mr.  Burleson.  Not  only  not  true  as  a  fact  but  impossible  of 
performance  ? 

Mr.  Marsh.  Yes. 

Mr.  Mendelbaum.  You  may  have  heard  the  statement  of  Senator 
Smith,  of  South  Carolina,  who  came  here  and  made  what  I  con- 
sidered a  stump  speech,  in  which  he  claimed  that  all  the  members 
of  the  New  York  (Jotton  Exchange  stand  together  to  rob  the  outsider, 
and  then  consider  the  line  of  questions  propounded  by  Mr.  Burleson, 
who  tries  to  show  the  diflFerent  factions  that  exist  on  the  New  York 
Cotton  Exchange,  can  they  happen  at  the  same  time  or  would  that 
be  possible  ? 

Mr.  Marsh.  Of  course  Senator  Smith's  statement  was  made  with- 
out exact  knowledge  of  the  facts,  and  he  certainly  would  not  have 
made  it  if  he  had  been  acquainted  with  the  facts  first-hand. 

Mr.  Burleson.  Bearing  directly  upon  what  Mr.  Mendelbaum  said, 
you  know  Mr.  Scales  ? 

Mr.  Marsh.  Yes. 

Mr.  Burleson.  He  was  at  one  time  a  member  of  the  exchange, 
was  he  not  ? 

Mr.  Marsh.  I  don't  think  so.     I  don't  think  he  was. 

Mr.  Hubbard.  I  think  he  was  one  of  them. 

Mr.  Neville.  I  don't  know. 

Mr.  Marsh.  He  is  not  now. 

Mr.  HuBBABD.  E.  G.  Scales  was  a  member. 

Mr.  Neville.  Is  that  the  letter  the  chairman  read  from  the 
rostrum  ? 
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Mr.  Burleson.  No;  this  is  another  one.     [Reading]: 

The  cotton  exchange  is  a  good  thing  for  the  producer  if  their  rules  are  fair,  but  as 
it  stands  to-day  it  would  be  best  to  put  them  out  of  existence,  as  they  have  their  rules 
BO  thAt  they  can  get  the  country  in  and  then  skin  them. 

Mr.  Marsh.  Is  Mr.  Scales  the  country  ? 

Mr.  Neville.  Mr.  Chairman,  I  am  no  lawyer,  but  we  are  trying 
to  get  a  record  before  this  committee  in  proper  shape,  and  personal 
fidlusions  without  the  appearance  of  the  witness  to  be  cross-examined 
is  something  that  you  nave  studiously  avoided  up  to  now,  and  I 
consider  that  in  all  fairness  the  admission  of  such  letters  as  that  in 
the  testimony  is  contrary  to  the  policy  that  you  adopted  when  you 
started  this  investigation. 

The  Chairman.  As  I  understand  it,  Mr.  Burleson  only  used  that 
expression  as  a  postulate  for  a  question.  If  there  is  any  other 
present  it  does  not  appear. 

Mr  Neville.  I  move  it  be  stricken  out,  because  if  Mr.  Scales  had 
that  view  he  ought  to  be  here  for  cross-examination. 

Mr.  Burleson.  In  view  of  that  I  will  read  the  entire  letter.  [Read- 
ing]: 

Thb  Waldorf-Astoeia, 

New  York,  February  U,  1910, 
Hon.  A.  S.  BuBLBSON, 

Washington,  D.  C. 

Dear  Sir:  The  inclosed  copy  of  a  letter  I  wrote  explains  itself.  II  you  can  force 
the  New  York  Cotton  Exchange  to  change  its  rules  so  tnat  the  spinner  can  buy  a  cer- 
tain grade  of  cotton  on  the  exchange  and  set  what  he  buys  at  once  instead  of  something 
else,  you  will  have  done  the  whole  Soutn  the  greatest  service  you  could  possibly  do. 

While  the  New  York  future  contracts  sentimentally  regulate  the  price  of  cotton  in 
the  South,  that  contract  is  so  unfair  to  those  who  buy  it,  by  forciiq;  them  to  accept 
something  that  they  don't  want,  that  it  is  a  menace  to  Intimate  dude  and  has  the 
effect  of  keeping  prices  unnatiurally  low.  If  changed  as  I  suggest,  it  will  advance  the 
price  of  spot  cotton  and  then  cotton  buyers  and  spinners  wm  have  a  hedge  contract 
cloeely  related  to  spot  cotton.  I  live  in  Dallas,  am  familiar  with  the  future  markets, 
and  experience  has  shown  me  that  the  change  I  suggest  is  what  is  ne^ded.  The  cotton 
exchange  is  a  good  thing  for  the  producer  if  their  rules  are  fair,  but  as  it  stands  to-day 
it  would  be  best  to  put  them  out  of  existence,  as  they  have  their  rules  so  that  they  can 
gft  the  country  in  and  then  skin  them.  If  I  could  talk  with  you  personally  I  could 
give  you  some  valuable  pointers.  I  am  a  planter  and  raise  on  my  Texas  farms  about 
1,000  bales  of  cotton  each  year.  I  want  the  exchange,  if  run  on  a  fair  basis;  otherwise 
want  it  closed  up. 

Judge  Rufus  Hardy,  Senators  Gore,  Culberson,  and  Bailey  all  know  me  personally. 

H.  L.  Scales, 
Care  of  Waldorf  HoUl. 

I  never  saw  him. 

Mr.  Neville.  That  is  another  Mr.  Scales  altogether.  I  don't 
think  he  has  ever  been  a  member  of  our  exchange.  Mr  Hubbard 
tells  me  he  thinks  Mr.  E.G.  Scales  was  a  member.  I  move  that  that 
letter  be  struck  from  the  record.  If  he  has  such  an  interest  in  the 
matter  as  he  says  he  has  he  would  be  here  to-day  and  not  writing  a 
letter. 

The  CHAiRBfAN.  I  can  hardly  recognize  your  right  to  make  a 
motion. 

Mr.  Neville.  I  will  make  the  request  then. 

The  Chairman.  I  will  take  the  suggestion  into  consideration,  and 
unless  the  members  of  the  committee  feel  differently  from  mv  own 
view  of  the  case  and  wish  another  order  made,  I  would  remark  that 
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this  letter  seems  to  be  merely  an  expression  of  opinion.  It  does  not 
attempt  to  state  a  fact,  and  the  committee  would  certainly  take  that 
into  consideration. 

Mr.  Sims.  In  other  words,  the  weight  to  be  given  it  will  be  judged. 

Mr.  Heflin.  I  affree  with  the  chairman  that  it  is  perfectly  com- 
petent for  the  gentleman  to  write  his  opinion,  give  his  views. 

The  Chairman.  That  matter  is  disposed  of.  I  would  like  to  ask 
Mr.  Marsh  a  question  or  two.  I  would  like  to  call  attention  to  the 
value  of  the  property  owned  by  the  Cotton  Exchange  of  New  York. 
Can  you  give  me  an  estimate  or  its  value  ? 

Mr.  Marsh.  My  impression  is  it  is  worth  about  a  million  dollars. 

The  Chairman.  Could  you  give  me  any  idea  aside  from  a  mere 
guess  as  to  the  credits  that  are  carried  by  the  members  of  the  ex- 
change in  the  form  of  balances  due  their  various  customers  through- 
out the  country  ? 

Mr.  Marsh.  There  is  no  way  to  do  that,  Mr.  Chairman.  Those  are 
matters  of  individual  competing  firms,  and  naturally  no  such  informa- 
tion can  be  available. 

The  Chairman.  I  believe  you  said  in  reply  to  a  question  the  other 
dav  that  no  fixed  sum  in  the  way  of  a  margin  was  required. 

Mr.  Marsh.  Yes;  I  so  stated. 

The  Chairman.  So  that  the  volume  of  business  done  on  the  ex- 
change, if  that  could  be  obtained,  would  throw  no  light  on  the  ques- 
tion of  the  amount  of  money  that  was  thus  tied  up  ? 

Mr.  Marsh.  Not  the  slightest. 

Mr.  Beall.  I  would  like  to  ask  a  few  questions. 

Ordinarily,  when  does  the  new-crop  cotton  begin  its  movement  ? 

Mr.  Marsh.  We  have  artificially  divided  the  crop  years,  asyou 
know,  at  the  end  of  August  and  the  beginning  of  September.  There 
commonly  is,  however,  some  small  movement  at  the  end  of  August. 

Mr.  Beall.  During  the  months  of  August,  September,  October, 
and  November  is  when  the  bulk  of  the  crop  is  in  the  hands  of  the 
producer  or  passes  out  of  the  hands  of  the  producer? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  I  understand  that  in  this  particular  year  there  has 
been  a  constant  advance,  that  there  was  a  constant  advance  in  the 
price  of  cotton  even  from  the  beginning  of  the  season. 

Mr.  Marsh.  Yes. 

Mr.  Beall.  Ahnost  up  to  the  present  time  ? 

Mr.  Marsh.  Yes. 

Mr.  Beall.  I  will  ask  you  if  that  experience  was  not  a  little  out 
of  the  ordinary,  if  the  ordmary  rule  has  not  been  during  those  months 
as  the  supply  of  cotton  has  increased  there  has  been  a  tendency  for 
the  price  of  the  cotton  to  go  down  during  the  heavy  part  of  the  mar- 
keting season. 

Mr.  Marsh.  On  the  contrary,  though  this  is  not  the  current  opinion, 
the  statistics  show  that  in  an  overwhelming  majority  of  the  seasons 
for  many  vears  past  the  fall  months,  the  months  when  the  producer 
is  selling  his  crop  most  heavily,  have  shown  the  highest  markets. 
On  that  point  I  would  like  to  say  that  I  think  one  of  mv  colleagues 
here  has  some  exact  figures  for  a  long  series  of  years  showing  pre- 
cisely in  what  years  the  fall  market  was  higher  than  the  spring  mar- 
ket, and  in  what  years  the  spring  market  was  higher  than  the  fall 
market.     I  have  not  seen  those  ngures. 
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Mr.  Beall.  I  am  not  attempting  to  compare  the  price  of  the  fall 
market  with  the  price  of  the  spring  market,  but  comparing  the  price 
of  cotton  in  October,  and  November.  Take  October,  for  example. 
Has  not  the  ordinary  rule  been  that  the  prices  for  October  would  be 
lower  than  the  price  at  the  beginning  of  the  season,  the  tendency  as 
the  cotton  was  gathered  and  accimiulated  upon  the  market  by  the 
farmers  to  depress  the  market  price  ? 

Mr.  Marsh.  I  have  not  the  exact  fibres  on  that.  I  think  that  the 
figures  on  that  point  would  be  somewhat  misleading  anjrway,  for  the 
reason  that  it  very  often  happens  that  the  end  of  a  given  crop  year 
has  so  reduced  the  amount  of  cotton  for  sale  that  those  spinners  who 
have  not  been  forehanded,  who  have  to  have  some  actual  cotton,  are 
obliged  to  pay  more  for  it  to  get  it  at  once  than  they  would  have  to 
pay  if  they  waited  a  little  longer.  There  is  a  disturbing  element  in 
the  situation  which  I  think  would  make  the  particular  figures  that 
you  desire  rather  misleading. 

Mr.  Beall.  And  you  think  that  some  other  gentleman  has  actual 
figures  that  he  can  submit  ? 

Mr.  Marsh.  I  think  so. 

Mr.  Haugen.  I  understood  you  to  say  that  contracts  for  future 
deliveiT  do  not  call  for  any  special  grade. 

Mr.  Marsh.  They  do  not,  sir. 

Mr.  Haugen.  Are  we  to  understand,  then,  that  they  may  dump  on 
to  the  exchange  any  grade  of  cotton  which  they  may  produce  ? 

Mr.  Marsh.  Oh,  no.  I  did  not  understand  your  point,  sir.  Of 
course  the  cotton  which  the  merchants  of  the  exchange  recognize  to 
be  unfitted  for  spinners'  use  is  not  deliverable  on  contracts  in  tne  New 
York  Cotton  Exchange. 

Mr.  Haugen.  Then  there  is  a  grade;  it  has  to  come  up  to  a  certain 
grade? 

Mr.  Marsh.  Oh,  certainly.  The  rule  is  that  no  cotton  below  good 
ordmary  in  grade  is  deliverable.  The  line  is  drawn  at  good  ordinary 
white  cotton. 

Mr.  Haugen.  Does  the  same  rule  apply  as  to  the  cleUvery  and  as 
to  accepting  it  ?  • 

Mr.  Marsh.  How  do  you  mean,  sir? 

Mr.  Haugen.  As  I  understand  it,  if  I  sell  a  dozen  bales  to  be  deliv- 
ered to  New  York  before  the  exchange,  that  calls  for  certain  kind  of 
grade,  and  if  I  buy  I  get  the  same  kind  of  grade  ? 

Mr.  Marsh.  Certainly.  The  grade  is  the  same  whether  you  buy 
or  sell. 

Mr.  Haugen.  Is  there  any  considerable  number  of  sales  delivered 
in  compliance  with  these  contracts  ? 

Mr.  Marsh.  From  a  half  a  million  to  three-quarters  of  a  million 
bales  a  year. 

Mr.  Beall.  What  is  the  smallest  number  of  bales  you  have  ever 
known  to  be  m  stock  in  New  York  during  the  cotton  season  ? 

Mr.  Marsh.  I  have  kno\ra  the  stock  in  New  York  to  be  as  low  as 
5,000  bales;  but  I  think  that  was  only  in  August,  if  my  recollection 
is  correct,  and  not  in  the  active  cotton  season. 

Mr.  Beall.  There  have  been  numerous  instances  in  which  practi- 
cally all  the  cotton  that  was  in  stock  in  New  York  was  owned  by  one 
or  two  persons,  have  there  not  ? 

Mr.  Marsh.  Oh,  yes. 
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The  Chairman.  You  said  before  the  committee  adjourned  this  fore- 
noon that  you  wanted  to  make  a  few  remarks  in  regard  to  the  bill 
before  the  committee.    Would  you  like  to  do  that  now  ? 

Mr.  Marsh.  Yes,  I  should. 

The  Chairman.  You  may  proceed  with  your  statement,  then. 

Mr.  Marsh.  What  I  have  to  say  will  not  take  much  of  the  com- 
mittee's time. 

Not  being  a  lawyer,  Mr.  Chairman,  I  have  not  been  able  to  deter- 
mine the  legal  implications  of  the  diflFerent  bills  which  I  have  under- 
stood are  before  tne  committee;  but  in  the  first  place  I  shoidd  like  to 
call  the  attention  of  the  committee  to  the  possibility  that  any  or  all 
of  these  bills  as  they  now  stand  may  have  consequences  wmch  the 
committee  itself  would  hardly  expect. 

All  these  bills  as  they  now  stand  simply  prohibit  one  very  important 
feature  in  the  business  of  a  spot  cotton  merchant.  In  the  conduct  of 
the  business  of  a  spot  cotton  merchant  hedges  are  bought  and  sold, 
not  merely  on  the  New  Orleans  exchange,  the  New  York  exchange 
and  the  Liverpool  exchange;  hedges  are  being  constantly  bought  and 
sold  all  over  the  lot,  so  to  speak.  They  are  consequently  being  bought 
and  sold  on  the  floor  of  the  Houston  exchange  and  on  the  Mempnis 
exchange;  but  not  in  the  same  manner,  at  open  outcry,  as  the  by-laws 
of  the  New  York  Cotton  Exchange  call  for;  but  still  essentiafly  the 
same  thing. 

Now,  to  bring  that  point  out,  I  should  like  to  give  an  illustration  of 

I'ust  what  I  mean.  Suppose  I  am  a  spot  merchant  in  the  South  and  I 
lave  offered  to  me  a  thousand  bales  of  cotton  running  from  low 
middling  up  to,  we  will  say,  strict  middling.  On  that  same  day,  or 
simultaneously,  I  receive  an  offer  from  a  spmner  for  a  thousand  bales 
of  good  middling  cotton.  In  the  thousand  bales  of  cotton  which  I 
have  bought  in  the  South  there  is  no  good  middling,  but  my  spinner 
wants  a  thousand  bales  of  good  middling  cotton,  we  will  say,  for  ship- 
ment to  him  a  month  or  two  months  or  three  months  ahead.  Now, 
any  spot  merchant  will  buy  the  thousand  bales  of  low  middling  to 
strict  middling  and  will  sell  the  thousand  bales  of  good  middling  and 
will  regard  the  sal^of  the  thousand  bales  of  good  middling  to  a  spmner 
or  to  a  merchant  as  a  hedge  against  the  thousand  bales  of  actual 
cotton  which  he  has  bought. 

That  spot  merchant  selling  a  contract  to  the  foreign  merchant  or  to 
the  spinner  for  the  future  delivery  of  a  thousand  bales  of  good  mid- 
dling cotton  has  entered  into  a  form  of  future  contract  just  as  dis- 
tinctly and  in  its  legal  obligations  exactly  similar  to  a  contract  which 
he  might  enter  into  upon  the  New  York  Cotton  Exchange  for  future 
delivery  of  a  thousand  bales  of  May  or  July.  But  imder  the  terms  of 
the  bills,  as  I  have  read  them,  that  spot  merchant  not  having  in  his 
possession  a  thousand  bales  of  good  middling  cotton,  not  growing  it 
on  his  land,  not  having  it  in  his  possession  in  any  way  or  on  the  point 
of  taking  it  into  his  possession,  would  be  legally  violating  the  pro- 
visions of  the  act  which  might  result  from  mese  bills. 

Now,  the  extent  of  the  disturbance  that  would  be  created  among  spot 
dealers  by  running  into  that  compUcation  would  be  very  great  indeed, 
and  a  multitude  of  transactions,  amounting  in  the  aggregate  to  mil- 
lions of  bales,  would,  as  I  see  the  matter,  be  made  illegal. 

The  Chairman.  I  think,  Mr.  Marsh,  that  most  of  these  bills  pro- 
vide that  if  there  exist  in  the  mind  of  the  seller  the  bona  fide  inten- 
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tion  to  deliver  the  cotton,  no  inhibition  is  put  upon  his  activities  in 
anv  way. 

Mr.  Mabsh.  Well,  Mr.  Chairman,  of  course  when  you  get  onto  the 
question  of  intentions  you  get  into  very  muddy  waters.  It  con- 
stantly happens  that  a  spot  merchant  sells  a  thousand  bales  of  cotton 
to  a  forei^  merchant  or  to  a  spinner  intending  at  the  moment  when 
he  makes  the  trade  to  make  the  actual  delivery  himself,  and  yet 
before  the  time  for  fulfilling  the  contract  comes  around  he  sells  out 
his  contract  or  buys  in  his  contract  from  some  other  merchant  in  the 
South.  In  other  words,  exactly  the  same  process,  Mr.  Chairman,  is 
gomg  on,  not  in  a  concentrated  and  visible  way,  but  none  the  less 

?»ing  on,  all  over  the  South,  that  is  going  on  on  the  floor  of  the  New 
ork  Cotton  Ebcchange. 

The  Chairman.  Is  not  that  provided  for  by  this  language  in  the 
bill  I  have  before  me,  in  fhe  section  in  which  provision  is  made  by 
the  filing  with  the  tel^raph  company  of  an  aflidavit  on  the  part 
of  the  sender  of  the  message,  which  shall  state  amon^  other  thin^ 
that  he  has  the  bona  fide  intention  of  ^^  acquiring  and  deUvering  said 
cotton,  erain,  or  other  farm  products.''  Now,  that  does  not  miply 
that  he  nas  already  made  a  contract  for  it  or  that  it  is  growing  on 
his  land  or  the  land  of  some  other  person  with  whom  he  has  made 
a  contract;  it  only  requires  him  to  make  an  aflidavit  that  he  has 
the  bona  fide  intention  of  acquiring  and  deUvering  the  cotton  in 
accordance  with  the  terms  of  nis  contract. 

Mr.  Marsh.  Mr.  Chairman,  I  am  not  lawyer  enough  and  not  a 
sufficiently  clear  thinker  in  legal  matters  to  say  whether  that  clause 
would  be  a  sufficient  protection;  but  I  got  the  impression  from  the 
language  of  the  bills  that  the  tests  that  were  to  be  imposed  upon 
de«9ers  with  regard  to  the  bona  fides  of  their  intentions  were  such 
that  in  transactions  such  as  I  have  described  considerable  impedi- 
ments and  confusions  would  result.  I  should  Uke  to  say  on  that 
point  that  I  simply  bring  this  up  as  a  difficulty  which  has  arisen  in 
my  mind  with  regard  to  the  bills,  and  which  I  should  like  to  call 
to  the  attention  of  the  committee  as  a  matter  which  might  be  very 
easily  overlooked  by  the  committee  through  the  fact  that  all  these 
multitudinous  transactions  through  the  ^uth  do  not  come  to  the 
surface,  so  to  speak,  like  the  transactions  which  take  place  on  the 
floor  of  one  of  the  great  cotton  exchanges. 

The  Chairman.  We  are  very  glad  to  have  your  suggestions  on 
those  lines.     Have  you  anything  further  i 

Mr.  Marsh.  Now,  from  thepomt  of  view  of  the  legal  side  of  the  mat- 
ter, I  should  Uke  to  suggest  to  the  committee  a  question  whether 
these  contracts  which  are  entered  into  in  New  York  are  or  can  be 
made  interstate  commerce.  As  members  of  the  committee  are 
undoubtedly  aware,  the  New  York  Cotton  Exchange  is  a  New  York 
corporation,  a  corporation  chartered  by  the  assembly  of  the  State 
of  New  York.  The  contracts  which  are  made  upon  the  New  York 
Cotton  Exchange  must  be  made  in  the  State  of  New  York.  It  is 
impossible  to  make  a  contract  on  the  New  York  Cotton  Exchan^ 
except  where  both  parties  to  the  contract  are  physically  present  m 
the  otate  of  New  York.  It  is  impossible  for  me  or  anybody  to  make 
a  contract  on  the  floor  of  the  New  York  Cotton  Exchange  if  I  am 
not  physicallv  present  in  New  York.  I  can  not,  for  example,  send 
a  telegram   from  Washington — although  I  am  a  member  of  the 
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exchange — I  can  not  send  a  telegram  from  Washington  to  another 
member  of  the  exchange  and  make  a  contract  with  him.  What  I 
have  got  to  do,  if  I  desire  to  enter  into  a  contract  in  New  Yoiic,  is 
to  send  a  telegram  to  a  member  there  to  make  a  contract  for  me 
with  another  member.  In  other  words,  these  contracts  are  strictly 
limited  to  contracts  made  by  persons  physically  in  the  State  of 
New  York. 

Not  only  is  that  true,  but  these  contracts  call  for  the  deUvety  of 
cotton  only  in  the  city  of  New  York  or  in  the  port^pf  New  York. 
Thus  the  contracts  are  very  determinately,  completely,  and  wholly 
made  within  the  State  of  New  York.  Now,  Mr.  Chairman,  it  does 
not  change  the  legal  aspect  of  the  matter,  as  I  understand  it,  that  the 
cotton  which  mav  be  deUvered  in  the  fulfillment  of  one  of  these  con- 
tracts is  to  be  obtained  or  has  been  obtained  outside  the  State  of 
New  York.  For  example,  it  is  not  interstate  commerce  for  a  man  to 
contract  for  the  erection  and  delivery  in  the  city  of  New  York  of  an 
office  building,  though  the  contractor  knows  that  the  marble  for  that 
building  is  to  come  from  Vermont,  the  steel  from  Pennsylvania,  the 
lumber  from  Geoi^a,  or  Mississippi,  or  Texas,  or  Oregon,  and  the 
cement  from  Kansas.  Neither  is  it  interstate  commerce  for  a  man  in 
Pennsylvania  to  send  instructions  to  an  agent  of  his  in  New  York 
instructing  him  to  contract  with  another  man  in  New  York  for  the 
construction  and  delivery  of  an  office  buUding  subject  to  all  these  con- 
ditions which  I  have  just  described.  In  other  words,  sir,  I  think  the 
committee  will  find  on  careful  study  of  the  exact  terms  of  the  con- 
tract entered  into  upon  the  New  York  Cotton  Exchange  that  it  is 
absolutelv  and  completely  a  contract  Umited  to  the  State  of  New 
York.      ^ 

I  simply  suggest  this  as  a  point  for  the  committee's  consideration, 
and  there  is  omy  one  other  point  which  I  should  Uke  to  bring  to  the 
committee's  attention,  and  that  is,  that  legislation  such  as  is  pro- 
posed here  may  have,  if  enacted,  effects  of  an  incalculable  character. 
For  example,  it  can  hardly  be  known  to  many  members  of  this  com- 
mittee that  the  fact  that  the  stock  of  cotton  of  the  world  was  hedged 
in  New  York  during  the  past  year  has  had  a  most  vital  influence  upon 
the  balance  of  trade  in  this  country.  The  remittances  of  foreign  mer- 
chants who  were  carrying  cotton  in  Bremen,  and  Havre,  and  Milan, 
and  Genoa,  and  Liverpool,  with  hedges  sold  in  New  York,  the  remit- 
tances of  those  merchants  during  the  past  year  to  New  York  can  not 
possibly  have  been  less  than  $75,000,000.  They  probably  were  very 
much  more  than  that.  Thev  were  probablv  a  goocf  deal  over 
$100,000,000. 

To  destroy  a  business  which,  as  one  of  its  factors  so  vitally  affects 
the  balance  of  trade  in  this  country  and  which  if  it  had  not  ex- 
isted this  year  would  certainly  have  produced  financial  confusion 
in  the  country — because  the  withdrawal  of  another  $75,000,000  or 
$100,000,000  of  gold  in  this  country  would  certainly  have  produced 
widespread  financial  confusion — I  say  to  disturb  a  business  which 
has  such  far-reaching  consequences  may  lead  to  results  which  mem- 
bers of  the  committee  themselves  could  hardly  foresee. 

1  dwell  upon  this  as  simply  one  of  a  large  number  of  compUcations 
which  would  certainly  anse  in  the  business  of  the  country  if  this 
method  which  cotton  merchants  have  worked  out  for  the  distribution 
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of  the  crop  of  cotton  from  the  producers  to  the  ultimate  consumers 
were  to  be  impaired. 

I  think  that  is  aU  I  have  to  say,  sir. 

The  Chairman.  Mr.  Marsh,  the  committee  appreciates  very  much 
the  patience  with  which  you  have  submitted  to  this  long  and  rather 
tedious  examination,  and  is  very  much  obliged  to  you. 

Mr.  Marsh.  I  am  grateful  for  their  patience. 

Mr.  Nevillb.  I  would  rather  start  to-morrow  morning. 

The  Chairman.  Then  we  will  adjourn. 

(Thereupon  the  conmiittee  at  4.30  p.  m.  adjourned  until  10.30 
a.  m.,  Wednesd^,  February  16,  1910.) 


Committee  on  Agriculture, 

House  of  Representatives, 

Wednesdayy  February  16^  1910. 

The  committee  met  at  11  o^clock  a.  m.,  Hon.  Charles  F.  Scott 
(chairman)  presiding. 

The  Chairman.  Before  the  hearing  proceeds  this  morning  I  should 
like  to  announce  that  it  seems  as  if  we  can  not  protract  this  branch 
of  our  hearings  beyond  to-morrow.  Friday,  the  18th,  has  been  set 
as  the  date  for  givmg  a  hearing  to  representatives  of  the  Council  of 
North  American  Grain  Dealers,  who  are  coming  here  from  Chicago 
and  other  cities,  and  who  have  written  me  that  they  are  very  anxious 
to  have  their  hearings  promptly  in  order  that  they  may  get  away  as 
soon  as  possible.  With  the  close  of  to-morrow  we  will  have  given  one 
entire  week,  with  the  exception  of  one  dav,  to  the  cotton  branch  of 
the  matter,  and  I  think  the  committee  feels  as  if  the  ground  had 
been  pretty  well  covered.  We  do  not  wish  to  unduly  limit  anybody 
in  the  matter  of  time,  but  we  will  request  those  who  are  yet  to  be 
heard  to  make  their  statements  as  concise  as  possible,  and  1  will  sug- 
gest to  those  who  have  questions  to  ask  that,  so  far  as  may  be,  they 
mnit  their  questions  to  such  a  form  as  will  elicit  direct  information 
rather  than  lead  to  an  argument  or  to  controversy. 

Mr.  Mandlebaum.  Do  I  understand  you  to  say,.  Mr.  Chairman, 
that  the  cotton  part  of  this  investigation  is  to  be  closed  to-morrow  ? 

The  Chairman.  That  is  the  wish  of  the  committee.  Mr.  Neville, 
I  believe  you  would  like  to  appear  first  this  morning. 

TESTIMONY  OF  MB.  GEOBGE  W.  NEVILLE. 

(The  witness  was  sworn  by  the  Chairman.) 

Mr.  Neville.  Mr.  Chairman,  as  this  hearing  has  progressed  it  has 
seemed  to  me,  judging  from  the  questions  asked  by  members  of  the 
committee,  that  the  southern  members,  and  when  1  say  the  southern 
members,  I  mean  the  members  living  in  the  cotton-producing  states, 
are  the  only  ones  of  the  conmiittee  who  are  familiar  with  the  process 
of  marketing  the  crop  by  the  producer,  and  it  occurred  to  me  that 
peiiiaps  it  might  be  of  assistance  to  your  committee  for  me  to  outline 
that  in  brief.  I  know  that  we  have  consumed  a  great  deal  of  your 
time  in  making  our  statements,  but  it  seems  to  me  that  that  might 
be  very  essential  to  the  matter,  and  with  your  permission  I  wiU  do  so. 

The  Chairman.  That  statement,  briefly,  I  think  will  be  interesting 
to  the  committee. 
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Mr.  Neville.  I  think  I  can  make  it  in  a  brief  way.  so  that  the 
members  can  understand  it.  Mr.  Chairman,  I  am  glad  to  say  that 
the  high  prices  obtained  bjr  the  producers  of  cotton  these  past  sev- 
eral years  and  the  diversincation  of  crops  in  certain  sections  of  the 
cotton-producing  states  have  placed  the  southern  farmer  in  finan- 
cially a  much  stronger  position  than  was  his,  say,  ten  years  ago,  with 
the  result  that  the  amount  of  acreage  planted  in  cotton  on  money 
advanced  by  country  merchants  has  diminished  perceptibly,  so  that 
to-day  I  will  say,  on  a  rough  estimate,  perhaps  25  per  cent  of  the 
cotton  raised  in  the  Southern  States  is  raised  on  money  furnished  by 
country  merchants  to  the  small  planter. 

There  is  another  phase  of  it.  Large  landowners  allow  small 
farmers  to  plant  so  many  acres,  and  they  are  known  as  croppers. 
They,  in  turn,  are  supplied  with  provisions  and  material  for  raising 
the  cotton  by  those  landowners. 

There  is  another  kind,  the  farmer  who  plants  his  own  land;  and  he 
may  have  occasion  to  borrow  money. 

There  is  another,  the  man  who  is  well  enough  of!  to  plant  his  own 
crop  without  borrowing  any  money. 

The  first  three  I  have  mentioned,  as  a  rule,  sell  their  cotton  to  the 
country  merchant;  the  first  I  mentioned  because  they  have  to,  because 
the  merchant  has  a  lien  on  their  crop  and  everything  else  they  have. 
The  second  class  do  it  because  the  merchants  try  to  buy  it  for  the 
trade  there  may  be  in  the  cotton  when  they  pajr  cash  for  the  cotton. 
In  former  times  the  larger  planters  always  consigned  their  cotton  to 
factors  at  the  various  ports.  This  entailed  a  large  expense  in  market- 
ing that  crop,  because  in  addition  to  the  advances  which  they  had  to 
have  in  the  spring  of  the  year  in  order  to  plant  their  cotton,  on  which 
a  commission  was  charged,  a  similar  commission  was  charged  for 
selling  the  cotton  when  it  was  marketed,  and  a  commission  was 
charged  for  all  supplies  bought  and  sent  to  the  plantation.  This  has 
been  gradually  eliminated,  until  to-day  in  the  leading  southern  ports, 
such  as  Norfolk,  Wihnington,  Charleston,  Savannah,  Mobile,  New 
Orleans,  and  Gralveston,  what  has  been  commonly  known  as  the 
factor's  business  has  decreased  remarkably,  due  to  two  reasons,  the 
first,  as  I  have  said,  being  the  better  financial  condition  of  the  farmer, 
and  secondly,  increased  transportation  faciUties.  That,  I  think,  Mr. 
Chairman,  covers  the  matter. 

So  much  has  been  said  that  I  hardly  know  just  where  to  start  in  my 
direct  statement,  and  as  I  represent  my  firm  of  Weld  &  Neville,  of 
Texas,  in  the  handling  of  spot  cotton,  perhaps  it  would  be  better  for 
me  to  just  jump  right  into  the  matter  and  describe  the  way  in  which 
we  are  willing  to  assist  in  the  distribution  of  the  cotton  crop. 

The  Chairman.  Before  you  start  your  statement  will  you  state, 
so  that  it  may  go  into  the  record,  the  character  of  your  business,  and 
what  your  business  connections  are  in  the  trade  you  personally 
handle? 

Mr.  Neville.  We  are  merchants  engaged  in  the  buying  and  selling 
of  spot  cotton  to  American  spinners  and  to  spinners  of  other  countries, 
wherever  American  cotton  is  spun. 

The  Chairman.  Are  you  a  member  of  the  New  York  Cotton 
Exchange  ? 

Mr.  Neville.  Yes;  I  am  a  member  of  the  New  York  Cotton 
Exchange  and  the  New  Orleans  Cotton  Exchange,  and  an  associate 
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• 
member  of  the  Liverpool  Cotton  Association.  I  will  state  to  the 
committee,  not  in  reply  to  your  question,  as  perhaps  it  is  necessary 
to  do  that  in  order  to  have  the  record  clear,  that  when  Japan  is  in  the 
market  buying  cotton  we  do  from  30  to  60  per  cent  of  the  exports  to 
Jai)an,  due  to  visits  that  I  have  made  to  that  country  with  a  view  of 
seeing  what  their  requirements  were  and  how  they  handled  the 
business. 

This  is  an  export  coimtry,  Mr.  Chairman.  Roughly  speaking,  we 
export  twice  as  much  cotton  as  we  cojisimie  in  this  coimtry.  The 
proportion  used  to  be  larger,  but  owing  to  the  increase  of  spindles  in 
this  coimtry,  I  am  glad  to  say  it  is  getting  less.  There  are  several 
things  that  seem  to  me  important  to  put  before  this  committee,  one 
of  \raich  is  that  the  spinner  as  a  rule  wants  to  buy  cotton  when  the 
producer  is  not  in  position  to  sell  it,  and  the  producer  wishes  to  sell 
it  most  when  the  spinner  is  apparently  least  mterested  in  it.  That 
is  caused  first  on  the  part  of  tne  spinner  because  in  the  spring  of  the 
year  and  early  summer  he  may  nave  an  opportunity  or  selEng  the 
product  of  his  mill,  covering  a  long  period  of  deUvery,  through  the 
jobber  or  wholesaler,  and  the  prices  he  gets  for  those  goods  enable 
mm  to  come  to  the  merchant  and  make  a  contract  for  a  specific 
quality  of  cotton  which  he  requires  in  the  manufacture  of  the  product 
which  he  has  sold.  The  merchant,  to  protect  himself,  could  not 
do  this  business  imless  he  had  such  facility  as  the  future  contracts 
of  cotton,  to  buy  to  protect  himself  against  the  sale  he  had  made  to 
the  spinner. 

Then  comes  the  marketing  of  the  crop,  when  the  farmer  wishes 
to  sell  his  product.  The  merchant  having  committed  himself  to 
the  spinner,  buys  the  farmer's  cotton,  and  as  he  buys  the  farmer's 
cotton  he  sells  the  futures  that  he  has  bought  as  a  hedge.  The  price 
the  merchant  pays  the  farmer  is  of  no  consequence  to  the  merchant. 
The  price  is  based  entirely  on  the  market  value  of  the  raw  cotton, 
based  on  its  supply  and  the  demand.  There  are  times  in  the  market- 
ing of  the  crop  when  the  merchant  has  filled  all  of  the  sales  he  has 
made  ahead  to  the  spinner^  the  spinner  has  cotton  to  spin,  and  the 
farmer  then  wants  to  sell  his  cotton  at  a  time  when  the  spijmer  does 
not  care  to  buy;  and  then  the  merchant  comes  in,  and  as  he  buys 
the  spot  cotton  from  the  farmer  he  sells  his  contracts  as  a  hedge 
against  the  spot  cotton  he  has  taken  from  the  farmer  at  a  time  when 
the  spinner  is  not  buying. 

At  this  point,  gentlemen,  I  am  ready  to  answer  any  questions  you 
might  want  to  ask. 

The  Chaikman.  Has  the  committee  any  questions  ? 

Mr.  Leveb.  I  do  not  know  that  I  quite  catch  the  drift  of  Mr- 
Neville's  argument.  Let  me  ask  him  this  question:  When  you  buy 
the  spot  cotton  as  »a  merchant,  you  sell  against  it,  on  the  exchange, 
futures  as  a  hedge  ? 

Mr.  Neville.  Yes. 

Mr.  Leveb.  Does  not  that  put  you  in  the  attitude  of  a  bear  on 
the  market  ? 

Mr.  Neville.  Not  at  all. 

Mr.  Leveb.  Why  not  ? 

Mr.  Neville.  Simply  because  I  have  bought  something  which  I 
can  not  find  any  demand  for  from  a  consumer.  If  I  did  not  have  the 
facility  of  sellixig  future  contracts  against  that  purchase,  I  would  not 
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buy  it;  hnl  there  is  the  demand  from  some  source  for  cotton  at  a  price 
in  the  contract  market.  I  buy  the  spot  cotton  and  sell,  and  I  sati^ 
that  demand,  and  it  does  not  put  me  in  as  a  bear  any. more  than  the 
farmer  who  sold  me  the  spots. 

Mr.  Leyeb.  But  in  order  to  make  a  contract  you  have  got  to  have 
a  purchaser  ? 

Mr.  Neville.  The  purchaser  is  there.     He  is  bidding  for  the  cotton. 

Mr.  Levee.  He  is  bidding  for  the  cotton.  There  is  a  contract 
entered  into  between  you  and  the  buyer  of  your  hedge  ? 

Mr.  Neville.  Yes. 

Mr.  Leveb.  In  order  for  you  to  make  a  profit  out  of  your  contract, 
it  seems  to  me  that  the  price  of  futures  must  break. 

Mr.  Neville.  Not  at  all.  I  have  seen  the  market  go  up  absolutely 
dav  by  day  when  the  spot  cotton  was  being  sold  as  hedges. 

Mr.  Leveb.  What  would  be  the  effect  if  you  had  sold  a  hedge  when 
the  market  was  going  up  gradually  ? 

Mr.  Neville.  The  value  of  my  spot  cotton  was  increasing  as  the 
market  went  up. 

Mr.  Leveb.  And  the  value  of  your  hedges  was  decreasing  as  the 
market  went  up  ? 

Mr.  Neville.  Yes. 

Mr.  Leveb.  So  that  you  had  a  stand-off  ? 

Mr.  Neville.  Where  the  value  of  my  hedges  was  decreasing,  and 
I  was  supposedly  losing  on  my  spot  cotton. 

Mr.  Leveb.  What  is  the  general  situation  with  reference  to  that  t 
Do  the  spots  and  hedges  go  up  and  down  in  a  parity  with  each  other  t 

Mr.  Neville.  They  do  if  tne  situation  is  a  normal  situation. 

Mr.  Leveb.  So  that  your  hedging,  then,  is  purely  for  the  pur- 
pose of  protecting  yourselves  and  not  for  the  purpose  of  making  money 
put  of  it  ? 

Mr.  Neville.  My  hedging  is  purely  for  the  purpose  of  protecting 
myself  against  fluctuations  m  the  commodity. 

Mr.  Leveb.  In  the  raw  commodity  ? 

Mr.  Neville.  Yes;  in  the  raw  commodity. 

Mr.  Beall.  When  you  buy  cotton  from  the  farmer  for  which  you 
have  no  contract  with  the  spinner,  and  sell  your  hedges  in  the  future 
market,  when  you  bring  that  down  to  its  last  analysis  you  are  buying 
that  cotton  as  a  speculation,  are  you  not  ? 

Mr.  Neville.  No,  sir;  I  do  not  consider  it  so. 

Mr.  Beall.  Well,  you  have  not  sold  it  ? 

Mr.  Neville.  No.* 

Mr.  Beall.  In  advance  ? 

Mr.  Neville.  No. 

Mr.  Beall.  And  you  do  not  know  what  the  demand  will  be  in 
the  future  for  it  ?     You  do  not  know  whether  it  will  go  up  or  go  down  % 

Mr.  Neville.  That  is  based  on  years  of  experience. 

Mr.  Beall.  You  buy  it  in  the  hope  that  when  there  comes  a  demand 
for  it  you  will  be  able  to  sell  it  for  a  profit  ? 

Mr.  Neville.  No;  we  buy  it  knowing  there  is  going  to  be  a  demand 
for  cotton  of  that  kind  at  some  price. 

Mr.  Beall.  And  expecting  to  sell  it  at  a  profit  ? 

Mr.  Neville.  Yes. 
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Mr.  Beall.  You  say  that  when  conditions  are  normal  in  the  price 
of  spot  cotton  and  the  price  of  futures  there  is  maintained  a  parity 
between  them  ? 

Mr.  Neville.  I  would  not  say  that  parity  was  fixed  always. 

Mr.  Beall.  Take  normal  conditions;  what  is  ordinarily  the  differ- 
ence between  the  price  of  middUng  spot  cotton  and  middling  futures  ? 
Which  is  the  higher  and  which  is  the  lower  ? 

Mr.  Neville.  Very  often  the  spot  price  is  much  lower  than  the 
future  contract  for  the  current  month.     Sometimes  it  is  the  reverse. 

Mr.  Beall.  That  shows  an  abnormal  condition,  does  it  not  ? 

Mr.  Neville.  No;  that  shows  a  normal  condition. 

Mr.  Beall.  Is  it  not  a  fact  that  where  conditions  are  normal,  the 
price  of  futures  is  a  few  points  below  the  price  of  spots  ? 

Mr.  Neville.  No,  sir;  that  is  an  abnormal  condition,  when  that 
happens.  I  am  understanding  you  to  refer  to  the  price  of  spot 
cotton  sales  as  compared  to  the  futures  in  New  York.  My  answer  is 
predicated  on  that. 

Mr.  Beall.  Spot  cotton  in  New  York  as  compared  to  the  price  of 
futures  in  New  York? 

Mr.  Neville.  The  price  of  spot  cotton  in  New  York  is  for  even- 
running  grades,  and  the  price  of  contracts  is  the  basis  price,  which 
takes  in  all  the  grades  we  deliver  on  contract. 

Mr.  Beall.  How  does  that  price  compare  with  the  price  of  futures 
at  New  York? 

Mr.  Neville.  Sometimes  it  is  higher,  in  normal  years. 

Mr.  Beall.  About  how  much,  under  normal  conditions  ? 

Mr.  Neville.  Under  normal  conditions  it  nms  from  26  to  36 
points  on  contracts. 

Mr.  Beall.  Twenty-five  to  35  points  ? 

Mr.  Neville.  Yes. 

Mr.  Beall.  What  conditions  must  exist  in  order  that  the  dis- 
parity between  the  two  prices  should  become  very  much  greater 
than  26  or  36  points,  or  much  less  than  that  ? 

Mr.  Neville.  It  depends  upon  the  average  quality  of  the  crop, 
and  the  demand  for  the  higher  or  lower  grades  ^eing  in  excess  ot 
the  supply. 

Mr.  jBeall.  The  demand  for  the  grades  lower  or  higher  than 
middling  cotton  does  exert  an  influence  in  fixing  the  price  of  those 
grades? 

Mr.  Neville.  Yes. 

Mr.  Beall.  Do  you  think  it  should  exert  an  influence  in  fixing 
those  prices  ? 

Mr.  Neville.  Certainly.    . 

Mr.  Beall.  Then  you  do  not  agree  with  Mr.  Marsh,  as  I  under- 
stood his  statement  to  be  that  the  price  of  those  grades  ought  to  be 
fibced  by  their  value  as  a  spinable  article  ? 

Mr.  Neville.  We  were  speaking  on  two  entirely  different  sub- 
jects, if  you  will  excuse  me.  The  line  of  questions  you  asked  me  is 
not  the  same  that  Mr.  Marsh  was  on. 

Mr.  Beall.  I  understood  him  to  say  that  in  fixing  the  price  of 
cotton  below  middling,  the  difference  between  that  price  and  the 
price  of  middling  should  be  determined  by  the  spinhabie  value. 

Mr.  Neville.  Yes;  I  am  in  thorough  sympathy  with  that,  sir. 
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Mr.  Beall.  Well,  does  the  supply  of  that  particular  grade  of 
cotton  or  the  demand  for  thatjparticular  grade  of  cotton  have  any- 
thing to  do  with  fixing  that  difference  ? 

Mr.  Neville.  It  may  have  a  temporary  effect  when  the  supply 
of  grades  below  middling  is  superabundant  and  the  demand  for  the 
time  being  does  not  run  on  those  grades;  but  experience  has  proven 
that  in  the  course  of  a  verv  short  time  the  values  of  those  grades 
do  get  back  to  practically  tneir  spinning  value  as  compared  to  mid- 
dling cotton. 

Mr.  Beall.  The  value  of  low  middling,  for  example,  from  the 
•  standpoint  of  its  spinning  value,  always  bears  the  same  proportion 
to  the  value  of  middling  cotton  as  a  spmnable  article  ? 

Mr.  Neville.  Yes;  1  will  sav  that  is  so. 

Mr.  Beall.  Low  middling  this  year  bears  the  same  proportion  to 
middling  that  low  middling  last  year  bore,  so  far  as  spinnable  quality 
goes? 

Mr.  Neville.  Yes;  there  may  be  some  climatic  conditions  that 
affect  it. 

Mr.  Beall.  It  always  comes  back  in  that  proportion  ? 

Mr.  Neville.  Yes. 

Mr.  Beall.  Yet  there  are  times  when  for  months  in  succession 
that  relative  value  is  not  maintained? 

Mr.  Neville.  Yes. 

Mr.  Beall.  What  makes  that  disparity  i 

Mr.  Neville.  Panic  on  the  part  of  the  holders,  brought  about  by 
adverse  talk  on  the  supply  of  the  crop  by  people  who  have  an  inter- 
est in  talking  that  particular  quality  down.  That  is  my  opinion; 
you  ask  it;  I  give  it  to  you. 

Mr.  Beall.  Do  you  think  that  was  a  condition  that  prevailed 
ml906? 

Mr.  Neville.  I  think  it  was  more  accentuated  in  1906  and  1907 
than  ever  in  my  experience  in  the  cotton  business,  which  embraces 
a  period  of  twenty  years. 

Mr.  Beall.  You  think  that  was  the  cause  of  the  disparity  in  1906? 

Mr.  Neville.  That  was  one  of  the  causes.  There  were  at  least 
three  causes,  in  my  opinion,  that  brought  about  a  wide  disparity  of 
low  grades  that  year  as  compared  to  middling. 

Mr.  Beall.  What  were  they?  That  may  be  anticipating  some- 
thing you  may  have  been  intending  to  bring  in  later  on. 

Mr.  Neville.  It  is  anticipating  something  that  I  want  to  say,  but 
it  comes  in  very  well  right  here.  I  would  rather  answer  it  right  now, 
with  the  permission  of  the  chairman. 

The  prune  cause,  Mr.  Chairman,  of  the  disparity,  so-called,  between 
middling,  even  running — and  I  want  the  committee  and  my  farmer 
friends  here  to  bear  this  in  mind,  because  it  has  not  been  touched  on 
here  by  anyone  and  I  have  never  seen  it  in  print — the  primal  cause,  in 
my  opinion,  for  the  disparity  between  the  price  of  middling  cotton, 
even  running,  which  is  tne  basis  which  the  world  has  fixed  for  arrang- 
ing prices  on  this  particular  commodity,  and  the  price  of  the  basis 
midaUng  contract,  was  this,  that  when  nuddUng,  even  running,  was 
quoted  at  so  many  points  over  the  low  middUng  contract,  there  was 
practically  no  middling,  even  running,  in  the  United  States  for  sale. 
That  was  the  first  cause.  The  second  cause  was  harping  by  people 
who  professed  to  know;  who  circulated  letters,  wrote  newspaper 
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articles;  and  made  speeches  at  farmers'  meetings,  decrying  the  New 
York  contract  for  the  stock  of  cotton  it  carried,  when  the  stock  of 
cotton  carried  in  New  York  represented  the  grade  of  cotton  in  the 
United  States  at  that  time.     That  is  your  second  reason. 

Mr.  Beall.  All  right. 

Mr.  Neville.  The  third  reason  was  the  error  made  by  the  New 
York  Cotton  Exchange  in  fixing  its  diflferences,  that  season,  gentle- 
men, as  in  other  seasons,  based  on  the  spinning  value  of  that  auaUty 
as  compared  to  middling  cotton.  The  experience  of  years  haa  dem- 
onstrated that  while  at  times  there  might  be  some  falling  off  from  the 
value  as  fixed  by  that  committee,  there  always  came  around  a  time 
when  that  cotton  was  in  demand  by  the  spinners  at  the  differences 
fixed  by  the  New  York  Cotton  Exchange.  Those,  briefly,  are  my 
reasons. 

Mr.  Beall.  Now,  in  the  three  reasons  that  you  have  given,  have 
you  put  any  of  the  responsibility  for  the  disparity  upon  the  action  of 
the  New  York  Cotton  Exchange  ? 

Mr.  Neville.  Yes;  I  told  you  it  was  one  reason. 

Mr.  Beall.  You  are  willing  to  admit 

Mr.  Neville.  I  am  willing  to  admit. 

Mr.  Beall  (continuing).  That  the  New  York  Cotton  Exchange, 
in  fixing  the  differences  in  1906,  made  a  serious  error? 

Mr.  Neville.  I  am  not  willing  to  say,  a  serious  error,  in  that 
meaning  of  the  word.     I  am  willing  to  say  they  made  a  mistake. 

Mr.  Beall.  Was  it  not  a  very  great  mistake  ? 

Mr.  Neville.  It  was  a  great  mistake;  but  some  extenuation  is 
found  for  it  in  this,  that  if  I  mistake  not,  the  Agricultural  Department 
on  the  5th  or  6th  of  December  that  year  estimated  the  crop  at  about 
12,300,000  bales.  I  want  to  say  to  the  committee  that  I  am  a  very 
poor  hand  for  carrying  figures  of  prices  and  movements  in  my  headf, 
and  if  I  make  a  misstatement  I  hope  some  gentleman  here  will  correct 
me.  I  think  the  estimate  of  the  Department  of  Agriculture  was 
about  12,300,000  bales.  The  crop  estimates  of  private  estimators — 
none  of  them  exceeded  12,500,000  bales.  The  estimates  of  the 
Farmers'  Union  and  the  National  Ginners'  Association  were  under 
12,000,000  bales.  So  that,  gentlemen,  anything  that  merchants  had 
to  base  themselves  on  was  accepted  by  that  committee.  Now,  what 
happened  ?  The  weather  that  the  Lord  gave  the  farmers  that  caused 
that  storm,  put  moisture  in  the  ground.  The  picking  season  that 
followed  extended  into  March,  with  the  result  that  bolls  as  large  as 
a  hickory  nut  to  a  black  walnut,  which  never  in  the  experience  of 
man,  I  Son't  care  whether  he  was  a  homy-handed  son  of  toil,  as 
some  orators  call  them,  or  anyone  else,  ever  saw  open  or  make 
cotton,  which  were  as  a  rule  plowed  under,  that  year  by  a  freak  of 
nature  popped  at  the  point  or  the  boll,  and  a  machine  was  invented 
to  throw  them  in  by  the  shovelful,  so  that  cotton  was  made  that 
counted  as  bales,  and  was  to  a  certain  extent  spinnable.  That  cotton 
has  all  gone  out  of  existence;  every  bale  of  it  has  gone  somewhere. 
That  added  over  a  million  and  a  half  bales  to  that  cotton  crop. 

Mr.  Beall.  You  are  talking  now  of  the  crop  of  1906? 

Mr.  Neville.  I  am  talking  now  of  the  crop  of  1906-r7. 

Mr.  Beall.  Right  there,  1  do  not  know  wnat  condition  prevailed 
elsewhere,  but  as  a  matter  of  fact  was  not  that  an  entirely  different 
year  from  1906-7,  that  this  condition  prevailed  ? 
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Mr.  Neville.  No,  sir. 

Mr.  Beall.  Was  that  the  year  you  are  referring  to  here,  in  which 
they  threshed  out  cotton? 

Mr.  Neville.  ^ Yes:  and  they  have  been  threshing  it  ever  since. 
The  fact  of  the  matter  is  that  the  people  in  Oklahoma  tell  me  thev 
are  not  going  to  handle  cotton  hereafter  except  by  that  method, 
because  it  is  cheaper. 

Mr.  Beall.  I  know  that  prior  to  1906-7  that  condition  prevailed 
in  the  country.  It  was  the  year  1903-4  when  that  was  done  m  Texas, 
and  it  has  not  been  done  to  any  considerable  extent  in  Texas  to  my 
knowledge  since. 

Mr.  Neville.  All  that  I  have  to  say  about  that  is,  I  handled  some 
of  the  cotton  and  I  know  where  I  got  it  from,  and  I  did  buy  it  in  Texas. 
I  bought  some  in  Oklahoma. 

Mr.  Beall.  Was  that  the  first  year  you  bought  that  cotton  in 
anv  quantity  ? 

Mr.  Neville.  In  large  quantity.  1  think  I  am  right  in  that  state- 
ment, Mr.  Beall.  That  crop  of  1906-7,  as  given  on  page  2  of  Shepper- 
son's  Cotton  Facts,  was  13,540,000-bales,  m  round  figures;  but  it  has 
been  commonly  looked  upon  as  a  14,000,000-bale  crop  by  the  trade. 

Mr.  Beall.  You  referred  to  a  storm  that  occurred  in  1906  ? 

Mr.  Neville.  Yes. 

Mr.  Beall.  This  difference  was  fixed  by  your  revision  committee 
I  think  on  the  21st  of  November? 

Mr.  Neville.  After  the  storm,  yes. 

Mr.  Beall.  The  storm  occurred  on  the  28th  day  of  September? 

Mr.  Neville.  Yes;  it  was  after  the  storm. 

Mr.  Beall.  Is  it  not  a  fact  that  long  prior  to  the  fixing  of  this  dif- 
ference on  the  21st  of  November  the  members  of  the  New  York 
Cotton  Exchange  were  pretty  well  aware  of  the  extent  of  the  damage 
done  by  that  storm  ? 

Mr.  Neville.  Yes;  they  were  pretty  well  acquainted  with  the 
extent  of  the  damage  done  by  that  storm,  Mr.  Beall,  but  they  were 
also  aware  of  the  enormous  commitments  of  manufacturers  for  goods 
and  the  enormous  demand  that  we  had  for  spot  cotton;  and  in  face  of 
private  crop  estimates,  where  nothing  exceeded  12,500,000  bales,  it 
was  natural,  based  on  past  experience,  that  no  matter  what  there  was 
of  that  crop  up  to  12,500,000  bales  there  would  be  a  demand  for  it. 

Mr.  Beall.  I  understand  there  is  no  standard  fixed  in  the  rules  of 
the  New  York  Cotton  Exchaiige  by  which  this  revision  committee  is 
governed  in  fixing  this  disparity  between  different  grades  of  cotton  ? 

Mr.  Neville.  There  is  no  set  rule  as  to  the  method  that  they  shall 
pursue. 

Mr.  Beall.  In  a  matter  of  so  great  importance  not  only  to  the 
cotton  producer  but  to  the  cotton  merchant  and  others,  do  you  not 
believe  that  there  should  be  some  fixed  and  definite  rule  to  govern  that 
committee  in  arriving  at  its  conclusions  ? 

Mr.  Neville.  I  thmk  there  is  just  as  much  discretion  and  just  as 
much  judgment  shown  by  that  committee  in  fixing  their  difference 
as  there  is  in  fixing  the  commercial  differences  in  any  southern  market, 
and  I  say  it  without  a  fear  of  contradiction. 

Mr.  Beall.  Commercial  differences  in  the  southern  market  are 
regulated  to  some  extent  by  the  law  of  supply  and  demand  ? 
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Mr.  Neville.  To  some  extent,  yes,  sir.  I  will  accept  that;  to  some 
extent. 

Mr.  Beall.  Is  there  anything  that  compels  or  requires  this  com- 
mittee to  take  into  consideration,  even,  that  law  on  the  New  York 
Cotton  Exchange  ? 

Mr.  Neville.  Yes. 

Mr.  Beall*  What  is  it  ? 

Mr.  Neville.  Based  on  the  law  of  supply  and  demand,  not  at  the 
time  for  those  grades,  but  to  their  worth  and  what  they  will  be  worth 
to  the  mills  before  another  crop  comes  around. 

Mr.  Beall.  Is  it  not  largely  governed  by  mere  speculation  as  to 
what  the  demand  will  be  in  the  future,  or  the  supply  in  the  future, 
months  and  months  ahead  ? 

Mr.  Neville.  Mr.  Beall,  I  would  assent  to  the  way  you  put  it  if  I 
knew  in  just  what  way  you  meant '  'speculation.'' 

Mr.  Beall.  Well,  guesswork  ? 

Mr.  Neville.  No;  I  would  not  say  guesswork. 

Mr.  Beall.  Is  it  not  a  matter  of  guess  ? 

Mr.  Neville.  No,  sir;  anything  that  is  founded  on  the  results  of 
the  past  experience  of  years  is  not  speculation,  nor  is  it  guesswork. 

Mr.  Burleson.  You  do  not  mean  to  tell  Mr.  Beall  that  there  is 
anything  in  the  rules  of  the  exchange  that  requires  you  to  take  into 
consideration  the  spinnable  value  of  the  cotton  ? 

Mr.  Neville.  Wait  a  minute,  now,  Mr.  Burleson.  Mr.  Chairman. 
I  refer  the  committee  to  section  67  of  the  Rules  and  Regulations  or 
the  New  York  Cotton  Exchange,  on  pa^e  49,  and  if  you  want  this 
made  a  part  of  the  proceedings  and  to  take  the  time  to  read  it  I  will 
be  very  glad  to  read  it. 

The  Chairman.  I  think  you  had  better  read  it. 

Mr.  Neville.  It  reads  as  follows: 

Sec .  67 .  The  committee  on  revision  of  q notations  of  spot  cotton  shall  consist  of  seven- 
teen members,  repreaentmg  the  various  interests  of  the  exchange.  At  anv  meeting 
of  this  committee  ten  members  shall  constitute  a  quorum.  If  no  quorum  of  this  com- 
mittee can  be  obtained,  the  president  shall  appoint  a  sufficient  number  of  members 
of  the  exchange  to  form  a  quorum. 

The  duty  of  this  committee  shall  be  to  meet  twice  a  year,  viz:  on  the  second  Wednes- 
day of  September  and  the  third  Wednesday  of  November  at  3.30  o'clock  p.  m.,  and 
receive  a  report  from  the  committee  on  spot  quotations  as  to  the  state  of  the  market; 
also  suggestions  or  opinions  from  any  member  of  the  exchange  regarding  the  revision 
of  spot  quotations. 

Tne  committee  shall  on  the  day  of  the  meeting  consider  the  report  of  the  committee 
on  spot  quotations  and  the  suggestions  and  opinions  presented  by  members,  whether 
in  writing  or  verbally,  and  establish  the  differences  in  value  of  all  grades,  on  or  off, 
as  related  to  middling  cotton,  which  shall  constitute  the  rates  at  which  grades  other 
than  middling  may  be  delivered  upon  contract.  Its  report  shall  be  publicly  an- 
nounced by  the  superintendent  at  the  opening  of  the  exchange  on  the  oiay  following 
the  meeting,  shall  be  posted  for  five  days  upon  the  bulletin  of  the  exchange,  and  shall 
be  printed  m  the  official  circular  of  the  exchange. 

The  rest  of  it  I  do  not  think  necessary  to  readf  I  will  leave  this 
copv  of  the  by-laws  here. 

Mr.  Beall.  At  the  time  that  this  committee  on  revision  acted,  in 
1906,  what  had  been  the  difference  between  middling  cotton  and  low 
middling  up  to  that  time  ? 

Mr.  Neville.  Mr.  Beall,  I  could  not  answer  that  question  right  off 
the  bat,  so  to  speak. 

Mr.  Beall.  What,  ordinarily,  is  the  difference? 

Mr.  Neville.  It  runs  from  50  to  60  points  off. 
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Mr.  Beall.  I  may  not  have  the  grade  right  m  my  mind,  but  my 
recollection  is  that  at  that  time  there  was  a  difference  of  38  points. 

Mr.  Neville.  On  low  middling? 

Mr.  Beall.  Is  that  so  ? 

Mr.  Neville.  It  may  be  so.  I  do  not  know.  I  was  in  the  South 
when  the  revision  took  place,  so  that  I  am  not  very  well  i>osted. 

Mr.  Beall.  Between  what  grades  did  that  difference  of  38  points 
apply? 

Mr.  Neville.  I  could  not  answer  unless  I  had  the  fij^res  before 
me,  and,  as  J  said  before,  I  am  a  very  poor  hand  to  carry  ^ures  in  my 
head. 

Mr.  Beall  (reading) : 

First  grade  considered  low  middling.  Mr.  Brennecke  moved  that  that  grade  be 
made  50  points  off  instead  of  38  points  off,  as  now  existing. 

That  was  1906.  At  that  time,  up  to  the  1st  of  November,  there 
was  a  difference  of  38  points  1 

Mr.  Neville.  Yes. 

Mr.  Beall.  Through  the  action  of  that  revision  committee  it  was 
increased  to  50  points;  increased  12  points? 

Mr.  Neville.  Yes. 

Mr.  Beall.  At  that  very  time  was  not  the  commercial  difference 
between  those  two  grades  of  cotton  something  like  75  or  80  points  ? 

Mr.  Neville.  To  begin  with,  Mr.  Beall,  there  is  a  question  comes 
in  right  there;  I  would  like  to  see  what  kind  of  low  middling  cotton 
that  was.  You  sa^  there  was  that  much  difference.  I  would  like  to 
see  the  low  middlmg  cotton  and  see  how  it  would  go  imder  a  New 
York  contract. 

Mr.  Beall.  He  says  here  the  first  grade  considered  was  low  mid- 
dling.    You  understand  what  that  means  ? 

Mr.  Neville.  Yes,  but  in  the  first  place,  low  middling  cotton  in 
New  York  is  not  low  middling  wherever  that  happens  to  be. 

Mr.  Beall.  He  was  talking  about  where  the  difference  was  to 
apply.     Was  that  to  be  in  New  York  ? 

Mr.  Neville.  Yes. 

Mr.  Beall.  We  are  talking  about  New  York. 

Mr.  Neville.  Now  the  difference  between  low  middling  there  and 
low  middling  somewhere  else  was  what  ? 

Mr.  Beall.  I  do  not  know. 

Mr.  Neville.  I  thought  you  stated  it. 

Mr.  Beall.  My  idea  is  that  the  commercial  difference  between 
these  two  grades  of  cotton  was  something  like  75  or  80  points. 

Mr.  Neville.  That  is  what  made  me  make  my  remark  to  you. 
I  thought  you  said  something  of  that  kind.  I  said  that  while  low 
middling  in  name  is  the  same,  low  middling  in  cotton  is  not  the  same. 

Mr.  Beall.  How  would  that  affect  the  action  of  your  revision  com- 
mittee ?  ♦ 

Mr.  Neville.  We  have  a  standard  of  low  middling  cotton  on  the 
New  York  Cotton  Exchange,  and  it  is  the  only  exchange  that  has 
maintained  a  standard  in  this  country,  and  we  have  had  it  for  years. 
Low  middling  in  Galveston  and  in  Houston  will  not  go  low  middling 
in  New  York. 

Mr.  Beall.  We  will  take  the  low  middling  cotton  as  you  imder- 
stand  it  in  New  York. 
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Mr.  Neville.  Yes. 

Mr.  Beall.  You  fixed  that  difference  at  50  points  off  ? 

Mr.  Neville.  Yes. 

Mr.  Beall.  That  was  on  the  21st  of  November? 

Mr.  Neville.  Yes. 

Mr.  Beall.  What  was  the  commercial  difference  between  those  two 
grades  of  cottoik  in  New  York  ?  / 

Mr.  Neville.  Fifty  points. 

Mr.  Beall.  Within  thirty  days  after  that  time  ? 

Mr.  Neville.  Fifty  points. 

Mr.  Beall.  It  stood  at  50  points  ? 

Mr.  Neville.  Yes. 

Mr.  Beall.  It  never  did  vary  ? 

Mr.  Neville.  No,  sir. 

Mr.  Beall.  But  the  relative  values  of  those  two  grades  of  cotton 
throughout  the  country  at  large  did  vary  ? 

Mr.  Neville.  Well,  it  depends  altogether  on  what  construction 
you  place  on  "relative  value.''  If  you  take  a  panic  value  and  call 
that  a  relative  value,  yes. 

Mr.  Beall.  Was  that  a  panic  value  ? 

Mr.  Neville.  Sure. 

Mr.  Beall.  Throughout  the  balance  of  the  world  ? 

Mr.  Neville.  Sure-  just  as  there  was  in  1907. 

Mr.  Beall.  Then  tnere  was  a  panic  value  throughout  the  balance 
of  the  world,  but  no  panic  value  in  New  York  ? 

Mr.  Neville.  I.  explained  that  in  my  openii^  statement,  giving 
you  what  I  thought  were  the  three  reasons  that  affected  the  low-grade 
crop  that  year. 

Mr.  Beall.  There  are  some  su^estions  in  this  report  that  I  would 
be  glad  for  you  to  give  your  opinion  upon,  as  to  now  it  happened 
that  this  revision  committee  fixed  these  arbitrary  conditions  on  the 
21st  of  November.  The  statement  is  made  that  it  has  been  fre- 
c)uently  chaiged  that  the  members  of  that  committee  had  a  personal 
interest  in  the  matter.  Do  you  think  that  there  is  any  justice  in 
that  charge  ? 

Mr.  Neville.  No,  I  do  not  think  there  is  any  justification  for  that 
charge. 

Mr.  Beall.  You  will  agree  that  they  were  in  position  to  profit  by 
any  error  that  was  made  ? 

Mr.  Neville.  No,  I  will  not  assent  to  that.  Not  knowing  their 
minds  and  their  position  I  could  not  subscribe  to  that. 

Mr.  Beall.  You  do  not  know,  then,  whether  they  actually  did 
make  a  profit. 

Mr.  Neville.  No,  sir. 

Mr.  Beall.  Well,  the  statement  is  made  in  this  report,  first,  that 
they  were  in  position,  by  reason  of  their  attitude  toward  the  market, 
to  make  this  profit,  ana  that  as  a  result  of  fixing  the  grades  upon  the 
basis  they  did,  many  of  them  make  an  enormous  profit. 

Mr.  Neville.  I  have  no  means  of  testifying  on  that  question. 

Mr.  Beall.  Do  you  not  think  it  is  rather  a  bad  situation  when 
17  men  are  called  upon,  even  with  the  limitations  that  are  imposed 
by  your  rules,  to  fix  these  differences  in  value,  when  many  of  them 
may  be  in  position  to  profit  by  an  improper  fixing  of  value,  and  when 
as  a  result  of  a  mistake  many  of  them  may  make  an  enormous  profit  t 
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Mr.  Neville.  Mr.  Chairman,  I  can  only  answer  that  question  in 
this  way,  that  men  are  called  at  times  to  serve  on  committees  when  the 
ones  to  serve,  and  who  know  most  about  it,  can  not  help  but  have  an 
interest  in  what  they  are  called  to  consider;  and  under  those  circum- 
stances an  honest  man  does  the  best  he  Can,  tries  to  put  aside  his  per- 
sonal interest,  and  it  is  up  to  that  man  to  put  aside  his  personal 
interest.  Personally,  I  do  not  agree  with  any  of  the  svstems  in 
vogue  to-day  in  any  exchange,  whether  it  is  an  exchange  that  trades 
in  cotton  contracts,  or  whether  it  is  an  exchange  that  trades  in  spots 
and  to  a  certain  extent  in  future  contracts  in  spot  cotton.  I  believe 
the  more  equitable  way  is  to  establish  a  spinning  value  based  on  the 
grades  as  near  as  it  can  be,  and  when  it  can  not  be  done  absolutely, 
yet  even  to  the  extent  to  which  it  can  be  done  it  is  more  accurate  and 
it  is  more  fair  to  the  producer,  than  the  method  which  Mr.  Beall  has 
been  describing  as  existing  in  the  South  and  all  over  the  country  in 
the  season  of  1906. 

The  Chairman.  I^t  me  ask  you  right  there,  would  you  think  it 
practicable  to  establish  such  a  spinmng  value  that  should  be  per- 
mandht,  lasting  from  year  to  year,  or  would  you  have  a  spinning 
value  established  for  each  crop  f 

Mr.  Neville.  Mr.  Chairman,  several  very  well  informed  manu- 
facturers have  given  us  their  inside  figures,  the  result  of  years  of 
tests,  and  they  tell  us  that  for  commercial  purposes  the  quality 
of  the  crop,  except  in  a  disastrous  year  where  you  have  a  drought 
followed  by  a  rain  that  makes  a  staple  what  is  Known  as  perished — 
after  the  cotton  matures  you  know  it  is  Ught,  and  then  if  you  have  a 
rain,  that  causes  it  to  waste — they  say  with  those  exceptions  those 
qualities  can  be  arrived  at,  and  one  year  would  be  a  criterion  for 
another;  but  the  point  I  am  making  is,  and  I  hope,  Mr.  Beall,  I  will 
be  able  to  make  myself  clear  here,  with  middling  cotton  at  8  cents  a 
pound  and  low  middling  cotton  worth  to  a  spinner  6  per  cent  less,  that 
would  make  low  middling  cotton  worth  48  points  off,  less  than  half 
a  cent;  but  imder  the  commercial  system,  gentlemen,  that  cotton 
could  be  valued  according  to  supply  and  demand  at  the  time,  at  If 
cents  off,  which  was  the  maximum  off  middUng  for  low  middling  in 
the  season  of  1906-7.  Now,  what  happens?  On  everv  bale  of  low 
middling  cotton  that  the  farmer  has  for  sale  he  has  to  tafee  nearly  $5  a 
bale  less  than  the  cotton  is  worth  to  a  spinner.  You  may  saj^  that  the 
law  of  supply  and  demand  should  govern  that.  To  a  certain  extent 
I  acknowledge  that  argument.  But,  gentlemen,  if  it  is  taken  at  the 
commercial  value  based  on  supply  and  demand,  just  so  sure  as  the 
sun  shines  to-dav  and  you  are  sitting  here,  before  that  next  crop 
begins  to  move,  tne  man  that  bought  that  cotton  gets  $5  a  bale,  and  the 
farmer,  because  imder  the  necessities  of  the  situation  he  is  compelled 
to  sell  or  gets  scared  because  there  is  so  much  of  it  and  does  not  use 
his  discretion,  loses;  and  were  it  not  for  the  New  York  contract, 
in  1906-7  there  is  no  telling  where  low  grade  cotton  would  have  gone 
to  in  the  commercial  differences. 

Mr.  Beall.  At  the  time  you  fixed  that  difference  at  50  points  off, 
the  commercial  difference  at  New  Orleans  was  113  off? 

Mr.  Neville.  That  is  I  J. 

Mr.  Beall.  li? 

Mr.  Neville.  Yes.  You  are  reading  from  what  I  suppose  to  be 
accurate  statistics.    I  never  can  carry  statistics  in  my  head. 
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Mr.  Beaix.  At  the  time  of  the  revision  made  by  the  New  York 
Cotton  Exchange  in  November,  1906^  in  New  Orleans,  the  most 
important  spot  market,  the  low  middhng  difference  was  1.13  off? 

Mr.  Neville.  Yes. 

Mr.  Beall  (reading) : 

Instead  of  basiiig  its  revision  on  the  rates  in  the  fipreat  markets  of  the  country  and 

the  average  of  113  points  for  the with  the  mancets  above  mentioned  woula  be  a 

much  fairer  basb. 

Mr.  Neville.  Right  there  I  want  to  take  issue  with  Mr.  Herbert 
Knox  Smith's  suggestion  as  to  the  method  of  arriving  at  differences 
to  be  fixed  in  the  jNew  York  Cotton  Exchange.  Gentlemen,  the  basis 
of  classification  is  middling,  yet  there  are  as  many  varieties  of  mid- 
dling cotton,  white,  in  the  United  States,  I  was  gomg  to  say  as  there 
are  different  grades  of  cotton.  Middling  cotton  in  New  York  is  not 
middling  in  Savannah,  or  middling  cotton  in  Charleston  or  middlii^ 
cotton  m  Augusta  or  middling  cotton  in  New  Orleans,  nor  is  it 
middling  anywhere  else;  nor  is  middling  in  those  markets  middlinj? 
anywhere  else;  and  how  is  it  physically  possible  to  take  the  quoted 
differences  in  name  only  and  make  an  average  to  suit  the  market, 
where  they  have  the  same  names  but  not  the  same  grades  for  the 
same  names? 

Mr.  Beall,  This  difference  of  50  points  which  you  did  fix  was 
made  to  apply  to  all  low  middling  cotton  ? 

Mr.  Neville.  It  was  made  to  apply  to  low  middling  cotton  that 
was  delivered  on  contract  in  New  York. 

Mr.  Beall.  As  a  matter  of  fact,  did  it  not  exert  an  influence  upon 
low  middling  cotton  everywhere  else  as  well  as  in  New  York  ? 

Mr.  Neviixb.  No,  sir;  I  can  not  see  it  that  way. 

Mr.  Beall.  Does  the  price  of  low  middling  cotton  in  New  York 
have  no  influence  upon  the  price  of  low  middling  cotton  anywhere 
else  than  in  New  York? 

Mr.  Neville.  It  did  not  seem  to  in  that  year.  It  seemed  to  come 
to  New  York  to  deUver  on  contract.  It  did  not  go.  anywhere  else  to 
deliver  on  contract. 

Mr.  Beall.  It  came  to  New  York  for  deUvery  on  contract  for  the 
reason  that  you  estimated  a  difference  of  only  50  points  off? 

Mr.  Neville.  Yes. 

Mr.  Beall.  While  throughout  the  balance  of  the  world,  or  through- 
out the  balance  of  the  United  States,  perhaps  I  should  say,  there  was 
an  actual  difference  far  in  excess  of  that  ? 

Mr.  Neville.  Mr.  Beall 

Mr.  Beall.  Was  not  that  the  reason  that  it  came  to  New  York  ? 

ilr.  Neville.  No,  sir. 

Mr.  Beall.  Why  did  it  come  there  ? 

Mr.  Neville.  It  came  to  New  York  because  the  producers  were 
able  to  get  more  money  for  it  in  New  York  than  they  could  get  any- 
where ehe. 

Mr.  Beall.  Were  they  not  able  to  get  more  money  for  it  in  New 
York  because  you  did  not  properly  fix  the  differences  ? 

Mr.  Neville.  No,  sir;* I  will  not  subscribe  to  that.  There  was  a 
demand  for  cotton  at  that  price  in  New  York  which  enabled  them  to 
deliver  those  low  grades  at  that  price. 

Mr.  Beall.  If  you  had  fixed  a  difference  of  1  cent,  would  as  much 
cotton  have  come  to  New  York  as  did  come? 
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Mr.  Neville.  I  dare  sav  it  would. 

Mr.  Beall.  If  you  had  fixed  the  difference  at  what  the  actual 
difference  was  throughout  the  country  at  that  time,  would  that  have 
had  a  tendency  to  bring  as  much  cotton  to  New  York  as  did  come  ? 

Mr.  Neville.  I  expect  it  would,  because  then  the  basis  price  of 
your  contract  would  have  been  a  little  higher  than  it  was. 

Mr.  Beall.  What  was  the  highest  difference  between  middling  and 
low  middling  throughout  the  country  during  that  season  ? 

Mr.  Neville.  I  could  not  answer  without  looking  at  the  records. 

Mr.  Beall.  About  what  ? 

Mr.  Neville.  I  should  think  about  If  cents. 

Mr.  Beall.  If  vou  had  fixed  then  the  difference  at  If  cents,  would 
there  still  as  much  cotton  have  come  to  New  York  as  did  come  1 

Mr.  Neville.  Yes,  sir;  I  beUeve  it  would. 

Mr.  Beall.  If  yoijk  instead  of  making  the  mistake  of  not  estab- 
lishing a  suflScient  difference  between  the  two  grades,  had  gone  to  the 
other  extreme  and  had  established  a  difference  ^eater  than  the 
difference  throughout  the  country,  would  there  still  have  come  to 
New  York  as  much  cotton,  in  your  judgment  ? 

Mr.  Neville.  That  is  a  very  hard  question  to  answer,  because 
there  are  too  many  *'ifs''  in  there.  I  can  not  answer  that  kind  of 
questions. 

Mr.  Beall.  You  had  to  take  into  consideration  a  good  many  "ifs" 
when  you  fixed  the  differences,  did  you  not? 

Mr.  Neville.  No,  sir;  we  did  not. 

Mr.  Beall.  Should  not  your  committee  have  taken  into  consid- 
eration a  good  manv  ^*  ifs  "  when  you  fixed  the  differences  ? 

Mr.  Neville.  That  is  a  debatable  question.  I  should  say  that 
they  did  not  have  to.  .  • 

^  Mr.  Beall.  You  admit  that  there  was  a  mistake  made  in  fixing  the 
differences  ? 

Mr.  Neville.  I  think  so. 

Mr.  Beall.  Your  judgment  is  that  by  reason  of  that  mistake  no 
more  cotton  was  sent  to  New  York  than  would  have  come  if  there  had 
been  no  mista)ce  ? 

Mr.  Neville.  No;  I  think  the  New  York  market  was  the  only 
market  that  took  the  low-grade  cotton  at  anything  like  the  value. 

Mr.  Levee.  You  have  answered  that  this  movement  of  low-grade 
cotton  in  1906  was  not  due  to  the  fixed  difference  system?  Was 
there  any  reason  for  this  large  demand  for  low-grade  cotton  in  New 
York  at  that  time  ? 

Mr.  Neville.  There  was  a  demand  for  basis  contracts  there. 

Mr.  Lever.  No;  but  I  mean  for  this  low-grade  cotton? 

Mr.  Neville.  The  New  York  market  was  the  only  market  for  it, 

Mr.  Lever.  What  special  reason  was  there  for  this  demand  ? 

Mr.  Neville.  It  was  a  merchant's  proposition.  They  were  wiUing* 
to  buy  it. 

Mr.  Lever.  They  were  willing  to  buy  it  ? 

Mr.  Neville.  Yes. 

Mr.  Lever.  They  were  willing^  to  sell  it  ?  • 

Mr.  Neville.  Yes;  they  sold  it  afterwards.  You  may  be  wearing 
a  shirt  made  from  some  of  that  cotton,  for  all  I  know.  I  sold  some  or 
it  to  a  mill  that  makes  stuff  for  shirts. 
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Mr.  Lbybb.  I  was  only  asking  to  know  if  you  fixed  differences  for 
the  low  grade  in  New  York,  and  there  was  no  demand  for  this  low- 
grade  cotton  throughout  the  country^  why  there  should  be  a  special 
demand  for  it  in  New  York. 

Mr.  Neville.  Strictly  because  there  was  a  merchant's  demand  for 
it;  they  were  willing  to  take  it. 

Mr.  Lever.  In  omer  words,  I  was  trying  to  bring  out  this  point: 
Why  was  it  that  the  merchants  of  New  York  wanted  a  special  grade 
of  cotton  that  no  one  else  in  all  the  country  wanted  ? 
.    Mr.  Neville.  They  had  a  little  better  foresight  than  the  other 
merchants. 

Mr.  Mandlebaum.  May  I  ask  one  question,  Mr.  Chairman  ? 

The  Chairman.  Yes. 

Mr.  Mandlebaum.  You  have  stated  that  in  some  of  the  markets 
the  differences  quoted  as  between  low  middling  and  middling  were  as 
much  as  1}  cents.  Did  that  represent  the  actual  selling  value  of  low 
middling  in  those  markets  ? 

Mr.  Neville.  I  do  not  think  it  did. 

Mr.  Mandlebaum.  Did  you  not  try  to  buy  low  middling  in  New 
Orleans  at  the  published  differences  ? 

Mr.  Neville.  I  did.  ^ 

Mr.  Mandlebaum.  And  how  much  could  you  buy  ? 

Mr.  Neville.  Not  a  bale. 

Mr.  Beall".  Whv  could  you  not  buy  it  ? 

Mr.  Neville.  They  told  me  they  could  not  buy  it.  It  was  not  for 
sale  at  that  price. 

Mr.  Beall.  Because  they  could  set  more  for  it  in  New  York  ? 

Mr.  Neville.  I  do  not  know  what  the  reasons  were.  I  know  I 
offered  them  a  cent  a  poimd  off  low  middling,  when  it  was  quoted  at 
If,  and  they  told  me  tney  could  not  get  it«t  that  price. 

Mr.  Beall.  You  said  tnat  ordinarily  the  difference  between  futures 
and  spots  on  the  New  York  market  was  25  to  30  points,  I  understand. 

Mr.  Neville.  Yes. 

Mr.  Beall.  During  that  season  of  1906-7,  what  was  the  maximum 
difference  between  spots  and  futures  on  the  New  York  market  ? 

Mr.  Neville.  As  I  said  before,  gentlemen,  I  am  not  a  very  good 
hand  for  carrying  figures  in  my  mind.    You  have  the  report  there. 

Mr.  Beall.  It  is  somewhere  here.  I  do  not  know  just  where  to  find 
it  now.  I  do  not  profess  to  know  very  much  about  the  cotton  trade, 
and  I  may  get  figures  confused. 

Mr.  Neville.  I  could  not  answer  as  to  the  exact  number  of  points, 
but  it  is  in  Mr.  Smith's  report.  That  is  authoritative  on  that  par- 
ticular point.  I  am  willing  to  let  whatever  there  is  there  stand  as  my 
answer. 

Mr.  Beall.  I  am  under  the  impression  that  there  was  a  difference 
somewhere  of  198. 

Mr.  Neville.  I  think  so. 

Mr.  Beall.  But  I  was  not  sure  whether  that  applied  to  New  York 
or  not. 

Mr.  Neville.  Yes. 

Mr.  Beall.  If  that  is  a  fact,  if  the  normal  difference  is  25  or  36, 
and  through  some  influence  that  difference  was  increased  to  198— — 

Mr.  Neville.  Yes. 
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Mr.  Be  ALL  (continuing).  What  effect  did  that  have  upon  the  future 
market  ? 

Mr.  Neville.  I  do  not  know  that  it  had  any  effect.  At  that  time 
that  you  refer  to,  when  middling  cotton  everywhere  was  quoted  so 
much  higher  than  futures,  as  I  stated  to  the  gentlemen  of  the  com- 
mittee a  moment  ago,  there  was  practically  no  middling  cotton  in 
existence,  and  the  price  was  quoted  in  the  trade  because  it  was  the 
custom  to  take  middling  cotton  as  a  basis  to  work  from. 

Mr.  Beall.  I  will  ask  you  this,  if  as  a  matter  of  fact  the  farmer  in 
Texas  is  not  very  largely  governed  by  the  price  that  is  ^ven  to  him- 
as  the  price  of  futures  in  New  York,  in  determining  in  his  own  mind 
what  he  thinks  his  cotton  should  be  worth  in  Texas  ? 

Mr.  Neville.  I  should  not  think  so. 

Mr.  Beall.  Is  not  that  about  the  only  market  that  the  farmer  has 
access  to? 

Mr.  Neville.  I  should  not  think  so.  I  should  not  think  that  was 
the  only  thing  that  governs  him. 

Mr.  Beall.  In  the  exchanges  that  used  to  operate  in  the  South, 
the  markets  that  they  posted  on  the  board  \^ere  the  future  markets, 
were  they  not  ? 

Mr.  Neville.  Yes;  all  future  markets,  if  you  will  recollect. 

Mr.  Beall.  Of  course  the  cotton  buyer  keeps  up  with  the  market, 
but  as  a  matter  of  fact  is  not  the  farmer  in  the  South  very  largely 
dependent,  in  estimating  for  himself  the  value  of  his  cotton,  upon  the 
iniormation  he  gets  as  to. the  price  of  futures? 

Mr.  Neville.  I  would  say  that  has  some  influence  on  his  mind, 
but  I  do  not  think  that  is  altogether  the  controlling  factor,  because 
I  have  seen  farmers  carry  their  cotton  back  because  the  price  did  not 
suit  them. 

Mr.  Beall.  Yes,  that  o(!casionally  happens;  but  very  rarely. 

Mr.  Neville.  I  think  it  happens  pretty  often. 

Mr.  Lever.  Would  you  say  10  per  cent  of  the  farmers  did  that? 

Mr.  Neville.  That  is  an  impossible  question  to  answer. 

Mr.  Beall.  You  would  not  say  1  per  cent  did  that  ? 

Mr.  Neville.  No,  sir;  I  would  not  say  that  one-half  of  I  per  cent 
did  it. 

Mr.  Beall.  No;  I  would  not,  either. 

Mr.  Cocks.  Will  you  explain  to  us  the  objection  that  has  been 
raised  here  by  the  cotton  planter  that  he  could  not  get  a  price  on  his 
cotton  when  he  came  to  town,  until  they  had  heard  from  New  York  ? 

Mr.  Neville.  Mr.  Cocks,  my  experience  is  not  that  way.  I  have 
bought  cotton  from  farmers  from  North  Carolina  down  to  Texas,  and 
I  have  never  seen  a  time  when  the  farmer  came  into  market  with  a 
bale  of  cotton  for  sale  that  he  could  not  get  a  price  from  some  buyer, 
if  it  was  7  o'clock  at  niorht.  I  take  exception  to  that  statement,  and 
I  wanted  to  cross-examine  the  gentleman  on  it,  but  I  would  not  do  it. 

Mr.  Cocks.  It  seemed  to  me  an  improbable  proposition,  because 
in  the  matter  of  cattle,  or  hogs,  or  wheat,  or  matters  of  that  sort,  we 
could  always  get  a  price.  It  looked  to  me,  the  way  they  put  the 
question,  as  if  they  were  awfully  anxious  to  see  if  cotton  had  not  gone 
up  before  they  sold. 

Mr.  Neville.  I  expect,  Mr.  Cocks,  you  have  solved  that  problem. 

Mr.  Cocks.  I  just  seemed  to  gather  that  impression. 
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Mr.  Neville.  I  expect  my  reply  to  Mr.  Cocks's  question  ought  to 
have  a  little  more  explanation,  and  I  wiU  try  to  explain  it.  Everyone 
south  of  Atlanta,  every  man  connected  with  the  cotton  business, 
knows  at  8  o'clock,  their  time,  what  the  Liverpool  market  is;  so  that 
if  the  farmer  wants  to  sell  at  8  o'clock,  the  man  wiU  make  him  a 

Erice.     Farmers  do  not  come  in  and  want  to  sell  50  bales  to  1,000 
ales,  you  know.    When  they  come  in  that  way,  they  may  have  1 
bale  or  20  bales  to  sell.     Ordinarily  it  is  from  1  to  5  bales. 

Mr.  Beall.  When  the  farmer  gets  that  price,  if  the  price  of 
futures 

Mr.  Neville.  Let  me  get  through,  Mr.  Beall. 

Mr.  Beall.  All  right. 

Mr.  Neville.  And  then  you  can  come  in.  That  buyer  knows  at 
8  o'clock  what  the  market  is  in  Liverpool.  If  he  comes  in  after 
hours,  after  2  o'clock,  when  the  American  exchanges  are  closed,  there 
is  not  a  buyer  anywhere  in  the  South,  as  it  is  to-day,  who  has  not  the 
order  in  hand  that  he  can  buy  that  cotton. 

^  Mr.  Lever.  Is  it  not  often  a  fact  that  you  cover  up  your  transac- 
tions in  New  York  through  Liverpool,  and  is  it  not  a  tact  that  Liver- 
pool is  controlled  absolutely  by  tne  New  York  Cotton  Exchange  ? 

Mr.  Neviixe.  Liverpool  is  absolutely  controlled  by  the  spinners 
of  England,  and  nowhere  else. 

Mr.  Lever.  You  do  not  operate  on  the  Liverpool  Exchange  very 
largely  ? 

Mr.  Neville,  Yes,  I  would  say  sometimes  we  operate  very  largely; 
and  sometimes,  again,  we  do  not. 

Mr.  Lever.  And  it  frequently  happens  that  you  hammer  prices 
in  Liverpool 

Mr.  Neville.  We  never  hammer  prices;  sir.  That  is  a  common 
expression  that  is  just  as 

Mr.  Lever.  That  is  just  a  newspaper  expression,  hammering 
prices? 

Mr.  Neville.  Yes ;  that  is  it. 

Mr.  Lever.  Is  it  not  a  fact,  however,  that  the  great  bulk  of  the 
cotton  crop  of  the  South  coming  from  the  hands  or  farmers  into  the 
hands  of  cotton  buyers  is  controlled  in  its  price  by  the  future 
quotations  from  the  New  York  Cotton  Exchange  ? 

Mr.  Neville.  No,  sir;  absolutely,  no. 

Mr.  Lever.  You  would  not  admit  that  ? 

Mr.  Neville.  No.  sir. 

Mr.  Lever.  Would  you  admit  that  the  future  quotations  have  any 
eflFect  whatever  upon  the  price  ? 

Mr.  Neville.  I  think  the  two  are  closely  related,  and  perhaps  I  can 
best  illustrate  that,  Mr.  Chairman,  by  stating  that  it  might  suit  my 
business,  with  the  orders  I  have  got  on  my  books,  to  offer  10  cents 
in  Columbia,  S.  C,  for  strict  middling  cotton.  That  was  the  price  I 
bought  at  yesterday.  The  man  I  telegraphed  to,  offering  1 0  cents,  said : 
"Notwithstanding  future  markets  unchanged,  I  can  not  buy  at  less 
than  lOJ,  and  there  is  a  demand  at  this  price."     That  happens  often. 

Mr.  Lever.  If  you  were  to  telegraph  a  local  cotton  buyer  down 
there  by  the  name  of  J.  D.  Frost  to  buy  you  10,000  bales  of  cotton 

Mr.  Neville.  I  do  not  telegraph  for  large  quantities  like  that. 
Put  it  down  in  reason. 
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Mr.  Levee.  Well,  1,000  bales;  if  you  were  to  telegraph  to  him  to 
buv  you  1,000  bales  of  strict  middling  cotton  for  May  delivery 

Mr.  Neville.  Yes. 

Mr.  Lever  (continuing).  How  would  that  telegram  read,  in  all 
probability? 

Mr.  Neville.  Well,  if  I  had  not  had  any  previous  communication 
with  him,  my  telegram  would  be:  **At  what  price  can  you  buy  1,000 
bales  strict  middling  cotton  for  May  delivery?" 

Mr.  Lever.  If  he  was  your  own  broker — ^your  own  representa- 
tive— ^you  would  telegraph  to  him  *'Buy  me  a  thousand  bcues  strict 
middling  cotton  for  May  delivery,  60  points  on,"  or  "50  i>oint8  off  I" 

Mr.  Neville.  Yes;  and  when  I  got  the  reply  from  him  I  might 
have  to  raise  it  to  60  points  on  or  make  it  40  points  off. 

Mr.  Lever.  Then  50  points  on  or  off  means  on  or  off  what  ? 

Mr.  Neville.  May  contracts. 

Mr.  Lever.  Future  contracts  ? 

Mr.  Neville.  Yes. 

Mr.  Lever.  So  that,  then,  there  is  a  most  intimate  relationship 
between  spot  cotton  and  contracts  ? 

Mr.  Neville.  I  told  you  I  was  willing  to  admit  that  there  was  a 
relationship  ? 

Mr.  Lever.  A  very  intimate  relationship  ? 

Mr.  Neville.  I  would  not  put  so  much  emphasis  on  the  close  rela- 
tionship; because  you  might  think  some  people  are  married,  but  they 
are  not.  >. 

Mr.  Lever.  As  a  matter  of  fact,  through  the  custom  of  your 
exchange  in  telegraphing  your  representatives  throughout  the  coun- 
try to  buy  off  or  on  futures,  do  you  not  believe  that  futures  really 
control  the  price  of  spot  cotton  ? 

Mr.  Neville.  I  have  answered  that  as  honestly  as  I  could,  and  I 
will  give  you  an  instance.  As  I  stated,  I  might  telegraph  Mr.  Frost, 
offermg  mm  50  points  on  May  for  strict  middlmg  cotton  and  50  points 
off  for  low  middling,  but  I  might  have  to  turn  around  and  pay  him 
60  points  on  for  strict  middling  and  40  points  off  for  low  middling. 
There  would  be  a  case  where  the  sjpot  price  dominated  the  future 
contracts.     You  see  the  point,  Mr.  Unairman  ? 

Mr.  Lever.  Suppose,  irom  the  time  you  send  your  telegram  until 
it  reaches  your  local  man  in  Columbia,  there  should  be  a  break  of  50 
points  in  May  futures,  would  you  change  your  order  at  all  ? 

Mr.  Neville.  How  is  that  ? 

Mr.  Lever.  Suppose  in  the  time  that  transpires  in  the  sending  of 
your  message  to  Columbia,  S.  C,  there  shoula  be  a  sudden  break  in 
the  market  m  May  futures;  would  you  change  your  order  at  all  ? 

Mr.  Neville.  Not  at  all. 

Mr.  Lever.  You  would  not  change  it  at  all  ? 

Mr.  Neville.  No,  sir. 

The  Chairman.  Would  you  not  have  to  change  your  order  in 
order  that  you  might  pay  the  price  you  have  in  your  mind  for  the 
cotton  ?    Have  you  not  been  using  the  future  price  as  a  marker  ? 

Mr.  Neville.  I  have  been  using  it  as  a  marker;  and  I  think  I  can 
make  it  clear  to  you.  We  will  assume  that  May  cotton  is  15  cents. 
My  farmer  friends  always  like  to  hear  those  high  prices,  and  that  is 
the  reason  I  put  it  up  tor  them.  We  will  assume  May  cotton  is  15 
cents,  and  I  wire  Mr.  Frost  to  buy  that  cotton  at  50  points  on  May« 
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He  may  buv  that  cotton  at  15^  cents  now;  but  if  the  market  broke 
20  pomts  that  would  make  the  price  he  would  pay  15.30,  and  he 
could  not  buy  it.  My  price  is  not  suflBcient  to  buy  the  spots.  I  have 
got  to  wait  until  the  market  goes  up  to  the  point  where  the  farmer 
will  sell,  or  where  the  farmer  will  want  to  sell,  anyway.  Does  that 
answer  the  question  ? 

The  Chaibman.  Yes. 

Mr.  Lever.  These  gentlemen,  in  defending  the  fixed  difference 
system  in  New  York  as  it  exists  there 

Mr.  Neville.  Pardon  me  one  minute;  the  system  that  we  have 
now  is  a  so-called  fixed  difference. 

Mr.  Leveb.  The  so-called  fixed  difference;  the  system  in  New 
York.     They  predicate  their  defense  upon  the  crop  of  1906-7  ? 

Mr.  i>jEviLLE.  Yes. 

Mr.  Levek.  That  same  defense  ran  through  the  testimony  of  Mr. 
Marsh.  It  has  been  said  repeatedly,  and  I  would  like  to  get  a  direct 
answer  from  Mr.  Neville  fis  to  whether  or  not  the  season  of  1906-7 
was  not  the  most  abnormal  season,  as  far  as  cotton  is  concerned,  in 
the  history  of  the  cotton  trade  ? 

Mr.  Neville.  Absolutely  so. 

Mr.  Lever.  Absolutely  so  ? 

Mr.  Neville.  Yes. 

Mr.  Lever.  So  that  it  would  not  be  safe  for  us  to  draw  or  deduce 
a  general  principle  from  an  abnormal  situation  ? 

Mr.  Neville.  I  should  not  think  so. 

Mr.  Lever.  You  should  not  think  so;  so  that  whatever  defense 
you  have  made  of  the  fixed  difference  system  as  it  relates  to  the  cot- 
ton crop  of  1906-7  would  not  be  very  much  of  a  guide  for  us  in  deduc- 
ing our  conclusions  ? 

Mr.  Neville.  It  depends  altogether  on  what  construction  I  am  to 
place  on  your  question,  Mr.  Lever.  I  must  confess  there  are  one  or 
two  worc&  in  there  that  I  can  not  catch  your  drift  on. 

Mr.  Lever.  The  intention  of  my  question  is  to  bring  out  whetlier 
or  not  as  a  legislator  you  would  want  to  draw  a  conclusion  from  an 
abnormality  of  fact. 

Mr.  Neville.  Perhaps  I  can  best  answer  the  question  clearly  by 
stating  that  since  this  system  has  been  inaugurated  it  has  only  gone 
out  of  joint  three  seasons.  It  has  been  in  existence  for  twenty-one 
years  I  think,  and  it  has  only  gone  out  of  joint  three  seasons. 

Mr.  Lever.  Is  it  a  fact  that  there  is  very  much  more  of  a  parity 
between  spots  and  futures  on  the  New  Orleans  Exchange  than  on  the 
New  York  Exchange  ? 

Mr.  Neville.  How  am  I  to  undertand  that  question  ?  As  a  general 
thing  or  at  any  specific  time  ? 

Mr.  Lever.  As  a  general  proposition? 

Mr.  Neville.  As  a  general  proposition  I  would  not  say  there  was 
any  great  difference,  for  this  reason;  and  here  is  something  that 
confounds  people  not  acquainted  with  the  subject.  In  New  Orleans 
you  are  trading  in  a  cotton  that  has  a  staple  value,  which  brings 
more  money  than  Atlantic  cotton.  The  bulk  of  the  cotton  we  get 
in  New  York  is  Atlantic  States  cotton;  and  in  considering  the  differ- 
ence in  the  quotations  between  New  York  and  New  Orleans,  people 
omit  the  staple  of  the  New  Orleans  market  and  the  New  Orleans 
contract. 
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Mr.  Leveb.  That  would  not  seem  to  affect  the  difference  in  the 
parity  between  spots  and  futures. 

Mr.  Neville.  Sure. 

Mr.  Leveb.  This  is  a  pretty  mystic  maze  of  a  subject  to  me,  and  I 
confess  I  do  not  see  how. 

Mr.  Neville.  With  all  due  apologies^  Mr.  Lever,  it  is  a  pretty^ 
mystic  subject  to  all  of  us,  sometimes.  No  two  seasons  are  alike.  We 
tmnk  we  know  a  thing  one  vear,  and  we  do  not  know  it  the  next. 

Mr.  Howell.  You  stated  as  an  extensive  dealer  that  there  were 
certain  practices  on  the  New  York  Cotton  Exchange  and  other 
exchanges  of  which  you  did  not  approve. 

Mr.  Neville.  I  beg  your  pardon  i 

Mr.  Howell.  I  say  as  an  extensive  dealer  in  actual  cotton  you 
stated  that  there  were  practices,  methods  and  practices , 

Mr.  Neville.  Methods,  I  should  say. 

Mr.  Howell.  Methods  of  practice  on  the  New  York  Cotton 
Exchange  and  other  exchanges  which  you  did  not  approve  of. 

Mr.  Neville.  I  referred  to  this  question  of  fixing  the  difference 
between  the  grades.  That  was  the  subject  under  discussion  at  the 
time. 

Mr.  Howell.  Would  you  care  to  give  the  committee  your  idea  as 
to  doing  that  ? 

Mr.  Neville.  My  idea  was  to  fix  the  basis  on  the  spinning  value, 
above  and  below  middling  as  compared  to  middhng.  There  would 
be  times  when  in  the  marketing  of  the  crop  those  differences  might 
seem  out  of  gear;  but  as  the  crop  progressed,  and  the  demand  came 
on  the  grades  that  at  one  time  were  neglected,  the  differences  would 
go  back  very  quickly  and  become  normal.  That  has  been  our 
experience  tmough  a  number  of  years. 

Mr.  Howell.  Is  not  that  the  method  involved  now  in  the  New 
York  Cotton  Exchange  ? 

Mr.  Neville.  Partially  so;  but  not  on  the  figures,  as  we  are  trying 
to  have  ascertained  by  actual  mill  tests  of  actual  cotton  of  the  various 
grades  that  we  are  interested  in. 

The  Chaibman.  In  that  connection,  you  were  one  of  the  committee 
that  assisted  the  experts  in  the  Department  of  Agriculture  in  making 
up  the  samples  of  the  grades  of  cotton  ? 

Mr.  Neville.  Yes. 

The  Chaibman.  Provided  for  by  recent  legislation? 

Mr.  Neville.  Yes. 

Tha  Chaibman.  Is  it  your  judgment  that  these  grades  will  be 
generally  accepted  by  the  cotton  trade  ? 

Mr.  Neville.  Mr.  Chairman,  I  have  never  seen  a  piece  of  legisla- 
tion offered  before  any  body  that  appealed  to  the  members  of  the 
New  York  Cotton  Exchange  more  than  that,  as  individuals  and  col- 
lectively, and  I  will  tell  you  why.  In  the  early  seventies  there  was  a 
convention  of  all  the  cotton  interests  in  the  world,  held  at  Old  Point 
Comfort,  where  standards  of  classification  for  American  cotton  were 
agreed  on.  They  were  made  up  and  they  were  carried  to  England 
and  they  were  carried  in  the  various  markets  in  the  South.  That  con- 
vention sought  to  have  a  uniform  system  of  classification  so  that  when  a 
merchant,  a  spinner  or  a  farmer,  saw  that  middhng  cotton  was  quoted 
in  Augusta  at  11  cents,  and  middling  cotton  was  quoted  in  Meridian, 
Miss.,  at  1 1  cents — and  I  quote  those  two  points  because  the  middling 
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cotton  at  those  two  points  to  the  spinner  is  of  approximately  the  same 
value — it  would  mean  the  same  thing.  But  what  happened?  In 
less  than  one  season  everybody  went  back  to  the  same  old  grades 
again,  except  the  New  York  Cotton  Exchange  which  preserved  theirs 
intact,  and  they  have  them  now.  So  to-day  we  welcome  it  because 
we  want  low  middling  cotton  in  New  York  the  same  as  low  middling 
cotton  in  New  Orleans  or  any  other  market. 

The  Chairman.  I  assume  that  is  the  case,  and  I  asked  the  ques- 
tion only  to  lead  up  to  this  (question.  Do  you  believe  that  it  would 
be  practicable,  in  case  thfese  grades  are  accepted,  to  have  the  actual 
spinning  value  of  these  different  grades  determined,  and  if  that  could 
be  done,  is  it  your  idea  that  the  fixed  differences  on  the  New  York 
market  should  be  governed  accordingly  ? 

Mr.  Neville.  Yes, 

The  Chairman.  I  just  want  to  get  that  fixed  in  my  mind. 

Mr.  Neville.  And  I  want  to  say  to  the  chairman  that  as  soon  as 
those  standards  were  adopted  by  that  committee,  I  applied  for  two 
sets  of  them  for  the  New  York  Cotton  Exchange,  and  guaranteed 
that  the  New  York  Cotton  Exchange  would  adopt  them. 

The  Chairman.  I  am  very  glad  to  have  that  information. 

Mr.  Mandlebaum.  May  I  ask  a  question,  Mr.  Chairman? 

The  Chairman.  Yes. 

Mr.  Mandlebal^m.  Mr.  Neville,  Mr.  Lever  as  well  as  Mr.  Beall  has 
asked  you  the  question  as  to  the  interrelation  between  spots  and  con- 
tracts for  the  future  delivery  of  cotton.  Is  it  or  is  it  not  more  fre- 
quently the  case  that  the  pnce  of  future  contracts  is  dictated  by  the 
price  of  spot  cotton  than  tnat  the  reverse  is  the  case  ? 

Mr.  Neville.  I  should  say  yes,  sir. 

Mr.  Mandlebaum.  Is  it  or  is  it  not  a  fact  that  the  opening  prices 
in  Liverpool  as  well  as  in  New  York  reflect  the  amount  of  offers  of 
cotton  in  the  spot,  actually  offered  to  Liverpool  and  to  New  York! 

Mr.  Neville.  Yes. 

Mr.  Mandlebaum.  And  it  thereby  dictates  the  price  of  futures  ? 

Mr.  Neville.  That  is  the  point  I  made  with  Mr.  Lever. 

Mr.  Mandlebaum.  That  is  all  I  wanted  to  bring  out. 

Mr.  Lever.  As  a  matter  of  fact  it  ought  always  to  fix  the  price  of 
futures,  ought  it  not? 

Mr.  Neville.  What  is  that? 

Mr.  Lever.  If  conditions  are  normal,  the  price  of  spots  would 
always  fix  the  price  of  futures  ? 

Mr.  Neville.  As  I  told  you,  there  are  no  two  seasons  that  are 
alike,  and  there  are  outside  conditions  which  might  affect  it  in  the 
way  of  the  supply  of  India  cotton  and  the  fact  of  there  being  no 
demand  from  some  place  which  would  affect  temporarily  the  price 
of  futures. 

Mr.  Lever.  If  there  is  no  effect  upon  the  spots  to  make  the  price 
of  futures,  as  you  su^ested  in  your  question,  then  how  is  it  that 
during  the  month  of  January  of  this  year  spots  were  selling  for  15 
and  16i  cents  a  pound,  and  futures  were  selhng  down  to  13J  cents  a 
a  pound  ? 

Mr.  Mandlebaum.  Do  you  wish  me  to  be  sworn  first  before  I 
answer  this  question,  or  will  you  accept  this  as  a  statement  ? 

Mr.  Lever.  Oh,  just  answer  it;  make  it  a  statement. 
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Mr.  Mandlebaum.  Spot  cotton  in  the  South  did  not  sell  at  the 

frice  it  was  quoted.  It  was  quoted  that  way,  but  no  sales  were  made, 
t  could  not  be  sold  at  that  nrice,  and  that  is  the  reason  that  the 
future  price  in  New  York  broKe.  Cotton  for  two  weeks  was  quoted 
on  the  New  Orleans  Cotton  Exchange  at  15  cents,  nominally,  with 
no  sales.    Contracts  sold  at  13^  cents. 

Mr.  Leveb.  Then  I  understand  you  to  say  that  because  the  farm- 
ers refused  to  sell  their  cotton  for  15^  cents  a  pound,  and  there  was 
no  supply  of  it,  therefore  futures  dropped  200  points  ? 

Mr.  Mandlebaum.  I  beg  your  pardon;  you  certainly  misunder- 
stood me.  At  the  high  price,  at  the  Jbime  when  future  contracts 
reached  this  high  price,  so  much  actual  spot  cotton  was  offered  that 
the  market  of  tne  world  could  not  -take  care  of  it  at  that  moment. 

Mr.  Lever.  I  understood  you  to  say  a  moment  ago  that  no  cotton 
was  offered,  and  therefore  it  broke. 

Mr.  Mandlebaum.  I  did  not  say  it  was  not  offered;  I  said  it  could 
not  be  sold  at  the  figure  at  which  it  was  quoted  in  the  southern  market. 

Mr.  Lever.  Very  well. 

•  Mr.  Mandlebaum.  I  did  not  say  it  was  not  offered.  I  said  it  could 
not  be  sold.    The  quotations  were  entirely  and  absolutely  nominal. 

Mr.  Brooks.  Mr.  Chairman,  I  rise  to  the  point  of  order  that  this 
is  contrary  to  the  rules  that  you  have  adopted  for  these  hearings,  and 
I  do  not  think  they  ought  to  butt  in  in  this  way. 

Mr.  Mandlebaum.  I  simply  answered  the  question  as  Mr.  Lever 
put  it. 

Mr.  Neville.  I  think  you  both  ought  to  be  punished. 

The  Chairman.  It  all  goes  in  the  record. 

Mr.  Haugen.  As  a  general  thing  the  prices  upon  contracts  for 
future  delivery  are  higher  or  lower  than  for  spot  delivery  i 

Mr.  Neville,  It  depends  altogether  on  the  location  of  the  8pK)t 
cotton. 

Mr.  Haugen.  I  say,  as  a  general  thing  ? 

Mr.  Neville.  As  a  general  thing,  in  normal  times,  the  future  price 
of  cotton  reflects  the  price  of  spot  cotton  at  some  place,  plus  the 
freight. 

Mr,  Haugen.  Are  the  prices  for  future  deUvery  higher  or  lower 
than  for  spot  delivery,  as  a  general  thing  ? 

Mr.  Neville.  As  a  general  thing  they  are  higher. 

Mr.  Haugen.  They  are  less  ? 

Mr.  Neville.  They  are  higher  than  spots. 

Mr.  Sims.  In  selling  futures  or  buying  futures  on  what  you  call 
the  new  crop 

Mr.  Neville.  Yes. 

Mr.  Sims  (continuing).  In  other  words,  where  the  contract  can  not 
be  executed  until  the  cotton  that  is  not  now  planted  has  been  planted, 
grown,  ginned,  and  delivered,  any  future  now  sold  can  not  tnerefore 
possiblv  be  based  upon  the  spot  value  of  cotton  not  yet  planted  or 
grown  f     Is  that  possible  ? 

Mr.  Neville.  Any  cotton  sold  i 

Mr.  Sims.  In  other  words,  when  you  are  selling  what  thejr  call  in 
the  papers  new  crop  cotton;  in  other  words,  you  are  selling  -now 
for  December  deUvei^,  and  you  are  undertaking,  as  I  understand,  to 
deUver  cotton  grown  in  the  year  1910  ? 

Mr.  Neville.  Yes. 
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Mr.  Sims.  Now,  there  being  no  spot  cotton  yet  in  existence  grown 
in  1910 

Mr.  Neville.  Yes. 

Mr.  Sims  (continuing).  The  price  you  are  willing  to  make  on  that 
new  cotton  which  is  not  jet  planted  does  not  depend  upon  the  exist- 
ing spot  price  of  that  which  does  not  yet  exist  ? 

Mr.  Neville.  That  depends,  Mr.  Sims,  on  the  price  at  which  I  can 
buy  contracts  to  protect  my  sales  to  the  spinner.  I  will  give  you  an 
illustration. 

Mr.  Sims.  I  do  not  think  you  want  to  evade  my  question 

Mr.  Neville.  I  am  not  evading  it. 

Mr.  Sims.  But  you  are 

Mr.  Neville.  The  cotton  is  not  created,  and  consequently  it  does 
not  exist;  that  is  your  question. 

Mr.  Sims.  And  therefore  it  can  not  control  the  price  ? 

Mr.  Neville.  It  does  not  control  the  price,  but  what  does  control 
the  price  is  this:  In  March,  1907,  one  of  my  friends  from  Mr.  Lever's 
State  was  in  New  York  and  he  rang  me  up  and  said  he  wanted  to 
come  to  see  me  if  I  would  be  in  my  office  when  he  got  down  there. 
He  came  in  and  said,  *'I  have  just  had  a  proposition  put  up  to 
me  that  requires  the  purchase  of  25,000  bales  of  spot  cotton.  It  is 
export  business  to  China.  It  will  keep  my  mill  busy  an  entire  year, 
and  I  want  to  know  what  you  will  sell  me  that  cotton  for.  '* 

Mr.  Sims.  The  contract  for  deUvery? 

Mr.  Neville.  Yes;  what  I  would  sell  him  the  quality  of  cotton 
to  make  those  goods  for.  I  told  him  what  I  would  sell  it  to  him  for, 
but  I  said,  '*  You  can  not  aflford  to  pay  me  that  price.  I  have  got  to 
take  all  the  risks  of  the  crop,  and  of  the  vicissitudes  of  the  weather 
after  the  crop  is  planted,  and  I  am  charging  you  for  it. ''  He  said, 
'*What  am  1  gomg  to  do?"  I  said,  "Buy  25,000  bales  of  October 
contracts.''  He  said,  "Well,  go  ahead  and  do  it."  I  said,  "Then 
as  your  cotton  is  marketed  in  your  district,  as  you  buy  your  cotton 
you  sell  out  your  contracts. "  I  bought  them  for  him.  Now,  that 
cotton  was  not  grown. 

Mr.  Sims.  It  had  not  been  planted  ? 

Mr.  Neville.  It  had  not  been  planted;  but  somebody  sold  that 
cotton. 

Mr.  Sims.  Now,  the  man  that - 

Mr.  Neville.  Wait  a  minute;  I  will  answer  your  question  if  you 
do  not  interrupt  me,  or  I  will  try  to  answer  it;  and  1  want  to  do  it 
so  that  you  will  not  come  back  at  me  with  another  question  on  the 
same  suoject. 

Mr.  Sims.  All  right;  I  wiU  be  glad  to  have  you  do  that. 

Mr.  Neville.  Somebody  sold  those  contracts  that  I  bought  fOT 
that  gentleman's  account.  The  man  that  sold  those  contracts  might 
have  been  a  speculator,  who  sold  thinking  that  there  would  be  a 
large  enough  acreage  to  permit  cotton  being  sold  at  a  price  when  it 
was  marketed  so  that  he  could  buy  in  those  hedges,  those  contracts 
that  he  had  sold  speculatively  there,  at  a  profit ;  or  they  may  have  been 
sold  by  some  large  planter  or  some  guano  concern  attracted  by  the 
price.  The  gentlemen  in  this  room  who  Uve  in  Greorgia  and  South 
Carolina  know  that  this  season,  beginning  in  March,  a  year  ago  this 
coming  March,  planters  sold  cotton  from  9 J  cents  up  to  13  cents 
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for  October  and  November  delivery,  hundreds  of  thousands  of  bales. 
They  may  have  made  some  similar  sales  on  future  contract  markets. 
That,  Mr.  Sims,  is  an  effort  on  the  part  of  the  man  who  raises  cotton, 
or  who  has  cotton  due  him  by  a  farmer,  to  protect  himself  against 
anv  fluctuation,  and  he  is  satisfied  with  that  price. 

Mr.  Sims.  Now,  is  that  what  you  call  an  answer  to  my  question? 

Mr.  Neville.  That  is  an  answer:  yes,  sir. 

Mr.  Sims.  Now,  I  am  bound  to  ask  you  another  one. 

Mr.  Neville,  rlease  let  me  finish  my  answer  first. 

Mr.  Sims.  I  will,  if  you  do  not  stop  talking  and  look  like  you  are 
thinking. 

Mr.  Neville.  Well,  this  is  new  business  t^  me. 

Mr.  Sims.  What,  tliinking? 

Mr.  Neville.  No,  this  talking  business.  I  am  only  used  to  talk- 
ing to  the  typewriter. 

Mr.  Sims,    iou  talk  mighty  well  for  a  new  man. 

Mr.  Neville.  That  mill  man  got  his  cotton,  contracted  for  his 
cotton  in  October,  and  he  sold  his  goods  in  China,  and  kept  his  mills 
going  a  j^ear,  beginning  the  first  or  September  following,  and  as  he 
Dougnt  his  cotton  and  liquidated  the  futures  I  sent  him  a  check  for 
over  $250,000  on  the  liauidated  contracts. 

Mr.  Sims.  Now,  you  nave  made  it  necessary  for  me  to  ask  you 
another  question. 

Mr.  Neville.  All  right. 

Mr.  Sims.  The  statement,  in  substance,  as  I  have  gotten  it  from  you 

fentlemen  here,  is  that  the  price  of  cotton  is  not  determined  or  made 
J  the  price  of  futures,  but  the  futures  follow  the  cotton.  In  deter- 
mining what  the  price  of  cotton  would  be  in  October.  I  will  ask  vou 
if  the  man  who  sold  those  26,000  bales  of  cotton  as  futures,  let  him 
be  a  speculator  or  whatever  he  was — he  was  a  speculator,  whatever 
his  business  was — had  a  single  fact  then  existing,  tnat  is  as  to  the  exist- 
ence of  cotton,  the  existence  of  acreage,  the  existence  of  weather, 
upon  which  he  could  commercially  base  a  price,  and  if  it  was  not  iJl 
a  guess;  if  he  did  not  put  his  money  up  essentially  because  he  thought 
he  could  guess  or  was  guessing  in  a  general  direction  that  would  turn 
out  true,  and  he  would  make  money  by  it;  in  other  words,  so  far  as 
he  was  concerned  was  it  not  absolutely  artificial,  having  no  basis  in 
fact,  and  based  upon  no  existing  conditions  at  the  time  the  contract 
was  entered  into  ? 

Mr.  Cocks.  Oh,  I  object  to  such  long  questions.  It  is  im{>ossible 
for  us  to  get  at  the  meaning  of  them. 

Mr.  Sims.  I  got  a  very  long  answer  to  a  short  question,  and  I 
thought  maybe  by  asking  a  long  question  I  could  get  a  very  short 
answer. 

Mr.  Neville.  In  reply  to  Mr.  Sims^s  question,  I  would  like  to  sub- 
mit an  extract  from  the  report  of  the  Industrial  Commission,  section 
10,  pa^es  28  and  29,  volume  6,  it  being  the  report  of  the  Industrial 
Commission  of  1900  made  by  Senator  Kyle  of  South  Dakota,  who 
was  chairman  of  that  commission.  The  report  of  that  commission 
answers  Mr.  Sims^s  q^uestion.     I  will  submit  it. 

The  Chairman.  \\  itliout  objection,  it  will  be  inserted  in  the  record. 


Digitized  by  VjOOQ IC 


PBEVENTION  OF  DEALING  IN   FUTURES.  305 

EXTRACTS  PROM  THE  REPORT  OP  THE  INDUSTRIAL  COMMISSION  APPOINTED  BY  THE 
60VEBNMSNT  IN  1898,  TO  INVE8TIOATE  THK  BPPECT8  OP  SPECULATION  ON  THE  VALUE 
OF  FARM   PRODUCTS. 

[Sic.  X.    Pages  28  and  29,  Vol.  No.  6  of  the  bidustrial  Commission's  report  of  1900,  Senator  Kyle  of 
South  Dakota,  Chairman  of  Commission.] 

Why  has  commercial  distribution  in  the  United  States  become  so  largely  identified 
with  the  speculative  class  of  trading  capitalists?  The  answer  is,  that  it  has  been 
found  best  for  the  producing  and  consuming  interests  of  the  community  that  the 
risks  of  distribution  should  be  localized  in  a  separate  commercial  class  whose  members 
are  in  a  position  to  inform  themselves  as  to  all  the  factors — past,  present  and  prospec- 
tive—anecting  the  future  course  of  prices.  If  the  risks  of  distrioution  fell  u|>on  the 
farmer,  it  would  increase  materially  the  risks  of  capital  required  and  thus  raise  the 
rate  of  interest  he  should  have  to  pay  as  producer,  because  increased  risks  always 
raise  the  rate  of  interest.  This  would  increase  the  cost  of  production  and  would  conse- 
quentlv  tend  to  reduce  consumption  by  rise  of  price  to  consumers.  Such  rise  of  price 
oeycmd  a  certain  point  would  reduce  the  volume  of  trade.  If  consumers  assumed 
the  risk  of  distribution  there  would  be  very  inadeauate  provision  for  the  future. 
Irregular  supply  of  subsistence  soon  breaks  down  the  economic  eflBciency  of  con- 
sumers, besides  impairing  their  regular  consuming  capacity  as  customers  of  the  pro- 
ducer.   Hence  the  community,  producers,  traders,  and  consumers,  all  suffer  togetner. 

These  two  lands  of  services  are  peculiar  to  speculative  distribution — the  service  of 
awumin^  the  risks  that  arise  from  charges  in  the  relation  of  demand  and  supply,  and 
the  service  of  giving  the  right  direction  the  commodities  available  for  consumption. 
Even  in  famine-stncken  India,  the  government  regards  speculative  distribution  of 
supplies  as  on  the  whole  fsa  more  efficient  than  any  bureaucratic  distribution  could 
be.  Without  this,  modem  markets  would  be  deprived  of  a  very  great  share  of  their 
efficiency  in  serving  producers  and  consumers.  In  fact,  those  who  have  thought  out 
the  subject  most  thoroughly  have  found  in  this  directive  work  of  speculation  the  chief 
justification  for  its  existence.  Where  Government  has  assumed  even  part  of  the  risk 
of  crop  distribution,  as  in  Russia,  piles  of  wheat  rot  in  one  section,  while  people  starve 
in  the  next. 

(There  are  no  grain  speculative  markets  in  Russia.) 

rrofessor  Emery  gives  it  as  his  opinion  that  on;anized  speculation  is  found  to  be 
the  means  of  making  the  needed  protection,  and  it  will  also  prove  itself  the  chief 
directive  influence  in  the  economic  field  in  which  it  prevails. 

Speculative  dealings  in  farm  products  have  then  three  things  to  consider:  Concen- 
tiation  and  distribution  of  surplus  crops  at  right  times  and  places,  and  the  formation 
of  a  business  judgment  based  on  a  ratio  of  the  visible  supply  to  the  world's  grain  and 
cotton,  for  example,  to  the  customary  demand  of  its  consuming  communities.  The 
scope  of  this  task  of  forming  a  judgment  upon  world-wide  conditions,  and  forming  it 
accuratelv  enough  to  stake  millions  of  capital  upon  it,  is  perhaps  the  heaviest  hazard 
on  our  wnole  modem  economic  organization  of  society.  But  some  class  of  investors 
must  do  it,  or  the  consumers  must  pay  a  hieher  price  for  their  produce,  and  producers 
must  be  content  to  enter  the  market  with  fewer  competitors,  ready  to-buy  and  carry 
their  surplus.  Producers  and  consumers  together,  without  the  speculative  mechan- 
inn  at  work,  would  have  to  divide  the  risks  of  distribution  between  them.  Neither 
of  these  interests  is  prepared  to  do  this.  Sound  commercial  policy  is  the  best  served 
by  a  rational  division  of  distributive  labor,  in  which  economic  freedom  and  economic 
responsibility  are  ec^uallv  respected.  The  economic  services  of  speculative  agencies- 
engaged  in  distributing  rarm  products  are  three-fold: 

1.  They  localize  industrial  risks  amon^  a  commercial  class  whose  special  function 
is  to  distribute  surplus  supplies  over  deficit  times  and  places  in  t^uch  a  way  as  to  lessen 
the  uncertainty  of^ producers  and  consumers. 

2.  They  relieve  producers  and  consumers  from  carrying  a  whole  year's  stock, 
enabling  the  farmer  to  convert  his  crop  promptly  into  cash  capital  and  the  latter  to- 
supply  Eimself  as  his  periodical  needs  may  require  without  enhancing  prices  beyond 
the  original  rate  of  risks  and  returns  of  such  capital  investments. 

3.  Competition  of  speculative  traders  tends  more  than  any  other  force  to  reduce 
profits  of  these  agencies  to  a  minimum  per  imit  of  commodity  handled.  Released 
Dtnn  their  economic  functions,  it  is  to  their  interests  to  seek  to  reduce  the  risks  of 
distribution  to  a  minimum.  By  expert  acquaintance  with  the  conditions  that  involve 
risks  the  hazardous  elements  are  gradually  limited,  if  not  entirely  eliminated. 

Mr.  CcM3KS.  Now  I  would  like  to  ask  Mr.  Neville  a  question.  Thet 
cotton  planter  assumes  here  by  his  representatives  that  he  takes  all 
the  risks  ? 
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Mr.  Neville.  Yes. 

Mr.  Cocks.  And  yet  you  tell  me  that  a  lot  of  cotton  planters  sell 
their  crop  ahead. 

Mr.  Neville.  Yes. 

Mr.  Cocks.  In  that  case  do  they  not  distribute  the  risk  over  the 
rest  of  the  worid  ? 

Mr.  Neville.  Yes. 

Mr.  Cocks.  I  would  like  to  ask  Mr.  Sims  or  Mr.  Burleson  if  he 
thinks  that  is  a  proper  thing  for  the  planter  to  do,  to  sell  his  crop 
before  it  is  planted  ? 

Mr.  Burleson.  No;  and  it  is  done  to  an  insignificant  de^ee. 

Mr.  Cocks.  In  that  way  could  not  the  planter  protect  mmself  by 
hedges  ? 

li&.  Burleson.  No,  sir;  every  one  that  has  ever  tried  it  has  been 
burnt. 

Mr.  Cocks.  He  is  gambling  like  any  other  gambler,  is  he  not  ? 

Mr.  Neville.  Mr.  Chairman,  if  those  gentlemen  want  to  get  on 
the  stand  so  that  we  can  cross-examine  them,  let  them  get  on.  They 
are  making  statements  as  to  gambling  and  speculating  that  I  think 
are  capable  of  two  or  three  constructions,  and  on  that  point 

Mr.  Sims.  I  think  a  farmer  can  gamble  as  well  as  anybody  else,  if 
he  wants  to. 

Mr.  Neville.  It  is  not  a  question  of  that;  it  is  a  question  of 
whether  a  farmer  when  he  sells  his  crop  ahead,  instead  of  selling  300 
bales  sells  1 ,000  bales  at  a  price  that  is  satisfactory  to  him,  is  gam- 
bling.    I  think  that  is  a  distinction  that  is  pretty  fme. 

Mr.  Lever.  I  want  to  ask  just  one  other  question,  and  then  I  am 
through. 

Mr.  Neville.  Mr.  Lever,  you  remind  me  of  the  man  that  only 
wants  to  talk  a  minute. 

Mr.  Lever.  I  will  make  it  very  short.  A  moment  ago  in  testify- 
ing on  the  question  of  hedging  vou  said  that  the  man  who  bought  100 
bales  of  actual  cotton  and  sold  on  the  exchange  a  hedge,  would  not 
thereby  necessarily  become  a  bear  on  the  market  for  futures. 

Mr.  Neville.  I  said  so. 

Mr.  Lever.  Now,  as  to  the  mill  man,  I  take  it  from  the  testimony 

fiven  in  the  hearings  that  the  condition  would  be  a  Uttle  bit  different, 
le  buys  1,000  bales  of  spot  cotton  and  sells  a  contract  for  1,000  bales 
as  a  hedge  against  that  ? 

Mr.  Neville.  Yes. 

Mr.  Lever.  What  would  liis  position  be  ? 

Mr.  Neville.  I  think  his  position  is  just  as  I  am.  If  the  market 
for  cotton  goes  down,  the  contracts  go  down.  He  is  protected  in  a 
possible  decline  in  his  case  owing  to  the  decline  of  the  contracts. 

Mr.  Lever    As  a  matter  of  fact 

Mr.  Neville.  One  minute;  let  me  get  through.  If  the  cotton  mar- 
ket goes  up,  that  money  he  loses  on  his  hedge  is  made  up  on  the  ad- 
vanced price  he  gets  for  his  goods. 

Mr.  Lever.  So  that  as  a  matter  of  fact — and  tliis  is  the  point  I  want 
to  bring  out — the  mill  man  who  sells  a  hedge  becomes  reallj'  a  bull 
upon  the  future  market  in  order  to  get  the  advance  in  his  commodity? 

Mr.  Neville.  No;  I  would  not  sav  that,  and  I  do  not  think  my 
answer  could  possiblv  be  construed  that  way. 

Mr.  Lever.  Then  lie  would  not  become  a  bull  ? 
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Mr.  Neville.  I  think  lii^  position  on  the  market  is  absolutely 
neutral. 

Mr.  Lever.  He  does  not  care  whether  it  goes  up  or  down  ? 

Mr.  Neville.  He  is  in  just  the  same  position  as  the  merchant  is  in. 
We  do  not  care  whether  we  pay  15  cents  or  20  cents  or  8  cents  or  9 
cents  a  pound  for  cotton.     It  is  immaterial  to  us. 

Mr.  Lever.  So  that  you  do  not  agree  with  Mr.  Parker,  who  testi- 
fied that  the  spinner  who  sold  a  hedge  naturally  had  a  depressing 
effect  upon  futures  for  the  reason  that  he  was  afraid  to  accept  delivery 
of  the  cotton  you  have  in  your  stock  ? 

Mr.  Neville.  No,  I  do  not  agree  to  that 

Mr.  Lever.  You  do  not  agree  to  that  ? 

Mr.  Neville.  Absolutely,  no. 

Mr.  Ellerbe.  I  imderstood  Mr.  Neville,  I  think,  to  say  that  the 
farmer  selling  his  cotton  was  practicallv  the  same  tning  as  if  he  sold 
so  many  bales  of  futures.  I  want  to  as*k  hhn  if  this  is  not  a  fact  that 
in  a  great  many  localities — it  is  so  in  mine — the  farmer  comes  to  his 
local  merchant  or  to  his  local  cotton  buyer  and  sells  100,  200,  some- 
times 1 ,000  bales  of  cotton.  The  contract  is  drawn.  If  those  men  are 
responsible,  it  matters  not  how  much  fluctuation  there  may  be  in  cot- 
top,  when  the  fall  of  the  year  comes  and  that  cotton  is  delivered  the 
price  is  paid  as  agreed  upon;  but  suppose  that  poor  farmer  sells  1,000 
Dales  of  cotton  as  futures,  and  in  the  spring  of  the  year,  when  every 
dollar  he  has  is  tied  up,  there  comes  some  rumor,  false,  probably, 
which  perhaps  lasts  but  a  day,  and  cotton  shoots  up  2  or  3  cents  a 
pound  and  then  drops  back,  is  not  that  man  out  of  the  market  and  all 
of  his  money  gone  ?  I  just  ask  that  question  to  get  that  difference 
clearly  before  the  committee. 

Mr.  Neville.  That  condition  might  follow;  but  then  the  farmer  is 
to  blame  for  contracting  to  sell  more  cotton  ahead  than  he  is  finan- 
cialhr  able  to  take  care  of. 

Mr.  Burleson.  That  is  your  answer  to  that  question  ? 

Mr.  Neville.  Yes. 

Mr.  Burleson.  I  could  not  understand  your  reply,  Mr.  Neville,  to 
a  question  put  by  Mr.  Beall  as  to  whether  any  members  of  the  revision 
conmiittee  of  1907  made  money. 

Mr.  Neville.  I  said  that  I  had  no  means  of  knowing. 

Mr.  BuTiLESON.  You  had  no  means  of  knowing? 

Mr.  Neville.  No,  sir. 

Mr.  Burleson.  You  did  not  either  afhrm  or  deny  that  they  had  ? 

Mr.  Neville.  I  said  that  I  had  no  means  of  knowing,  Mr.  Burleson. 

Mr.  Burleson.  Do  I  understand  that  from  your  viewpoint  it  is 
I'ight  for  a  man  who  is  on  this  revision  committee  to  be  interested 
largely  in  future  contracts  ? 

Mr.  Neville.  Mr.  Burleson,  I  stated,  and  I  think  my  reply,  if  the 
steno^apher  coidd  find  it,  was  this:  That  in  a  matter  of  that  kind  that 
necessitated  a  man  knowing  something  about  what  he  was  called  on  to 
do — for  instance,  a  member  of  the  excnange  who  was  actively  engaged 
in  the  cotton  business  and  very  rarely  came  on  the  floor  of  the 
exchange  and  did  not  keep  posted  on  the  cotton  part  of  it— could  not 
serve  on  that  committee. 

The  Chairman.  T^et  me  interrupt  the  examination  to  say  that  it  is 
about  time  t»)  adjourn. 

Mr.  Bltileson.  I  can  finish  in  three  minutes,  Mr.  Chairman. 
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The  Chairman.  We  will  give  you  five  minutes  more. 

Mr.  Burleson.  To  get  nght  down  to  it,  I  understood  you  to  say 
that  you  did  not  believe  any  of  these  members  were  interested  in 
future  contracts  ? 

Mr.  Neville.  I  said  that  I  did  not  believe  any  man  who  was  on 
that  committee  would  allow  his  interests  that  he  might  have  in  the 
market  to  influence  his  decision  in  fixing  those  diflferences.  That  is 
what  I  said,  and  I  think  I  was  perfectly  clear  on  it. 

Mr.  Burleson.  I  wanted  to  read  you  this  from  the  report  of  the 
Commissioner  of  Corporations: 

One  member  of  the  committee  who  admitted  that  he  was  short  of  the  New  York 
market  and  long  of  Liverpool,  and  who  made  a  great  deal  of  money,  said: 

**I  do  not  think  the  differences  should  be  fixed  once  a  year  or  twice  a  year,  or  any 
other  number  of  times  a  year.  We  have  here  a  contract  which  calls  for  the  delivery 
of  cotton  between  one  man  and  another.  I  am  very  emphatic  in  believing  that  there 
ou^ht  to  be  no  committee  or  parcel  of  men  who  have  the  power  to  alter  tne  terms  of 
this  contract.  You  get  together  an  aggregation  of  17  men  here.  There  is  no  telling 
what  an  ordinary  jury  is  going  to  do  in  judging  fetcts.  But  here  you  get  together  a 
parcel  of  17  intelligent  men.  Every  one  of  them  must  be  interested  more  or  lees  in 
the  fixing  of  differences.  If  they  were  not  interested,  they  would  not  be  in  the  cotton 
trade.  Now,  you  are  asking  them  to  do  something  they  can  not  do— eliminate  self- 
interest  in  actmg  upon  a  question  where  they  are  vitally  interested.  *  ♦  *  Here 
ydu  have  got  17  men  to  do  something  with  no  basis  on  which  to  do  it;  they  do  not 
know  what  they  are  expected  to  do  it  on,  except  that  they  are  to  fix  differences  binding 
between  buyer  and  seller  for  ten  months,  and  that,  too,  when  the  contracts  have 
already  been  entered  into  and  anything  tiiey  do  must  take  so  much  money  out  of 
one  man's  pocket  and  put  it  into  another  man's  pocket.  *  *  *  If  a  man  was  not 
interested  m  the  cotton  business,  he  would  not  be  a  fit  person  to  sit  on  that  committee 
and  make  differences,  and  at  the  same  time  if  he  is  interested  in  the  cotton  buainess 
he  is  not  a  fit  person  to  sit  there  and  fix  differences  affecting  a  contract  between  him- 
self and  somebody  else.  *  *  *  It  simply  amounts  to  me  same  thing  as  a  judge 
sitting  on  the  bench  and  passing  on  his  own  case.'' 

That  came  from  one  of  the  members  who  made  up  the  differences. 

Mr.  Neville.  That  is  all  right.     I  can  understand  that. 

Mr.  Burleson.  In  1906. 

Mr.  Neville.  His  idea  and  mine  are  in  thorough  accord,  and  I 
think  I  answered  that  in  response  to  a  question  of  Mr.  Beall.  That  is 
exactly  what  some  of  us  are  tryii^  to  do  now,  to  take  it  out  of  the 
hands  of  anybody  by  fixing  the  difference  on  the  spinning  value,  and 
not  fixed  on  so-called  commercial  values. 

Mr.  Burleson.  Now,  I  want  to  ask  you  if  it  is  not  a  fact  that  the 
safety  of  a  hedge  depends  upon  a  parity  being  maintained  between 
the  future  price  and  the  spot  price  f 

Mr.  Neville.  I  do  not  think  so. 

Mr.  Burleson.  You  do  not  think  so  ? 

Mr.  Neville.  Not  altogether.  It  is  a  very  desirable  thing,  but 
there  are  so  many  things  that  could  disturb  the  parity. 

Mr.  Burleson.  If  the  margin  becomes  very  wide  and  there  is  a 
violent  fluctuation,  does  it  not  cease  to  be  a  hedge  altogether,  or  a 
protection  altogether  ? 

Mr.  Neville.  Not  altogether.  It  depends  on  the  basis  the  man 
has  used  the  hedge  for.  If  you  will  tell  me  exactly  what  you  are 
driving  at,  I  will  give  you  an  answer  on  it. 

Mr.  Burleson.  What  I  am  driving  at  is  this,  whether  or  not  the 
statement  of  facts  by  the  Commissioner  of  Corporations  is  true,  and 
if  it  is  true  whether  you  are  in  accord  with  the  conclusions  he  oa 
on  them  ? 
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!Mr.  Neville.  What  is  the  statement  of  facts  ? 
Mr.  Burleson.  This  is  on  page  156: 

From  September,  1891,  to  September,  1897,  the  mar^  between  the  two  prices 
showed  a  fair  degree  of  constancy.  Thus,  the  extreme  discount  in  the  contract  price 
during  this  period  was  56  points,  and  instances  where  the  discount  exceeded  40  points 
were  rare.  At  the  same  time  the  margin  seldom  was  less  than  15  points.  This  com- 
parative steadiness  of  the  margin  is  well  brought  out  by  chart  5.  This  greater  uni- 
lormitv  in  the  margin  was  due  in  part,  no  doubt,  to  the  low  prices  for  cotton  which 
prevailed  during  this  period  and  for  some  time  thereafter.  Thus,  from  1892  to  1897 
the  actual  price  of  middling  did  not  at  any  time  exceed  10  cents,  while  it  frequently 
was  below  6  cents.  While  the  normal  margin  of  15  to  25  points  should  be  more  or  less 
unaffected  by  changes  in  prices  of  spot  cotton,  disturbances  in  tlus  margin,  due  to 
improper  establishment  of  differences,  would  naturally  be  less  when  prices  of  cotton 
were  low  and  the  commercial  differences  consec^uently  small  in  absolute  amount  than 
when  they  were  high,  since  errors  in  arbitrary  differences  under  these  conditions  would 
natiirally  be  smaller  than  when  prices  of  cotton  were  high  and  commercial  differences 
between  grades  fairly  wide. 

During  this  period,  from  1891  to  1897,  the  revision  committee  of  the  New  York 
Cotton  Exchange  continued  to  meet  nine  times  a  year;  as  shown  later,  the  committee 
frequently  made  no  change  in  differences  at  its  meeting.  In  the  crop  year  1897,  the 
New  York  Cotton  Exchange  abandoned  monthly  meetings  of  the  revision  committee, 
and  provided  that  the  committee  should  meet  only  twice  a  year,  namely,  in  September 
and  November,  and  this  system  has  been  in  force  ever  since.  This  change  has  been 
followed  by  a  very  marked  change  in  the  relationship  between  the  spot  and  the  con- 
tract price.  In  the  seasons  of  1897-98  and  1898-99,  it  is  true,  the  mai^n  between  the 
two  prices  was  comp)aratively  moderate  on  the  whole,  although  in  the  latter  s^eason 
the  margin  in  July  widened  out  to  65  points.  In  these  years,  however,  as  shown  later, 
the  disparity  between  the  New  York  differences  and  the  commercial  differences  was 
not  ^reat.  This  again  was  partly  due  to  the  low  prices  of  cotton  which  still  prevailed 
at  tms  time. 

From  September,  1899,  down  to  the  present  time,  however,  the  margin  has  on  the 
whole  been  very  much  greater  than  in  earlier  years,  and,  what  is  far  more  important, 
it  has  fluctuated  with  much  greater  violence. 

Irregularity  in  the  margin  is  especially  important.  It  is  the  constancy  rather  than 
the  amount  of  the  margin  with  which  operators  in  the  future  market,  and  particularly 
those  using  the  future  market  for  hedging  purposes,  are  mainly  concerned.  The  con- 
sideration can  not  be  too  strongly  empnasized.  That  is  to  say,*  it  is  largely  immaterial 
to  an  operator  whether  the  contract  price  is  25  points  below  the  price  of  spot  middling 
or  100  points  below  so  long  s^  a  uniiorm  parity  is  maintained.  The  table,  however, 
shows  very  clearly  that  for  the  period  from  1897  to  date,  and  more  particularly  from 
1899  to  date,  there  has  really  been  nothing  like  a  sustained  parity  oetween  the  two 
prices  for  any  considerable  period  of  time.  This  means  that  merchants  using  the 
market  for  hedging  purposes  have  been  more  or  less  constantly  subjected  to  a  very 
serious  risk;  whereas,  as  so  frequently  emphasized,  the  purpose  of  hedging  is  to  reduce 
or  eliminate  risk.  It  means,  too,  that  the  calculations  of  speculators  as  to  the  m*  <ve- 
ments  of  the  contract  price  itself  have  been  rendered  more  difficult  and  risks  conse- 
quently increased. 

Now,  first,  is  it  true  that  the  prices  have  fluctuated;  that  this 
margin  has  fluctuated  with  more  violence  from  1899  down  to  the 
present  time  than  it  has  at  any  time  in  the  past  ? 

Mr.  Neville.  What  do  you  mean  by  '^mai^in?'' 

Mr.  Burleson.  Well,  the  margin,  the  difference  between  the 
future  price  and  the  spot  price.     Tnat  is  what  I  mean  hj  '*  margin.' ' 

Mr.  Neville.  I  could  only  answer  that,  Mr.  Burleson,  in  this  way. 
Of  course,  what  Mr.  Herbert  Knox  Smith  has  got  there,  he  has  gone 
to  the  exchanges  and  copied  the  statistics 

Mr.  Burleson.  Then  do  you  accept 

Mr.  Neville.  Let  me  get  througti  before  you  ask  me  any  naore 

f[uestions.     What  he  says  may  be  true.     I  do  not  think  that  is  a 
air  criterion,  for  the  reason  tnat  a  merchant  who  tries  to  keep  up 
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with  the  causes  that  affect  margins,  as  you  call  them — we  call  them 

Earities — would  control  his  hedging  to  meet  the  occasion.  I  mean 
y  that,  this:  If  a  merchant  wanted  to  buy  cotton  hedged,  and  he 
thought  conditions  that  he  could  foresee  would  cause 'that  particular 
kind  of  cotton  the  spinner  wanted 

Mr.  Burleson.  Evidently  you  do  not  understand  what  I  have  got 
in  mind. 

Mr.  Neville.  Evidently  I  do  not.  I  must  confess  that.  I  am 
answering  the  best  I  can.     I  am  doing  the  best  I  can. 

Mr.  Bltileson.  All  right.  I  will  put  three  simple  questions  that 
can  be  answered  yes  or  no. 

From  1899  to  the  present  time  has  the  margin  between  cotton  con- 
stantly fluctuated  with  more  violence  than  it  did  theretofore  ? 

Mr.  Neville.  I  could  not  say. 

Mr.  Burleson.  You  do  not  know.  If  that  is  true,  upon  the 
assumption  that  that  is  true 

Mr.  Neville.  There  you  go  with  an  '4f.'* 

Mr.  Burleson.  Well,  if  that  is  true;  you  are  here  as  an  expert 
defending  the  exchange. 

Mr.  Neville.  I  am  not  defending  that  part  of  it. 

Mr.  Burleson.  If  that  is  true,  does  it  not  destroy  the  exchange 
for  hedging  purposes  ? 

Mr.  Neville.  Absolutely  no. 

Mr.  Burleson.  Now,  then,  why  not? 

Mr.  Neville.  I  endeavored  to  tell  you  just  now,  and  you  said  I 
was  not  answering  the  question. 

Mr.  Burleson.  Now,  I  will  give  you  an  opportunity  to  tell  why. 

Mr.  Neville.  I  consider  that  is  an  answer  that  I  have  given  there 
to  that  question,  and  I  think  the  chairman  will  agree  with  me. 

The  Chairman.  The  committee  will  adjourn  until  2  o'clock. 

(At  12.30  o'clock  p.  m.  the  committee  took  a  recess  until  2  o'clock 
p.  m.) 

AFTER    RECESS. 

The  committee  met  pursuant  to  taking  of  recess,  Hon.  Charles  F. 
Scott  in  the  chair. 

The  Chairman.  Mr.  Neville  desires  to  open  his  statement  this  after- 
noon by  calling  the  attention  of  the  committee  to  some  samples  of  the 
grades  that  have  been  fixed  by  the  department  in  order  to  illustrate 
what  he  may  have  to  say  about  the  grades  that  are  in  effect  in  the  New 
York  market. 

Mr.  Neville.  So-called  quarter  grades. 

The  Chairman.  And  the  committee  will  therefore  make  itself  as 
comfortable  as  possible  wherever  it  can  see  the  samples. 

TESTIMONY  OF  ME.  GEOEGE  W.  NEVILLE— Continued. 

Mr.  Neville.  There  have  been  statements  by  the  proponents  of 
the  measure  that  you  are  considering,  and  by  the  people  who  have 
used  a  number  of  grades  deliverable  on  contract  in  the  New  York 
market  which  I,  as  a  member  of  the  New  York  Cotton  Exchange  and 
as  a  merchant  handling  large  quantities  of  spot  cotton,  take  very 
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pronounced  exception  to.  The  grades  deliverable  on  New  York  con- 
tract, and  the  stock  of  cotton  in  Xew  York  at  any  season,  are  both 
spinnable  and  merchantable  cotton.  There  may  be  a  few  bales  which 
should  not  have  been  delivered  on  contract.  A  bale  or  two  now  and 
then  will  creep  in  which  the  classcr  overlooks. 

Should  this  happen  in  the  New  York  Cotton  Exchange  stock,  the 
receiver  of  that  certificate  containing  that  faulty  bale  has  redress. 
The  handler  of  spot  cotton  in  tlie  South  who  tafees  delivery  of  that 
kind  has  no  redress. 

The  New  York  Cotton  Exchange,  by  its  certificating  system,  stands 
ready  to  make  good  the  class  of  any  bale  which  any  receiver  of  that 
certificate  receives  against  the  tender  to  him  of  spot  cotton  against 
the  contract  he  has  bought  for  future  delivery.  Notwithstanding  the 
large  stock  of  so-called  unspinnable  and  unmerchantable  cotton  which 
the  defamers  of  the  New  \  ork  Cotton  Exchange  have  been  so  freely 
saying  has  existed  in  the  past  four  years,  that  cotton  has  all  gone  into 
consumption;  and  I  will  defv  any  one  to  produce  a  spinner  who 
bought  that  cotton  and  have  him  say  that  it  went  into  stuffed  horse 
collars  or  Ostermoor  mattresses.  The  refuse  of  low-grade  cotton 
may  have  been  used  for  that  purpose,  and  if  it  please  the  gentlemen  of 
this  committee,  as  soon  as  I  get  tnrough  here  I  will  show  them  the  kind 
of  stuff  that  comes  out  of  low-grade  cotton. 

There  is  deliverable  in  New  York  contracts  1 6  grades  of  white  cot- 
ton, ranging  from  good  ordinary  white  to  fair.  It  is  perhaps,  gentle- 
men, a  misnomer  to  say  there  are  16  grades.  I  should  say  16  quali- 
ties, embracing  whole  grades,  half  grades,  and  quarter  grades.  In 
addition  thereto,  there  is  deliverable  on  contract  6  grades  of  tinged 
cottons  and  1  grade  of  stained  cotton;  in  all,  23  characters  of  cotton, 
including  white  tinges  and  stains. 

We  have  been  held  up  to  ridicule  to  the  commercial  world  for  hav- 
ing so  many  grades  of  cotton  deliverable  on  contract.  Gentlemen, 
in  justice  to  the  farmer,  I  want  to  go  on  record  here  before  you  per- 
sonally and  say  I  wish  every  grade  of  cotton  that  was  classable  which 
the  farmer  produces  could  be  made  deliverable  on  contract.  Whj? 
Because  it  furnishes  the  farmer,  who  has  no  control  over  the  quality 
of  his  product,  a  market  at  its  relative  value  which  the  spinners  can 
use  and  do  use  in  the  manufacture  of  cotton  cloth  and  various  other 
branches  of  manufacture. 

Mr.  Lever.  There  is  no  cotton  raised  that  is  not  spinnable,  is 
there? 

Mr.  Neville.  Yes.  There  is  some  cotton  received  that  is  not 
spinnable,  and  that  is  the  stuff  that  some  of  our  defamers  have  been 
confounding  with  cotton  that  they  think  is  deliverable  on  contracts 
in  New  York.     I  want  that  to  go  in  the  record. 

The  Bureau  of  Corporations  practically  has  approved  the  present 
method  in  New  Orleans,  and  in  the  approving  of  that  method  they 
have  19  grades  of  white  cotton  that  is  deliverable  on  contract,  and  11 
qualifying  descriptions  of  these  white  grades  and  according  to  their 
by-laws  it  is  possible  to  have  about  140  Qualities,  which  are  deliv- 
erable on  contract;  making  it  ppssible  to  nave  209  descriptions  of 
cotton  in  New  Orleans;  and  I  submit  here  as  evidence  the  certificate 
of  the  rules  and  by-laws  of  the  New  Orleans  Cotton  Exchange  issued: 
to  its  members  after  that  certificate  system  was  approved. 
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The  following  form  of  contract  shall  apply  to  all  contracts  nmturing  during  and  after 
the  month  of  February,  1910: 

contract. 

New  Orleans 19.. 

In  consideration  of  one  dollar  in  hand  paid,  receipt  of  which  is  hereby  acknowledged 

have  this  day  sold  to  (or  bought  from) 50,000  pounds  in 

about  100  square  bales  of  cotton,  growth  of  the  United  States,  deliverable  trom  preas 
or  presses,  railroad  depot  or  depots,  in  the  port  of  New  Orleans,  between  the  fint 
ana  IcLSt  days  of next,  inclusive. 

The  delivery  within  such  time  to  be  at  seller's  option,  in  not  more  than  two  places, 
tipon  five  days'  notice  to  the  buyer. 

The  cotton  to  be  of  any  grade  from  Good  Ordinarv  to  Fair,  inclusive,  and  is  stained, 

not  below  Middlii^,  and  if  tinged,  not  below  Low  Middling,  at  the  price  of cent« 

< )  per  pound  for  Middling,  with  additions  or  deductions  for  other  grades,  accord- 
ing to  the  quotations  of  the  New  Orleans  Cotton  Exchange  existing  on  the  sixth  (6th) 
day  previous  to  the  day  on  which  delivery  is  due. 

It  18  distinctly  understood  and  agreed  that  the  receiver  of  cotton  under  this  contract 
shall  have  the  right  to  refuse  all  bales  that  contain  perished  staple,  and  aU  sandy, 
dusty,  red,  orein-cut  cotton;  dusty  cotton  being  defined  under  this  contract  as  cotton 
lessened  in  value  more  than  Jc.  per  pound  \Sy  reason  of  dust;  sandy  cotton  being  de- 
fined under  this  contract  as  cotton  containing  more  than  1  per  cent  of  sand. 

Either  party  shall  have  the  right  to  call  for  a  margin,  as  the  variations  of  the  market 
for  like  deliveries  may  warrant,  and  which  maigin  shall  be  kept  good. 

This  contract  is  made  in  view  of,  and  in  all  respects  subject  to,  the  rules  and  condi- 
tions established  by  the  New  Orleans  Cotton  Exchange,  and  in  full  accordance  with 
rule  55  of  said  New  Orleans  Cotton  Exchange. 

For  the  purposes  of  this  contract,  Westwego  and  Southport  are  not  included  as  places 
of  delivery. 

Signed 

FORM   OF  CLASSIFICATION   RETURNS. 

Rule  36. — In  classing  cotton  the  following  form  of  return  shall  be  used: 


Tag  No. 


Grade. 


1   '  ^ 

3  iS 


Fair 

Mid.  Fair  to  Fair.... 

Mid.  Fair 

St.  G.  M.  toM.  Fair. 

St.  Gd.  Mid 

G.  M.  to  St.  G.  Mid.. 

Good  Mid 

St.  toGd.  Mid 

St.  Mid 

Mid.  to  St.  Mid 

Middling 

St.  L.  Mid.  to  Mid. . . 

St.  Low  Mid 

L.  M.  toSt.  L.  Mid.. 

Low  Mid 

St.  G.  O.  toL.  Mid.. 

St.  Gd.  Ord 

O.  O.  to  St.  G.  Ord.. 
Good  Ordinary 


I 


a 


The  limit  of  grades  tenderable  is  prescribed  by  the  contract;  no  returns  to  be  made 
of  nondeliverable  grades. 
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Gentlemen,  as  I  stated  to  you  this  morning,  the  members  of  the 
New  York  Cotton  Exchange — and  I  may  say  the  other  exchanges — 
welcome  Mr.  Burleson's  resolution  prescribing  standardization  of  the 
grades  of  cotton,  and  I  think  Mr.  Burleson,  without  intending  it,  has 
worked  a  hardship  on  the  producer  of  cotton  in  not  embracing  in  that 
requirement  standard  classification  for  tinges  and  stains.  Tnere  are 
times  in  the  raising  of  this  crop  when  weather  conditions  make  a 
preponderance  of  tinges  and  stains  in  cotton. 

Mr.  Lever.  Just  what  is  the  difference  between  tinges  and  stains  ? 

Mr.  Neville.  The  difference  between  a  negro  and  a  mulatto. 
That  is  not  intended  as  a  short  answer. 

Mr.  Lever.  It  does  not  quite  answer  the  point  I  had  in  mind. 

Mr.  Neville.  I  wanted  to  answer  you  as  briefly  as  I  could,  and  I 
thought  that  described  it.  It  is  the  difference,  I  should  say,  Mr. 
Lever,  between  chocolate  with  a  little  cream  in  it  and  chocolate  with 
a  ffreat  deal  of  cream  in  it. 

Mr.  Lever.  A  difference  in  color  ? 

Mr.  Neville.  Yes.  Gradations  owing  to  the  number  of  frosts 
the  cotton  has  encountered,  and  the  weather  it  encounters  after  the 
frost,  up  to  the  time  it  is  gathered. 

Mr.  Lever.  The  tinge  comes  more  from  frost  bite,  and  your  stain 
more  from  dirt,  does  it  ? 

Mr.  Neville.  A  combination  of  the  two;  the  frost  and  then  the 
weather  after  the  frost.  It  may  not  be  known  to  you  gentlemen,  but 
the  finest  spinning  cotton  out  of  any  crop  are  the  tinges  and  stains, 
so  far  as  the  tensile  strength  of  the  fiber  and  the  waste  in  manufacture 
are  concerned. 

The  Chairman.  Is  there  any  process  by  which  this  stain  and  tinge 
cotton  can  be  made  perfectly  white  ? 

Mr.  Neville.  They  do  not  want  to  bleach  it;  they  use  it  in  colored 

foods,  because  it  takes  the  dye  better.  We — and  when  I  say  '^we" 
mean  the  merchants  of  this  country — will  join  Mr.  Burleson,  and  I 
as  a  committee  who  assisted  in  the  preparation  of  these  standards  in 
compliance  with  Mr.  Burleson^s  resolution,  will,  gladly  offer  my 
services  to  the  Govermnent  to  standardize  tinges  and  stains ;  not  that 
year  in  and  year  out  they  would  be  serviceable,  but  when  a  calamity 
comes  to  the  producer,  1  ask  you  gentlemen,  in  all  fairness,  is  it  fair 
that  that  producer  should  not  have  some  standard  by  which  his  crop 
may  be  measured  ? 

Now,  gentlemen,  the  question  of  quarter  grades  comes  in.  A 
quarter  grade  is  a  grade  between  this  box  and  this  box  [indicating]. 

TTie  Chairman.  Indicating  low  middling 

Mr.  Neville.  Indicating  the  box  between  strict  low  middling  and 
low  middling,  indicating  niUy  low  middling.  The  word  "full^  has 
come  down  to  us  in  the  shape  of  an  inheritance  from  our  English 
spinners,  and  the  trade  as  they  have  that  name  have  distinguished 
what  is  Known  as  the  quarter  grades.  These  grades  have  been  made 
with  a  view  of  having  the  classification  over  this  country  in  such  a 
way  that  this  box  here  (strict  low  middling)  will  go  Liverpool  naid- 
dlii^  as  commercially  used.  For  cotton  exchange  purposes  in  Liver- 
pool, that  box  [indicating]  would  not  go  Liverpool  middling.  Why  ? 
That  is  a  buyers'  market.  It  is  a  buying  country.  And  when  you 
hold  an  arbitration  they  exact  the  last  pound  of  flesh.     So  that  the 
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middling,  in  common  acceptance  of  the  trade,  is  not  middling  with 
their  standard  of  classification  for  arbitration  purposes. 

I  do  not  wish  to  criticize  the  method  pursued  in  distributing  these 
types  in  what  I  am  going  to  say.  The  secretary  can  take  this  down, 
although  it  has  no  particular  bearing  on  the  main  subject  which  we 
are  discussing.  It  has,  however,  an  important  bearing  in  what  I 
want  to  say  a  little  further  on. 

The  method  of  distribution  as  adopted  by  the  Agricultural  De- 
partment is  one  that  necessarily  is  bound  to  be  slow  of  accomplish- 
ment. For  this  reason:  They  have  got  to  bring  the  cotton  here 
to  make  up  the  standards  for  each  box.  You  gentlemen  can  readily 
see  the  enormous  labor  and  expense  it  is  to  bring  cotton  here  from 
the  South  to  put  in  these  boxes,  make  it  up,  look  it  over,  and  send  it 
back.  It  takes  two  or  three  men  constantly  working  on  it.  And 
the  one  central  point  can  not  distribute  as  many  as  many  subsidiarj^ 
points  could. 

I  suggested  at  the  meeting  which  was  held  a  year  ago  this  month, 
in  Wasnington,  that  when  tne  committee  fixed  these  standards  they 
fix  five  sets,  one  set  to  be  sealed  by  the  Government  and  kept  intact, 
another  set  to  be  kept  by  the  Government  for  comparison  purposes; 
and  the  three  other  sets  to  be  sent,  one  to  the  New  Orleans  Cotton 
Exchange,  one  to  the  Texas  Cotton  Exchange,  and  one  to  the  New 
York  Cotton  Exchange,  so  that  people  who  wanted  those  types 
from  those  various  localities  could  send  to  the  exchange  and  have 
those  types  made  up,  based  on  the  types  which  they  received  from 
the  Government. 

But  before  those  types  were  sent  out  to  the  parties  requesting 
them,  those  types  should  be  forwarded  by  the  exchanges  to  the 
Agricultural  Department  here  at  Washington  and  those  types  vis6ed 
by  the  department  and  the  man  in  charge,  and  after  he  had  made  a 
comparison  and  approved  of  them,  put  his  stamp  of  approval  on 
them  and  send  them  direct  to  the  people  who  asked  for  tnem,  under 
Government  seal. 

I  offer  that  now  as  a  suggestion  to  the  committee,  in  case  vour 
committee  has  anything  to  do  with  consulting  the  Secretary  of  Agri- 
culture on  that  line. 

That  part  of  my  talk  is,  perhaps,  unnecessacy,  but  it  is  made  in 
my  earnest  effort  to  try  to  get  these  types  distributed  as  quickly  as 
possible. 

The  Chairman.  Do  you  think  it  would  be  better  than  for  the 
department  to  make  up  a  large  number  of  sets  of  these  samples  and 
send  them  out  on  demand  ? 

Mr.  Neville.  I  think  it  would  be  quicker,  and  I  think  it  would 
be  more  economical. 

Mr.  Burleson.  That  is  undoubtedly  tine,  and  will  probably  be 
the  course  adopted  by  the  department  just  as  soon  as  the  exchanges 
adopt  these  standards. 

Mr.  Neville.  The  exchanges  are  willing  to  adopt  the  standards 
as  soon  as  they  receive  the  first  box. 

Mr.  Burleson.  Well,  it  was  left  rather  indefinitely,  I  think. 

Mr.  Neville.  No;  I  oeg  your  pardon. 

Mr.  Burleson.  The  New  Orleans  people  expressed  a  willingness 
to  do  it,  but  the  New  York  people 
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Mr.  Neville.  You  are  wrongly  informed.  I  was  the  first  one,  and 
the  records  of  the  department  will  show  that  I  was  the  first  one,  to 
make  a  reauest  for  two  sets  of  the  standards  that  we  wanted  to  adopt. 
The  records  will  show  that. 

Now,  gentlemen,  I  apologize  for  taking  that  much  time  to  explain 
that  phase  of  it. 

Mr.  Chairman,  with  your  permission,  we  have  here  an  expert  classer, 
who  is  working  for  the  department  now  making  these  types,  and  I 
have  made  a  statement  that  the  quarter  grade  between  tnife  box  and 
this  box,  and  this  box  and  this  box  [indicating],  and  this  box  and  this 
box  indicating],  and  this  box  and  this  box  [indicating],  and  this  box 
and  this  box  [indicating],  were  a  definable  grade.     He  is  an  expert 
classifier  of  cotton,  and  with  your  permission  I  would  like  to  produce 
him  as  a  witness  to  testify  to  questions  that  I  will  ask  him,  subject 
to  cross-examination. 
The  Chairman.  They  relate  only  to  the  classification  ? 
Mr.  Neville.  They  relate  only  to  classification;  yes. 
Mr.  Burleson.  I  do  not  think  there  is  any  controversy  about  that. 
The  only  question  is  whether  it  is  practicable  or  not,  and  whether 
these  miarter  grades  are  used. 
Mr.  Neville.  Yes;  they  are  used. 

Mr.  Burleson.  My  contention  is  that  they  are  not  used,  that  they 
are  not  brought  into  use  by  the  producer  when  he  sells  nis  cotton, 
and  consequently  it  was  not  necessary  for  the  Government  to  go  to 
the  expense  of  a  gradation  of  that  kind. 

Mr.  rfEViLLE.  1  am  not  speaking  of  the  expense  of  a  gradation; 
I  am  speaking  of  what  happens  every  day  when  the  farmer  sells 
cotton. 

Mr.  Burleson.  You  may  take  the  quotations  in  the  southern 
papers,  and  you  will  see  that  they  only  quote  seven  full  grades,  not 
even  nine  grades.  Take  this  morning's  issue  of  the  New  Orleans 
Times-Democrat,  and  you  will  find  that  they  do  not  quote  as  many 
grades  as  nine. 

Mr.  Neville.  I  am  not  here  to  argue  that  with  you  at  all. 
Mr.  Burleson.  Is  not  that  the  fact  ? 

Mr.  Neville.  I  don't  know  whether  it  is  a  fact  or  not.  I  am  a 
poor  hand  to  carry  figures  in  my  mind.  I  am  not  arguing  it  from 
your  point  of  view  at  all,  Mr.  Burleson. 

The  Chairman.  The  only  question  in  the  mind  of  the  committee 
is  whether  there  is  any  controversy  about  it. 

Mr.  Neville.  There  is  a  controversy.  We  have  been  accused 
openly  of  having  quarter  grades  on  the  New  York  Cotton  Exchange 
wiich  were  undefinable  and  were  not  used  in  ordinary  trade. 

Mr.  Lever.  I  do  not  see  any  reason  why  we  should  not  go  ahead 
and  let  thfe  witness  testify. 

The  Chairman.  Is  Mr.  Barbot  the  gentleman  you  wish  to  put  on 
the  stand? 
Mr.  Neville.  Yes. 

The  Chairman.  Very  well;  will  you  be  sworn  i 
Mr.  Barbot.  I  am  sworn;  I  am  an  officer  of  the  Government. 
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TESTIMONY  OF   WnTOATR  P.   BABBOT,   EXPEBT   COTTOH 

CLASSIFIEB. 

Mr.  Neville.  Mr.  Barbot,  you  made  these  workable  types  for  the 
department  ? 

Mr.  Barbot.  I  did. 

Mr.  Neville.  I  ask  you  to  look  at  the  grades,  low  middling,  strict 
low  middling,  middling,  strict  middling,  good  middling,  and  strict 

food  middling.  Is  there  a  definable  difference  between  each  of  those 
alf  grades  aoove  and  below  middling  ? 

Mr.  Barbot.  There  is. 

Mr.  Neville.  Is  it  used  in  the  shipping  and  handling  of  cotton  in 
the  South? 

Mr.  Barbot.  Very  largely. 

Mr.  Neville.  Mr.  Barbot,  you  are  one  of  the  classers  that  classified 
the  low-grade  cotton  in  1906  and  1907,  that  there  has  been  so  much 
discussion  about,  are  you  not  ? 

Mr.  Barbot.  Yes. 

Mr.  Neville.  Is  that  cotton  that  you  classed,  or  the  committee 
classed,  unspinnable  or  unmerchantable  ? 

Mr.  Barbot.  It  is  not. 

Mr.  Neville.  That  is  all  I  have  to  say  on  this  point,  gentlemen. 

Mr.  Burleson.  I  would  like  to  ask  Mr.  Neville  a  few  questions 
bearing  on  that  proposition. 

TESTIMONY  OF  MB.  HEVULE— Continued. 

Mr.  Neville.  While  I  have  got  Light  here,  I  would  like  to  show  you 

something  I  am  going  to  talk  on.     I  have  finished  talking  on  this 

particular  feature,  and  while  there  is  light  in  the  room  here  I  want  to 

how  you  the  result  of  tests  I  have  had  made  of  these  full  grades  of 

cotton. 

The  Chairman.  Perhaps  you  had  better  do  that  now,  then. 

Mr.  Neville.  The  cotton  does  not  look  here  like  it  does  in  the  open. 
It  shows  more  or  less  defects.  This  cotton  here  [indicating]  is  one 
of  ten  bales  I  marked  good  middling.  New  York  standard,  which  is 
the  only  standard  we  have  in  general  use  to-day.  This  is  a  sample 
below  middling  [indicating],  this  is  low  middling;  and  this  is  a  sample 
of  good,  ordinary  cotton,  the  lowest  deliverable  white  cotton  there  is 
on  any  contract. 

This  cotton  here  [indicating]  is  a  grade  that  some  of  our  mill  friends 
and  some  of  our  manufacturing  friends  want  to  make  the  basis  of  the 
contract  [referring  to  low  middling].  In  ordinary  years  it  does  not 
make  any  difference  whether  we  have  a  low  middling  or  good  ordinary 
contract,  because  if  the  grade  is  not  there  it  does  not  affect  the  kind 
of  cotton  that  the  purcnaser  gets.  But  when  you  have  conditions 
such  as  you  had  them  in  1906  and  1907 — 1906  especially^  which  was 
the  worst  year — ^you  have  got  to  have  a  contract  that  will  take  care 
of  the  crop  that  is  gathered.  I  am  going  to  show  you  that  this  good 
ordinary  cotton  is  a  perfectly  spinnable  grade.  Mr.  Hubbard  and  I 
had  one  of  our  New  England  mill  friends  kind  enough  to  tender  us 
the  use  of  his  milL  and  the  services  of  the  superintendents  of  several 
of  his  rooms.  We  indicated  our  intentions  to  the  Department  of 
Commerce  and  Labor  and  asked  them  to  detail  a  man  to  go  with  us 
and  witness  these  tests.     They  said  they  had  no  one  they  could  give 
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US.  One  thing,  they  didn't  have  the  money;  another  thing,  they 
didn't  have  a  man  who  was  an  expert.  I  then  wrote  the  Census  De- 
partment, the  Bureau  of  Manufactures,  and  asked  them  for  a  man, 
and  they  said  they  didn't  have  anybody.  In  fact,  we  offered  to  pay 
their  expenses,  but  we  could  not  get  anybody.  Mr.  Hubbard  and  1, 
as  best  we  could 

Mr.  Cocks.  Did  you  try  the  Department  of  Agriculture  ? 

Mr.  Neville.  I  did  not,  because,  inasmuch  as  we  were  being 
investigated  by  the  Departrnent  of  Commerce  and  Labor  and  by  the 
Census  Bureau,  I  did  not  think  to  ask  the  Agricultural  Department, 
although  I  am  sorry  now  that  I  did  not  do  so. 

That  was  with  tne  result,  gentlemen,  that  in  putting  this  cotton 
through  the  machinery,  this  is  what  we  got  out  of  it.  This,  gentle- 
men, is  known  as  finished  lap.  That  is  a  bat  of  cotton  that  comes  out 
before  it  goes  into  the  machinery.  It  takes  a  pretty  keen  eye  to  tell 
the  difference  between  that  cotton  and  that  cotton  [indicating]. 

The  Chairman.  Which  came  from  which  ? 

Mr.  Neville.  This  is  the  good  middling,  this  is  the  middling,  this 
is  the  low  middling,  and  this  is  the  good  ordinary  [indicating].  There 
is  a  marked  difference  here  [indicating],  but  it  is  not  as  marked  as 
between  these  [indicating].     The  result  of  those  experiments  was  this: 

Per  cent. 

The  good  middling  lost 9. 65 

The  middling  lost 11.6 

The  low  middling  lost 14. 85 

The  good  ordinary  lost 16. 7a 

In  other  words,  counting  the  gross  weight  of  the  bales  and  weight 
of  the  laps,  there  was  that  much  discrepancy  in  the  weight. 

And  also  this  mill  man  was  kind  enough  to  say:  **I  want  to  see  a 
square  deal;  I  have  used  your  exchange  under  adverse  and  favorable 
conditions,  and  I  want  you  to  have  a  square  deal.  I  spin  all  grades 
of  cotton  from  the  dog  tails  up  to  fair,  and  I  have  got  lc#-grade 
cotton  from  your  exchange,  and  I  can  use  it  all."  He  says:  Not 
only  can  you  get  what  you  are  after,  but  if  you  want  to  take  the  time 
you  can  get  it  to  a  gnat's  heel."  A  gnat's  heel  is  what  we  are  after. 
We  want  a  fair  spinnable  value  on  which  to  determine  differences 
between  grades. 

Those  figures,  gentlemen,  that  we  got  in  a  simple  way  are  to  a  cer-- 
tain  extent  verified  by  German  ana  Alsatian  spinners,  who  are  the 
smartest  spinners  in  the  world.  Spinning  is  in  its  infancy  with  us^ 
conipared  with  what  they  get  out  of  it. 

Here  is  a  letter  addressed  to  the  president  of  our  exchange,  giving 
figures  in  detail.     This  is  from  Germany.     (Reading:) 


10  . 
low 
cent  lose. 

Now,  Mr.  Chairman,  I  want  to  say  that  you  were  the  first  gentle- 
man to  whom  that  information  has  ever  been  divulged.  The  members 
of  our  exchange  are  not  yet  in  possession  of  it.  We  have  a  continua- 
tion and  finishing  of  that  test  yet  to  make,  and  we  are  in  process  of 
making  it  now. 

The  Chairman.  The  idea  of  what  you  say  conveys  to  my  niind 
that  the  grades  you  have  shown  are  spinnable,  the  question  being, 
then,  simply  whether  the  differences  which  your  exchange  fixes  repre- 
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sent  with  some  degree  of  accuracy  the  actual  difference  in  the  values 
of  the  different  grades. 

Mr.  Neville.  To  a  spinner  ? 

The  Chairman.  To  a  spinner. 

Mr.  Neville.  To  the  trade. 

The  Chairman.  And  I  believe  you  answered  this  morning  that 
your  revision  committee  was  not  governed  wholly  by  its  judgment  as 
to  the  spinning  difference  in  the  cotton. 

Mr.  Neville.  No;  Mr.  Chairman,  if  I  stated  that,  I  did  not  under- 
stand the  question  asked  me.  My  contention  has  been  that  our 
revision  committee  on  the  date  that  I  was  questioned  did  base  their 
opinion  on  differences  of  the  spinning  value  between  the  grades. 

The  Chairman.  I  understood  you  to  be  in  disagreement  as  to  the 
systems  on  both  the  exchanges. 
'  Mr.  Neville.  I  am  in  disagreement. 

The  Chairman.  And  I  thought  you  expressed  your  disagreement 
with  the  New  York  system  by  saying  that  in  your  judgment  the 
difference  should  be  determined  wholly  by  the  difference  in  spinning 
value. 

Mr.  Neville.  Yes. 

The  Chairman.  Whereas  the  revison  committee  of  the  New  York 
exchangje  allowed  other  factors  to  come  in  ? 

Mr.  Neville.  I  did  not  understand  you  this  time,  then.  You  are 
correct  there,  yes,  sir. 

The  Chairman.  What  are  those  other  factors  ? 

Mr.  Neville.  Well,  I  don't  know  what  their  line  of  reasoning  was 
at  that  particular  time;  but  they  as  a  rule  appear  to  get  some  idea 
of  the  value  of  those  cottons  South. 

The  Chairman.  Then  their  judgment  is  made  up  of  a  sort  of  com- 
posite of  the  commercial  difference  growing  out  of  the  relation  of 
supply  and  demand  and  the  spinning  difference  ? 

Mr.  ii^EViLLE.  Yes,  sir;  that  influenced  them,  no  doubt. 

The  Chairman.  Since  we  have  entered  upon  that  line,  I  will  ask 
you  a  question  I  should  like  your  opinion  upon  before  we  leave  the 
subject.  I  understood  you  to  say  that  you  are  a  member  of  both 
excnanfi:es  ? 

Mr.  Neville.  Yes,  sir. 

The  Chairman.  Do  you  mind  stating  to  the  committee  upon 
which  exchange  you  get  the  most  satisfactory  results,  so  far  as  those 
results  grow  out  of  the  difference  in  the  valuing  of  the  grades  ? 

Mr.  Neville.  I  would  prefer  not  answering  that  question,  because 
I  can  see  some  of  my  friends  in  New  Orleans  might  take  exception 
to  the  kind  of  criticism  that  I  might  inadvertently  make,  and  I  would 
rather  not  answer  that  question. 

The  Chairman.  I  ask  it  because  there  appears  to  be  quite  a  distinct 
difference  in  the  systems  prevailing  in  the  two  exchanges.  Mr.  Marsh 
remarked  that,  inasmuch  as  these  exchanges  were  in  a  measure  in 
competition  with  each  other,  if  the  New  York  system  was  fatally 
wrong  it  would  have  to  be  changed  to  meet  the  competition,  whereas 
if  in  the  ultimate  judgment  of  the  trade  it  was  right,  it  woula  survive, 
and  it  occurred  to  me  that  a  gentleman  wlio  operated  on  both 
exchanges  could  give  an  opinion  as  to  the  merits  of  the  two  systems. 

Mr.  Neville.  I  will  answer  this.  I  use  the  New  York  exchange 
more  than  I  do  the  New  Orleans  exchange. 
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The  CHAmMAN.  I  do  not  care  to  press  the  matter  any  further. 

I  believe  Mr.  Burleson  desires  to  ask  you  a  couple  of  questions. 

Mr.  Burleson.  You  sav  that  there  have  been  many  unjust  and 
unfounded  charges  made  hy  the  producers  in  the  SoutK  ? 

Mr.  Neville.  I  don't  thmk  I  mentioned  producers  once. 

Mr.  Burleson.  About  the  character  of  the  stock? 

Mr.  Neville.  I  didn't  say  a  word  about  producers. 

Mr.  Burleson.  Who  did  you  say  was  making  the  accusations  ? 

Mr.  Neville.  Well,  I  said  a  great  many  people  who  said  they  rep- 
resented the  producers  made  public  speeches  on  the  subject. 

Mr.  Burleson.  Well,  all  right;  I  will  take  it  that  way.  Do  they 
constitute  the  sole  source  of  complaint  against  the  character  of  stocks 
•  carried  in  New  York  ? 

Mr.  Neville.  Well,  I  will  say;  they  constitute  the  bulk  of  the  com* 
plaint.     The  rest  of  tne  complaints  was  more  or  less  from  soreheads. 

Mr.  Burleson.  Do  you  know  Theophilus  Parsons  ? 

Mr.  Neville.  I  know  of  him. 

Mr.  Burleson.  I  will  ask  you  if  he  is  not  president  of  the  Ark- 
wri§htClub? 

Mr.  Neville.  Yes,  sir;  which  is  the  biggest  mill  organization  there 
is  in  the  world. 

Mr.  Burleson.  You  mean  an  organization  consisting  of  cotton 
consumers?  , 

Mr.  Neville.  An  organization  consisting  of  cotton  manufacturer, 
and  the  biggest,  most  secret,  most  powernil  organization  there  is  in 
the  world.     I  am  glad  jrou  mentioned  him. 

Mr.  Burleson.  All  right.  Let  us  see  about  that.  He  was  the 
president  of  it,  was  he  not  ? 

Mr.  Neville.  Yes. 

Mr.  Burleson.  I  want  to  read  this  to  you  and  see  if  you  agree 
with  the  statements  made  by  Mr.  Theophilus  Parsons,  and  if  you  say 
they  are  not  true  you  are  at  liberty  to  give  the  reasons  why  you 
think  so. 

The  Chairman.  We  can  not  hear  you,  Mr.  Burleson. 

Mr.  Neville.  Before  I  answer  that 

Mr.  Burleson.  I  have  not  propounded  my  question  yet. 

Mr.  Neville.  I  know  what  you  are  going  to  propound.  One 
minute.  Mr.  Chairman^  I  have  got  no  objection  in  the  world  to 
answering  the  letter  which  Mr.  Burleson  is  ffoing  to  quote  me  from 
Mr.  Parsons,  president  of  the  Arkwright  Club,  of  Boston 

Mr.  Burleson.  I  think  I  ought  to  be  permitted  to  propound  my 
inquiry  first.  It  is  rather  unusual,  I  think,  for  the  answer  to  be  given 
before  the  question. 

Mr.  Neville.  It  is  my  ignorance  of  parUamentary  law,  perhaps,  that 
causes  me  to  talk  too  soon. 

Mr.  Burleson.  I  addressed  a  communication  to  Mr.  Parsons  m 
the  early  part  of  1908,  in  which  I  propounded  two  inquiries.  I  will 
read  them: 

Do  you,  in  the  conduct  of  your  business  as  a  cotton  manufacturer,  find  it  necessary 
frequently  to  resort  to  the  future  markets  of  New  York  and  New  Orleans  as  a  means 
of  protecting  yourself  against  unforeseen  fluctuations  in  the  price  of  raw  cotton? 

The  second  inquiry  was: 

Does  the  existing  apparent  disparity  between  the  prices  of  future  contracts  and  the 
price  of  middling  cotton  in  the  South  and  elsewhere  operate  to  the  advantage  or  dis- 
advantage of  the  manufacturer? 


Digitized  by  VjOOQ IC 


320  PREVENTION   OP  DBAUNG  IN  FUTURES. 

He  answered  as  follows: 

In  answer  to  the  first  question,  I  use  the  word  never ,  for  the  reason  that  the  manu- 
facturer, when  he  buys  upland  cotton  in  the  New  York  Cotton  Exchange,  has  no  idea 
whatever  what  he  is  buying.  They  can  tender  a  spinner  straw,  cotton  seed,  or  even 
the  wood  of  the  cotton  plant  mixed  together  at  a  difference  in  price,  the  value  of 
which  price  no  living  man  is  able  to  determine.  By  having  thousands  of  bales  of 
this  material  in  store  in  the  two  large  cities  they  are  able  to  maintain  the  market  in 
such  a  way  that  I  answer  your  fourth  question  that  the  member  of  the  exchange  makes 
his  money  on  so-called  differences.  They  can  manipulate  these  differences  with  the 
stock  of  trash  they  have  on  hand.  Some  years  ago  you  will  find  that  many  mill 
treasurers  in  the  United  States  favored  encouraging  the  future  market,  and  this  was 
quite  right,  for  at  that  time  grades,  such  as  stains,  gm  cuttings,  and  so  forth,  were  not 
permitted  for  differences,  and  the  spinner  could  use  the  cotton  that  was  tendered  to 
nim.  But  like  everything  else  they  have  killed  the  goose  that  laid  the  golden  egg, 
and  have  made  their  rules  such  that  they  can  deliver  trash  which  it  is  impossible  to 
^pin.  This  will  eventually  work  to  their  disadvantage  and  possibly  killtheur  business^ 
and  then  they  will  reform  their  rules. 

Mr.  Neville.  How  do  you  want  me  to  answer  that  question  ? 

Mr.  Burleson.  I  want  to  ask  you  first  whether  there  is  any  truth 
in  the  statements  made  by  Mr.  Parsons  that  I  have  read  to  you  ? 

Mr.  Neville.  Mr.  Burleson  and  Mr.  Chairman,  my  indignation  at  a 
chaise  like  that  from  a  man  who  states  he  never  used  it — ^if  he  never 
used  it,  how  does  he  know  what  he  gets?  If  Mr.  Parsons  was  here 
and  made  that  charge  I  would  say  to  him  what  I  hesitate  to  say  to 
this  committee,  for  decenqy^s  sake.  How  can  a  man  say  he  gets  straw 
where  he  says  ne  never  uses  the  market  ?  That  is  the  way  I  answer 
that  question. 

Mr.  Burleson.  That  is  your  answer?  You  say  he  is  president  of 
the  largest  mill  concern  there  is  ? 

Mr.  Neville.  Largest  organization  of  mills  in  the  world.  He  says 
he  never  used  the  market.  Mr.  Chairman,  I  must  confess  that  if  Mr, 
Burleson  is  going  to  read  such  stuff  as  that,  which  is  absolutely 
incapable  of  proof,  I  think  it  is  a  reflection  on  this  committee,  and 
certainly  I  construe  it  to  be  a  reflection  on  me. 

Mr.  Burleson.  Do  you  know  Mr.  Theophilus  Parsons? 

Mr.  Neville.  I  have  not  had  the  pleasure  of  knowing  him,  and 
don't  want  to  know  him. 

Mr.  Burleson.  He  is  honored  by  being  placed  at  the  head  of  this 
club. 

Mr.  Neville.  That  is  all  right;  but  I  know  what  I  am  talking  about 
when  it  comes  to  grades  of  cotton  in  New  York,  as  I  have  proven  to 
you  to-day. 

Mr.  Burleson.  I  will  read  from  J.  Knox  Smith's  report  at  page 
262.  In  this  connection  one  of  the  lai^est  spot  merchants  in  the  New 
York  market,  who  is  also  a  member  or  the  exchange,  says: 

There  is  no  question  but  that  there  is  a  large  amount  of  that  inferior  cotton  here. 
These  men  who  get  control  of  a  large  amount  of  contracts  and  want  to  weaken  tlie 
market — that  is,  the  spot  brokers — do  not  want  to  handle  and  finance  actual  cotton. 
They  will  throw  a  lot  of  this  stuff  over  which  they  have  got  to  transfer  to  a  different 
month  or  themselves  finance  it.  This  has  been  acting  as  a  club,  and  I  think  it  is  one 
of  the  worst  features  of  the  exchange.  A  combination  will  get  together  a  lot  of  this 
low  grade  cotton,  and  before  notice  day  there  would  be  a  high  market,  and  they  throw 
it  right  on  the  market,  and  of  course  it  would  force  the  market  down,  sometimes  a  half 
a  cent. 

Q.  And  then  they  take  back  their  contract? 

A.  Yes;  and  very  often  at  a  lower  price,  and  thereby  make  what  is  called  a  turn. 
They  might  have  sold  short,  and  they  throw  this  low  cotton  on  the  market  and  lower 
the  price  a  half  a  cent,  and  then  buy  it  in  again. 

Q.  Has  that  been  an  extensive  practice? 

A.  Right  along. 
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Q.  So  that  the  same  cotton  has  been  sold  again  in  this  way  a  great  many  times? 
A.  Without  question. 

Is  that  true  or  false  ? 

Mr.  Neville.  Well,  I  should  say  perhaps  ^  little  of  both ;  about  six 
of  one  and  half  a  dozen  of  the  other. 

Mr.  Burleson.  Half  true  and  half  false  ? 

Mr.  Neville.  That  is  the  best  answer  I  can  give. 

Mr.  Burleson.  What  part  is  false? 

Mr.  Neville.  That  part  he  says  is  true,  and  what  he  says  is  true  is 
false. 

Mr.  Burleson,  That  is  the  answer  you  desire  to  give  on  the  record, 
is  it? 

Mr.  Neville.  I  think  that  is  a  good  answer  to  such  rot  as  that. 

Mr.  Beall.  What  do  you  say  to  a  statement  like  this: 

At  a  meeting  of  the  revision  committee  in  November,  1907,  Dr.  J.  H.  Parker,  presi- 
dent of  the  exchange  and  a  member  of  the  committee,  said  some  of  the  cotton  was 
exceedingly  low  in  grade;  also  that  some  of  the  stock  had  been  on  hand  for  four  years 
and  was  not  taken  out  for  the  reason  that  it  was  of  such  poor  quality  that  it  was  unde- 
sirable at  the  grade  ^'differences"  then  existing. 

Mr.  Neville.  It  may  have  happened.  It  very  often  happens  that 
there  are  lots  of  low-grade  cotton  that  are  perfectly  spinaole  that, 
where  the  supply  exceeds  the  demand,  might  not  be  consumed  before 
a  new  crop  comes  in. 

Mr.  Beall.  That  statement  was  made  by  Dr.  J.  H.  Parker,  presi- 
dent of  the  exchange. 

Mr.  Neville.  I  understand;  I  am  not  controverting  it.  I  am  very 
much  obliged  for  saying  who  it  was  made  the  statement,  because  Mr. 
Burleson  has  not>  been  so  considerate  in  the  questions  that  he  has 
read.     He  has  not  given  the  names  of  the  men  from  whom  he  quoted. 

Mr.  Beall  (reading) : 

Various  grades  of  cotton  certificated  by  the  New  York  Cotton  Exchange  in  the  crop 
years  1890-91  to  1906-7,  inclusive. 

What  is  meant  by  the  word  ''certificated  ?^' 

Mr.  Neville.  That  means  the  cotton  that  has  been  inspected  for 
irregularities,  such  as  unspinable,  gin  cuttings,  straw,  feathers,  and 
what  not.  ''Certificated  signifies  to  the  world  that  that  cotton  has 
been  inspected  and  classed  by  the  classification  committee  of  the 
New  YorK  Cotton  Exchange,  has  been  given  grades,  that  grades  have 
been  specified  in  that  grade  certificate,  and  the  holder  of  that  cer- 
tificate— gentlemen,  I  want  you  to  mark  this — the  holder  of  that 
certificate,  if  he  thinks  that  cotton  is  not  properly  classed,  has  the 
right  under  the  by-laws  to  demand  that  tnat  cotton  be  resampled 
and  re  weighed  and  reclassed,  and  if  there  is  a  difference  in  class  of 
the  reclassed  cotton  and  what  he  paid  for,  the  Cotton  Exchange  is 
responsible  for  such  difference. 

Mr.  Beall.  Am  I  to  understand  that  certificated  cotton  means 
cotton  that  can  be  delivered  upon  the  contracts  ? 

Mr.  Neville.  Yes;  after  it  has  been  classed. 

Mr.  Beall.  This  table  here  shows  grades  of  certified  cotton  in  New 
York  warehouses  on  January  10,  1907.  The  total  was  115,697  bales 
of  certificated  cotton  in  the  warehouses  in  New  York. 

Mr.  Neville.  What  date  is  that  ? 

Mr.  Beall.  January  10,  1907. 

Mr.  Neville.  Yes,  sir. 
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Mr.  Beall.  Of  that  amount,  something  like  3,000  bales  were  of 
middling  grade,  or  above  it  ? 

Mr.  Neville.  Yes,  sir. 

Mr.  Beall.  Six  thousand  bales  strict  low  middling;  17,000  bales 
fully  low  middling;  21,000  bales  low  middling;  19,000  bales  barely- 
low  middling;  11,000  bales  strict  good  ordinary,  and  so  forth  down 
the  line,  getting  down  to  strict  low  middling  tinged,  9,000  bales,  and 
low  midoling  tmged,  6,000  bales. 

Mr.  Neville,   i  es,  sir. 

Mr.  Beall.  That  would  indicate  that  of  the  115,697  bales  all  but 
about  3,000  bales  were  below  the  grade  of  middling? 

Mr.  Neville.  Yes,  sir;  and  that  indicates  more  than  that,  Mr. 
BeaU. 

Mr.  Beall.  I  would  be  glad  for  you  to  state  what  it  does  indicate. 

Mr.  Neville.  I  anticipated  that  question. 

I  have  here  before  me  the  New  York  Cotton  Exchange  market 
report  for  January  10,  1907,  which  shows  that  the  certificates  out- 
standing January  9  were  about  120,329  bales.  But  I  have  taken  the 
class  from  Mr.  Burleson's  speech  delivered  on  February  4,  1907,  and 
if  I  might  read  the  grades  tnat  I  have  taken  from  that  speech  I  would 
like  to  do  so.  He  nad  a  certificate  of  class  received  from  Mr.  John 
Tanner,  who  was  then  chairman  of  the  warehouse  and  delivery  com- 
mittee. 

Mr.  Burleson.  Which  one  ? 

Mr.  Neville.  The  argument  you  made  February  4,  when  you 
asked  for  this  investigation  of  the  exchange. 

Mr.  Burleson.  That  is  when  I  introduced  the  resolution. 

Mr.  Neville.  Yes;  and  submitted  a  statement.    . 

Mr.  Burleson.  I  have  not  that  one  before  me,  but  I  have  this  one 
[indicating]. 

Mr.  Neville.  I  can  not  use  that  one,  because  there  is  a  half  hour's 
figuring  here. 

Mr.  Burleson.  Very  well,  then.  When  Mr.  Neville  gets  through 
with  that  one,  I  will  put  this  one  in  the  record. 

Mr.  Neville.  Mr.  Beall,  that  statement  indicates  to  me  more  than 
you  said,  sir.  From  my  handling  of  the  cotton  business  that  season, 
the  New  York  stock  on  that  day  was  a  very  fair  average  of  the  stock 
of  cotton  existing  in  the  South  for  sale  by  the  planters  and  the  mer- 
chants. That  stock  of  cotton  averaged  low  middling  cotton  on  an 
exact  calculation  based  on  the  differences  existing  in  the  New  Yorik 
market  for  that  day  for  each  grade  above  and  below  middling.  Mr. 
Beall  and  gentlemen,  if  a  thing  does  not  exist,  it  is  hard  to  get,  is  it 
not  ?    Now,  in  all  candor 

Mr.  Beall.  I  do  not  raise  any  question  about  all  this  cotton  exist- 
ing, that  you  could  have  found  those  grades  in  the  South. 

Mr.  Neville.  But  we  have  been  criticised  because  in  that  disas- 
trous year  a  spinner  wanting  to  buy  cotton  could  not  go  to  the  New 
York  market  and  buy  contracts  and  get  strict  middling  cotton. 
We  have  been  criticised  for  that  by  Mr.  Parker 

Mr.  Beall.  Could  he  go  to  the  New  York  market  at  that  time  and 
buy  a  contract  vnih  any  assurance  that  low  middling  would  be  de- 
livered to  him  ? 

Mr.  Neville.  A  spinner  who  wanted  low  middling  at  that  time 
could  have  gone  to  any  man  who  had  a  stock  of  cotton  in  New 
York  and  could  have  bought  a  selection  of  certificates,  the  certifi- 
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cates,  I  dare  say,  not  containing  over  four  grades  of  cotton,  and 
could  have  gotten  an  average  of  any  grade  of  cotton. 

Mr.  Beall.  He  could  not  have  gotton  that  sort  of  cotton  on  the 
New  York  Cotton  Exchange,  could  he  ?  Of  course  you,  as  a  member 
on  the  outside,  could  sell  to  Mr.  Hubbard,  who  might  be  a  spinner 
in  a  particular  grade  of  cotton;  but  if  Mr.  Hubbard  came  onto  the 
floor  of  the  New  York  Cotton  Exchange  and  bought  a  thousand  bales 
of  cotton  from  you,  could  he  have  secured  from  you  under  that  con- 
tract the  deUvery  of  any  particular  class  of  cotton  ? 

Mr.  Neville.  No,  sir.  He  would  have  gotten  exactly  what  he 
bouffht  when  he  went  into  the  market,  when  he  bougnt  it.  He 
would  have  gotten  100  bales  of  cotton  of  practically  50,000  pounds 
weight,  containing  ^ades  deliverable  on  contract  at  so  much  per 
poimd,  based  on  middling,  with  deductions  or  additions  of  grade 
oelow  or  above  middling. 

Mr.  Beall.  And  you  would  have  delivered  to  Mr.  Hubbard,  the 
spinner,  the  quality  of  cotton  that  there  was  at  that  time  the  least 
demand  for,  would  you  not  ?  ,  ' 

Mr.  Neville.  I  can  not  say  I  would.  I  would  in  all  probability 
have  delivered  to  him  some  cotton  which  by  its  storage  aate  on  the 
warehouse  receipt  would  enable  me  to  get  rid  of  storage;  or  I  might 
have  delivered  nim  cotton  that  is  what  we  know  as  an  *^expirer  — 
that  is,  lacking  a  few  days  of  reaching  the  point  where  the  cotton  had 
to  be  re  weighed  and  reclassed  again. 

Mr.  Beall.  How  often  does  that  reclassification  and  reweighing 
have  to  occur  ? 

Mr.  Neville.  Once  a  year. 

Mr.  Beall.  Well,  you  would  in  all  probability  have  delivered  to 
him  the  cotton  that  you  could  have  delivered  to  him  most  advan- 
taeeously  to  yourself  f 

Mr.  Neville.  Most  assuredly  I  would,  sir.  V  hen  he  boyght  it  he 
ought  to  have  known  he  would  get  it  that  way. 

Mr.  Beall.  And  that  would  be  the  class  of  cotton  that  there  was 
the  least  demand  for  ordinarily,  unless  some  of  these  special  reasons 
intervened  t 

Mr.  Neville.  No;  as  much  as  I  would  like  to  answer  that  in  the 
affirmative,  Mr.  Beall,  I  can  not  consistently  do  it.  I  would  have 
given  him  the  cotton  that  suited  me  best  to  give  him. 

Mr.  Beall.  Well,  would  it  not  suit  you  better  to  give  him  the  cot- 
ton that  there  was  the  least  demand  for  ? 

Mr.  ^Neville.  Not  altogether.  I  might  have  had  cotton  in  there 
which  I  knew  a  demand  would  come  for — and  that  was  the  case. 

Mr.  Howel.  Are  all  the  grades  of  cotton  dealt  in  on  the  New  York 
Cotton  Exchange  ? 

Mr.  Neville.  Yes;  every  one  of  them. 

Mr.  Beall.  I  understand  that  when  a  man  buys  on  the  New  York 
Cotton  Exchange  a  hundred  bales,  to  be  delivered  in  October,  say, 
that  you  have  the  right  to  determine  the  particular  grade  of  cotton 
that  you  will  deliver  to  him  ? 

Mr.  Neville.  Yes,  sir. 

Mr.  Beall.  He  has  no  voice  at  all  in  the  matter  ? 

Mr.  Jf  eville.  He  buys  on  a  basis  middling  contract. 

Mr.  Beall.  I  understand ;  but  he  has  no  voice  in  saying  whether  he 
will  take  fair  or  whether  he  will  take  one  of  the  lowest  grades  under 
the  contract  1 
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Mr.  Neville.  He  has  a  voice  in  this  way,  Mr.  Beall. 

Mr.  Beall.  I  mean  after  he  makes  the  contract;  then  the  option 
as  to  the  kind  of  cotton  he  shall  receive  rests  with  you  ? 

Mr.  Neville.  Yes,  except  this  wav:  When  he  buys  that  contract 
from  me  he  knows  he  is  Duyinp  a  basis  of  middhng  contract,  and 
he  knows  the  terms  under  which  he  is  buying  it.  It  frequently 
happens  that  spinners,  buyers,  buy  a  contract  for  a  mill,  and  when 
they  find  who  they  have  bought  that  contract  from  they  go  to  the 
seller  and  say,  '*Ix)ok  here,  old  man;  I  want  a  hundred  bales  of  low 
middhng,*'  or  a  hundred  bales  between  strict  low  middhng  apd  low 
middhng,  "and  if  you  will  give  me  a  selection  of  certificates  I  will 
pav  you  10  points  on." 

Mr.  Beall.  He  pays  a  premium  for  the  right  to  exercise  that  option 
himself? 

Mr.  Neville.  No;  I  didn't  say  that,  and  I  do  not  think  you  can 
infer  that  from  what  I  said. 

Mr.  Beall.  All  right. 

Mr.  Neville.  I  said  he  pdd  a  premium  of  5  or  10  points  for  select- 
ing the  quahty  that  he  wanted. 

Mr.  Beall.  Can  you  explain  the  distinction  between  what  you 
just  said  and  what  I  indicated  ? 

Mr.  Neville.  I  think  the  distinction  is  there;  I  can  not  explain 
anv  more  than  that,  however  much  I  would  hke  to  do  so. 

Mr.  Beall.  I  appreciate  your  accommodating  spirit,  but  still  I 
can  not  see  any  difference  between  my  statement  and  yours.  Well, 
now,  under  that  contract  the  operator  that  sells  the  contract  for 
dehvery  in  October  has  the  option  of  determining  upon  what  day  in 
October  that  dehvery  shall  be  made ;  is  that  true  ? 

Mr.  Neville.  He  has  the  option  of  dehvering  that  cotton  any 
time  during  that  month. 

Mr.  Beall.  There  is  only  one  day  in  October  that  the  buyer  can 
demand  the  delivery  ? 

Mr.  Neville.  Yes^  sir. 

Mr.  Beall.  That  is  the  last  day  of  October  ? 

Mr.  Neville.  Yes,  sir. 

Mr.  Beall.  While  the  seller  has  thirty-one  days  in  which  he  can 
make  that  dehvery  ? 

Mr.  Neville.  He  has  as  many  days  as  there  are  dehvery  days  in 
the  month. 

Mr.  Beall.  While  the  buyer  has  one  day  in  the  month. 

Mr.  Neville.  Mr.  Beall,  that  point  would  be  well  taken  if  the 
buyer  did  not  know  those  conditions  when  he  bought. 

Mr.  Beall.  I  recognize  he  knows  them,  but  I  just  want  to  get  at 
the  terms  of  the  contract.  Now,  you  operate  on  the  exchange.  Do 
you  ever  buy  or  sell  cotton  except  for  the  purpose  of  hedging  spK)t 
transactions  ? 

Mr.  Neville.  No,  sir. 

Mr.  Beall.  You  do  not  ? 

Mr.  Neville.  No,  sir. 

Mr.  Beall.  To  what  extent  does  that  prevail  on  the  exchange, 
such  a  practice  as  is  referred  to,  in  your  judgment? 

Mr.  Neville.  I  think  that  would  be  very  hard  to  answer,  and  I 
must  confess  I  am  not  competent  to  answer  it. 

Mr.  Beall.  In  your  judgment  there  are  operators  on  the  New 
York  Cotton  Exchange  who  buy  and  sell  not  for  the  purpose  of  pro- 
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tecting  any  ^ot  transaction  and  really  not  for  the  purpose  of  deliver- 
ing cotton  and  receiving  cotton;  is  it  your  judgment  that  there  are 
such  transactions  on  the  exchange  ? 

Mr.  Neville.  There  may  be. 

Mr.  Beall.  Is  it  not  your  judgment  that  there  are  existing  such 
conditions,  not  simplv  a  possibihty,  but  is  it  not  yoxir  opinion  that 
that  condition  exists  ? 

Mr.  Neville.  I  dare  say  such  conditions  do  exist;  naturally,  in 
the  nature  of  the  business,  they  would  exist;  but  what  proportion 
they  are  I  am  unable  to  say. 

Mr.  Beall.  You  can  not  state  the  proportion,  but  you  are  satisfied 
that  such  a  practice  does  prevail  on  the  exchange  ? 

Mr.  Neville.  I  have  said  it  doubtless  happens;  yes. 

Mr.  Be'all.  Do  the  operations  of  that  kind,  in  yoxir  judgment, 
have  a  tendency  to  affect  the  price  of  spot  cotton  ? 

Mr.  Neville.  I  should  think,  Mr.  Beall,  that  would  depend  very 
much  on  the  nature  of  the  scalper.  If  it  was  a  selling  scalper  it  would 
affect  it  temporarily,  or  if  it  was  a  buying  scalper  it  would  affect  it 
temporarily.  Then  in  the  long  run  it  doesn^t  make  much  differ- 
ence  

Mr.  Beall.  No,  it  doesn't  make  any  difference  whether  he  is  a 
selling  scalper  or  a  buying  scalper;  it  doesn't  make  any  difference  as 
to  the  character  of  the  scalper. 

Mr.  Neville.  I  do  not  tnink  it  makes  any  difference  one  way  or 
the  other. 

Mr.  Beall.  You  do  not  think  it  affects  the  market  very  much  ? 

Mr.  Neville.  No,  sir. 

Mr.  Beall.  Do  you  think  that  is  a  good  practice  to  prevail  on  the 
New  York  Cotton  Ejcchange  ? 

Mr.  Neville.  I  do  not  tnink  it  is  a  bad  one. 

Mr.  Beall.  Do  you  think  it  is  a  good  one? 

Mr.  Neville,  i  ©s  :  I  think  that  anything  that  creates  a  demand 
for  cotton  is  good.    There  must  be  a  demand  where  there  is  a  sale. 

Mr.  Beall.  That  feature  of  the  New  York  Cotton  Exchange  meets 
your  approval  ? 

Mr.  Neville.  Yes^  sir. 

Mr.  Beall.  That  is  the  basis  of  a  great  deal  of  criticism  of  your 
cotton  exchange. 

Mr.  Neville.  I  don't  know.  There  seems  to  be  so  much  criticism 
it  is  pretty  hard  to  find  what  people  do  want. 

Mr.  Beall.  Well,  you  think  that  if  that  is  the  basis  that  even  that 
is  not  a  just  matter  of  complaint  against  the  exchange? 

Mr.  Neville.  I  am  not  a  censor  of  morals  and  I  would  Uke  to 
answer  that  question,  but  that  *'even  that"  in  there  is  pretty  hard 
for  me  to  get  at. 

Mr.  Beall.  I  will  ask  you  this.  If  there  is  anything  connected 
with  the  New  York  Cotton  Exchange  that  you  do  not  approve  of. 

Mr.  Neville.  That  is  a  pretty  hard  question  to  answer,  sir.  I 
would  have  to  be  a  wizard  to  answer  that. 

Mr.  Beall.  Well,  have  you  even  seen  any  practices  there  that  you 
think  ought  not  to  prevail  ? 

Mr.  Neville.  No,  I  must  confess  I  don't  think  I  have. 

Mr.  Beall.  So  far  as  you  can  tell,  after  an  experience  of  a  good 
many  years  on  the  cotton  exchange 
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Mr.  Neville.  You  are  assuming  that  I  am  on  the  cotton  exchange 
all  the  time,  and  I  am  not. 

Mr.  Beall.  Well,  as  a  member  of  the  New  York  Cotton  Exchange, 
after  all  these  years  as  a  member  of  the  exchange,  you  can  not  cite 
us  to  anything  connected  with  the  operation  of  that  exchange  that 
you  think  should  be  remedied  ? 

Mr.  Neville.  You  bet  I  can! 

Mr.  Beall.  I  want  you  to  cit«  me  one*  thing  connected  with  the 
operation  of  the  exchange  that  vou  think  should  be  remedied. 

Mr.  Neville.  Do  you  surely  ? 

Mr.  Beall.  Yes;  1  am  anxious  now  to  see  some  specific  practice 
that  prevails  on  the  cotton  exchange  that  you  think  should  oe  rem- 
edied. 

Mr.  Neville.  No;  you  didn't  say  tnat. 

Mr.  Beall.  Well,  you  can  answer  the  question. 

Mr.  Neville.  You  asked  me  if  there  was  anything  in  my  experi- 
ence, anything  in  the  cotton  exchange  that  I  thought  desirable  to 
change,  and  1  am  going  to  answer  that  question. 

Mr.  Beall.  Very  well,  answer  that  question. 

Mr.  Neville.  Just  what  I  told  you,  gentlemen,  in  regard  to  the 
fixing  of  difference  between  grades. 

Mr.  Beall.  You  have  told  that.     Is  there  anything  else  ? 

Mr.  Neville.  That  is  all  I  know. 

Mr.  Beall.  That  is  the  only  correction  you  would  make  in  the 
rules  or  practices  of  the  exchange  ? 

Mr.  Neville.  Yes,  sir;  so  far  as  I  can  recall  now. 

Mr.  Beall.  With  that  one  change,  in  your  judgment,  the  system 
would  be  as  perfect  as  possible  for  fallible  mortals  to  make  1 

Mr.  Neville.  Well,  I  think  so,  sir.  I  don't  think  I  have  misstated 
it,  either. 

Mr.  Beall.  Do  you  agree  with  Mr.  Marsh,  that  upon  a  declining 
market  the  risk  of  the  cotton  trade  falls  upon  the  producer^  but  that 
on  an  advancing  market  the  risk  of  a  cotton  trade  is  distributed 
throughout  the  world  and  falls  upon  the  consumer  1 

Mr.  Neville.  Mr.  Beall,  I  am  not  much  of  a  political  economist. 

Mr.  Beall.  And  I  am  not,  either,  and  so  I  am  asking  for  informa- 
tion. 

Mr.  Neville.  And  I  must  confess  I  have  not  looked  at  that  phase 
of  the  subject. 

Mr.  Lever.  I  would  like  to  inquire  a  little  about  this  scalping 
business. 

Mr.  Neville.  I  thought  you  were  through  an  hour  ago;  you  said 
you  only  had  one  question. 

Mr.  Lever.  How  do  they  differ  from  the  ordinary  transactions 

Mr.  Neville.  There  is  no  difference. 

Mr.  Lever.  DeUvery  is  intended  all  the  way  through  ? 

Mr.  Nevh.le.  Abvsolutely  all  the  way  through,  and  they  take  it,  too. 

Mr.  Lever.  They  take  it? 

Mr.  Neville.  Yes. 

Mr.  Beall.  I  want  to  ask  you  a  question  which  you  need  not  an- 
swer if  you  do  not  want  to,  because  it  is  with  reference  to  your  own 
dealings.  What  is  the  largest  amount  of  cotton,  that  you  have  ever 
bought  upon  the  New  York  Cotton  Exchange  in  any  one  transaction  ? 

Mr.  Neville.  Twenty-five  thousand  bales. 
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Mr.  Beall.  What  is  the  largest  amount  of  actual  cotton  that  has 
ever  been  delivered  to  you  on  the  New  York  Cotton  Exchange  ? 

Mr.  Neville.  Eighty-two  thousand  bales. 

Mr.  Beall.  Twenty-five  thousand  bales  is  the  largest  amoimt  you 
have  ever  bought  ancl  82,000  bales  is  the  largest  amount  that  has  ever 
been  delivereato  you. 

Mr.  Neville,  i  es,  sir;  and  I  paid  for  it  in  one  day,  took  it  up  and 
paid  for  it  in  one  day. 

Mr.  Sims.  I  would  like  to  ask  you  a  little  further,  continuing  the 
subject  that  I  was  asking  vou  aoout  this  morning.  I  asked  you 
about  the  possibility  of  sellmg  cotton  at  this  time,  say  in  February, 
to  be  delivered  in  Ofctober  or  December,  and  the  basis  of  such  a  safe, 
and  instead  of  answering  the  question  directly  you  detailed  a  transac- 
tion you  had  with  a  spinner  m  South  Carolma  and  stated  that  you 
bought  for  that  spinner  October  futures. 

Mr.  Neville.  Yes,  sir. 

Mr.  Sims.  Who  sold  you  those  futures — a  member  of  the  cotton 
exchange  ? 

Mr.  Neville.  Yes,  sir. 

Mr.  Sims.  How  did  he  get  those  futures  ? 

Mr.  Neville.  I  told  you  the  only  way  I  could 

Mr.  Sims.  Who  supplied  them  ? 

Mr.  Neville.  I  don't  know  who  supplied  them  and  I  don't  want  to 
know.  A11*I  know  is  that  that  merchant  on  the  exchange,  or  mer- 
chants on  the  exchange,  had  enough  cotton  to  sell  at  that  price. 

Mr.  Sims.  You  mean  October  cotton 

Mr.  Neville.  Yes;  had  enough  October  cotton  to  sell  at  that  price 
to  satisfy  my  spinner's  demand. 

Mr.  Sims.  Did  the  cotton  exchange  member  that  sold  you  25,000 
bales  have  a  way  to  hedge  against  a  possible  loss  on  the  selling  side  of 
that  contract  ? 

Mr.  Neville.  Mr.  Sims,  you  are  assuming  those  merchants  do  that 
selling  for  their  own  account.  Now,  what  was  in  the  minds  of  the  cus- 
tomers for  whom  they  sold  I  don't  think  anybody  can  tell. 

Mr.  Sims.  Was  it  not  impossible  for  the  sellers  of  that  October  cot- 
ton to  you  to  have  any  hedge  or  anything  in  the  nature  of  a  hedge  on 
the  New  York  Cotton  Exchange  ? 

Mr.  Neville.  No,  sir. 

Mr.  Sims.  If  they  had  actual  cotton  they  could  deliver  ? 

Mr.  Neville.  No,  sir. 

Mr.  Sims.  Then  persons  in  order  to  hedge,  it  is  necessary  that  some- 
body through  the  cotton  exchange  has  to  take  a  pure,  speculative, 
unhedged  risk  ? 

Mr.  Neville.  Not  necessarily.  It  might  have  been  the  reverse  of 
that. 

Mr.  Sims.  In  October  ? 

Mr.  Neville.  Yes;  except  that  I  will  take  June  instead  of  your 
February. 

Mr.  Sims.  But  I  am  taking  October  for  next  year. 

Mr.  Neville.  I  will  say  June,  1910,  and  October,  1910.  I  will 
take  that — except  that  this  really  happened  in  1907.  Another  South 
Carolina  spinner 

Mr.  Sims.  Can  you  not  answer  without  giving  a  long  detailed 
transaction  ? 
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Mr.  Neville.  I  can  not  do  it;  the  best  way  to  answer  a  question  of 
yours  is  to  give  an  actual  happening. 

Mr.  Sims.  They  complain  when  1  ask  questions  that  it  takes  so 


long- 
Mr. 


Neville.  I  can  not  answer  always  flatly;  I  have  to  give  some 
explanation  when  you  ask  your  questions.  Another  South  Carolina 
spinner,  well  known  to  Mr.  Lever,  came  to  me  in  my  office  and  said, 
''^Neville,  I  am  up  against  it.''  I  said,  "What's  the  matter?"  He 
says,  **IVe  got  8,000  bales  of  spot  cotton  on  hand.  I  have  the 
equivalent  of  4,000  bales  of  manufactured  goods  on  hand,  which  I  can 
not  sell  without  a  loss."  He  manufactures  gingham.  He  says, 
**The  gingham  market  is  such  that  if  I  accept  the  price  I  can  sell  my 
gingham  1  will  lose  money.  But  I  know  this,"  he  said,  **  this  depres- 
sion will  pass  over. ' '  I  said,  *  *  There  is  not  a  thing  for  you  to  do  except 
to  sell  12,000  bales  of  October  contracts  ahead  against  your  manu- 
factured goods  unsold  and  gainst  your  cotton  unsold."  He  says, 
"All  right,  sell  them."  And  I  sold  tnem  for  him.  And  now,  I  don't 
say  that  it  did  happen,  but  that  thing  might  have  happened  when  I 
bought  that  25,000  bales.     That  is  my  answer  to  that  question. 

Mr.  Sims.  Do  you  imagine  that  all  cotton  sold  through  members, 
not  by  them  on  future  months,  even  into  another  year,  grew  out  of 
just  such  conditions  as  that  ? 

Mr.  Neville.  I  did  not  say  that. 

Mr.  Sims.  I  know  you  did  not,  and  that  is  why  I  am  trying  to  get 
you  to  the  point.  I  will  ask  you  if  it  is  not  a  fact  there  are  a  vast 
number  of  contracts  sold  by  persons  who  are  not  hedging  and  have  no 
cotton  or  cotton  goods  or  any  other  existing  element  of  cotton  value 
to  discharge  that  contract? 

Mr.  Neville.  Nothing  would  please  me  better  than  to  give  you  a 
flat  answer.  Yes,  but  I  can  not  do  it  truthfully. 

Mr.  Sims.  I  want  you  to  answer  truthfully,  or  course. 

Mr.  Neville.  I  am  trying  to  do  so.  1  have  told  you  that  some 
of  it  may  have  been  purely  speculative. 

Mr.  Sims.  Just  another  question  and  I  have  done.  Is  it  possible 
to  operate  the  New  York  Cotton  Exchange  as  a  hedge  to  actual 
dealers  like  yourself  with  speculative  transactions  eliminated  ? 

Mr.  Neville.  How  are  you  going  to  eliminate  speculation  ? 

Mr.  Sims.  I  say.  would  it  be  possible  to  operate  it  if  all  that  kind  of 
transaction  was  eliminated,  if  it  could  be  done  ? 

Mr.  Neville.  That  is  a  question  I  have  never  given  much  thought 
to.  I  am  not  on  the  exchange  a  great  deal,  anawith  the  exception 
now  and  then  of  a  sporadic  season,  such  as  this  year,  there  is  not  any 
excessive  speculation;  and  right  on  that  point,  if  I  may  be  per- 
mitted, Mr.  Chairman,  I  would  like  to  rive  you  a  little  r&um6.  If 
the  cotton  producer  this  year  should  nave  sold  his  cotton  to  the 
manufacturer  on  the  basis  of  what  the  manufacturer  said  it  was 
worth  to  him  in  finished  goods,  he  would  not  have  gotten  10^  cents 
for  the  crop.  Last  year,  owing  to  your  big  crop,  14,000,000  bales, 
practically—  a  year  ago  everybody  was  as  blue  as  indigo  and  cross 
and  craboed  because  cotton  was  selling  around  9^  cente  and  going 
to  7i  certain,  and  perhaps  7  cents.  Speculators  thought  it  was 
cheap,  owing  to  the  imfavorable  weather  conditions  in  Texas,  and 
bouMit  it;  and  they  bought  it  and  bought  it  and  bought  it,  with  the 
result  that  the  farmer  has  marketed  his  cotton  this  year  on  an  aver- 
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age  of  better  than  13^  cents,  I  believe.  I  think  that  would  be  about 
the  average  price. 

Mr.  Sims.  I  say  frankly  that  I  think  speculation  on  this  past  crop 
has  been  a  great  ooon  to  the  grower. 

Mr.  Neville.  Now,  how  to  eliminate  speculation  is  something  that 
is  too  much  for  me. 

Mr.  Sims.  We  do  not  want  to  eliminate  investment  speculation,  but 
investments  by  monopoly  and  up-and-down  contracts  and  manipu- 
lation for  making  a  man  turn  loose  his  margin 

Mr.  Neville.  Mr.  Sims,  I  am  perfectly  astounded  to  hear  so 
much  of  that  from  thinking  men  since  I  nave  been  in  this  room. 
I  am  perfectly  astoimded  to  preusume  that  a  set  of  reputable  mer- 
chants could  and  would,  would  if  they  could  do  it,  get  together  to 
shake  out  such  as  you  describe 

Mr.  Sims.  I  accept  every  word  you  say,  that  you  do  not  do  that 
sort  of  thing;  but  men  who  operate  through  you,  called  great  opera- 
tors, manipulators,  do  that  sort  of  thing. 

Mr.  Neville.  I  beg  to  differ 

Mr.  Sims.  What  do  you  mean  when  you  say  '*  running  a  bull  cam- 
paign?" 

Mr.  Neville.  That  is  newspaper  talk;  I  don't  know  what  it 
means. 

Mr.  Sims.  And  when  you  say  the  ''Brown  &  Hayne  campaign," 
what  do  you  mean  ? 

Mr.  Neville.  I  don't  know 

Mr.  Sims.  I  know  what  they  mean;  at  least  I  know  what  they 
.  claim.     They  are  "out  for  the  goods,"  as  they  say. 

Mr.  Neville.  If  you  know,  you  know  more  than  I  do. 

Mr.  Sims.  What  do  you  mean  bv  "shaking  out  the  shorts?" 

Mr.  Neville.  I  don't  know.  It  seems  to  me  the  proper  expres- 
sion would  be  "poke  up  the  shorts"  and  "shake  out  tne  longs." 

Mr.  Heflin.  Whv  do  you  limit  the  number  of  members  pf  the 
New  York  Cotton  Exchange  ? 

Mr.  Neville.  I  don't  know;  I  could  not  answer  that. 

Mr.  Heflin.  Do  you  know  how  many  members  of  the  New  York 
Cotton  Exchange  live  in  the  cotton  belt  ? 

Mr.  Neville.  I  could  not  say. 

Mr.  Heflin.  Mr.  Marsh,  who  is  vice-president  of  the  exchange, 
said  in  a  speech  in  New  York  two  or  three  years  ago,  ** All  of  the 
arteries  of  the  cotton  world  lead  not  merely  to  New  York,  but  to 
the  very  floor  of  the  Cotton  Exchange."     Do  you  think  that  is  true? 

Mr.  Neville.  Yes,  sir. 

Mr.  Heflin.  Now,  then,  if  the  New  York  Cotton  Exchange  is 
80  powerful  in  the  cotton  world,  don't  you  think  the  number  of 
members  of  that  exchange,  if  it  is  going  to  exist  at  all,  should  be 
unlimited,  so  that  from  time  to  time  new  men  from  different  sec- 
tions of  the  country  could  buy  seats  on  the  exchange,  and  in  that  way 
aU  sections  of  the  country  could  be  represented  ? 

Mr.  Neville.  I  have  never  known  of  a  man  who  applied  for  mem- 
bership, if  he  had  the  price,  that  did  not  get  it. 

Mr.  Heflin.  But  it  is  limited,  so  you  can  not  have  over  450  mem- 
bers. 

Mr.  Neville.  That  is  true. 
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Mr.  Heflin.  I  have  seen  the  statement  that  only  30  or  40  members 
belongmg  to  that  exchange  live  in  the  South. 

Mr.  Neville.  I  could  not  answer  that. 

Mr  Heflin.  Are  there  any  foreigners  who  are  miembers  of  the 
exchange  ? 

Mr.  ^Neville.  Yes,  sir. 

Mr.  Heflin.  Do  you  belong  to  the  Liverpool  Exchange  ? 

Mr.  Neville.  Yes,  sir. 

Mr.  Heflin.  Does  Mr.  Marsh  belong  to  the  Liverpool  Cotton 
Exchange  ? 

Mr.  Neville.  Ye^,  sir. 

Mr.  Heflin.  Do6s  Mr.  Hubbard  belong  to  the  Liverpool  Exchange  ? 

Mr.  Neville.  I  presume  so. 

Mr.  Heflin.  You  said  this  morning  that  the  Liverpool  Exchange 
was  run  by  the  spinners  of  England,  or  in  their  interests. 

Mr.  Neville.  Yes. 

Mr.  Heflin.  And  how  many  foreign  members  belong  to  your 
exchange  ? 

Mr.  Neville.  I  could  not  &nswer  that. 

Mr.  Heflin.  Who  is  there  here  who  can  answer  that?  (After  a 
pause.)     I  beUeve  those  are  all  the  questions  I  have  to  ask. 

Mr.  Hubbard.  I  do  not  think  Mr.  Neville  brought  out  the  fact 
that  the  associate  members  have  no  vote  in  the  Liverpool  Exchange, 
and  that  no  member  can  be  an  active  member  or  the  Liverpool 
Exchange  unless  he  resides  in  England.  They  elect  associate  mem- 
bers, however,  who  have  no  vote. 

Mr.  Heflin.  I  think  Mr.  Cone  said  he  belonged  to  every  exchange 
in  the  world. 

Mr.  Neville.  He  said  he  was  an  associate  member  of  the  Liver- 
pool Exchange. 

Mr.  Heflin.  My  recoHlection  is  that  he  said  he  was  a  member  of 
every  exchange. 

Mr.  Hubbard.  He  could  not  have  been  a  full  member  of  the  Liver- 
pool Exchange. 

Mr.  Brooks.  I  have  never  heard  it  mentioned  in  the  discussion, 
and  I  want  to  ask  this:  Do  you  consider  that  a  forfeiture  of  mai^in 
is  in  any  sense  a  payment  of  damage  for  a  noncompliance  with  a 
contract  ? 

Mr.  Neville.  It  seems  to  me  that  there  is  a  legal  question  in- 
volved that  I  am  not  competent  to  answer. 

Mr.  Brooks.  You  would  not  care  to  commit  yourself  on  that  point  I 

Mr.  Neville.  I  don^t  know  anything  about  it.  That  is  a  matter 
for  a  lawyer. 

Mr.  Brooks.  Well,  do  you  think  it  possible  to  gamble  on  the 
exchange  ? 

Mr.  Neville.  That  requires  a  scholastic  definition  of  the  word 
'* gamble, '^  which  I  am  not  prepared  to  give. 

Mr.  Brooks.  You  do  not  know,  then,  whether  you  think  it  is 
gambling  or  not  to  deal  in  margin  certificates  purely  f 

Mr.  Neville.  No;  I  don't  think  it  is  gamblmg. 

Mr.  Brooks.  You  think  gambling  is  immoral  as  a  general  proposi- 
tion, do  you  not  ? 

Mr.  Neville.  It  depends  altogether  on  how  you  play  it  and  who 
plays  it.  I  have  known  people  who  sat  down  to  a  10-cent  game  who 
didn't  regard  it  as  gambling. 
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Mr.  Brooks.  Well,  who  is  to  blame  if  gambling  is  done — the  ex- 
change or  the  people  who  patronize  it  ? 

Mr.  Neville.  I  think  tne  people  who  patronize  it  for  gambling 
^  purooses  should  have  a  guardian  appointea  for  them. 

Mr.  Brooks.  And  you  think  the  punishment  should  be  placed  on 
the  victim  and  not  on  the  tempter  ? 

Mr.  Neville.  The  tempter?  That  is  the  weakest  admission; 
honestly,  I  am  suq)rised  at  that. 

Mr.  Brooks.  That  logic  carried  out  would  punish  the  unfortu- 
nates instead  of  the  one  that  got  them  into  trouble. 

Mr.  Neville.  Now,  Mr.  Brooks 

The  Chairman.  Let  us  not  enter  into  speculative  philosophy. 

Mr.  Brooks.  Well,  I  think  it  has  been  contended  nere  that  some- 
times an  investment  in  a  cotton  contract  on  the  exchange  results  in 
profit  to  one  and  in  loss  to  the  other;  and  at  other  times  it  results  in 
profit  to  one  without  necessarily  the  other  party's  losing.  Is  that 
the  way  you  understand  it  ? 

Mr.  Neville.  Mr.  Brooks,  I  can  conceive  where  a  person  would 
have  a  venture,  as  you  call  it,  where  he  would  lose  money,  and  I 
can  also  see  where  he  would  not  lose  money.  For  instance,  I  know 
a  planter  that  did  not  want  to  carry  his  cotton;  he  thought  cotton 
was  going  up.  He  sold  his  spot  cotton  at  a  price  and  got  his  money, 
and  he  bou^nt  200  bales  of  futures  to  carry  for  the  advance  instead  of 
carrying  his  spot  cotton,  which  cost  him  interest,  insurance,  and 
storage.  The  market  went  down  and  he  lost  the  money.  He  would 
have  lost  it  on  his  spot  cotton,  too.  Consequently  ne  didn't  lose 
anv  money. 

Mr.  Brooks.  The  point  I  want  to  get  at  is  this:  There  are  two 
kinds  of  results.  One  is  that  one's  profit  is  the  other's  loss;  and  the 
other  is  that  one's  profit  is  not  the  other's  loss. 

Mr.  Neville.  I  can  not  distinguish  those  two. 

Mr.  Brooks.  You  do  not  see  that  far  through  the  proposition, 
then.  I  was  goinff  to  ask  if  the  case  where  one's  profit  was  not  the 
other's  loss  could  be  designated  as  a  case  of  unearned  increment  ? 

The  Chairman.  Pardon  me,  Mr.  Brooks,  but  I  do  not  beUeve  we 
can  go  into  that.  It  hardlv  has  a  bearing  on  the  question  immediately 
before  the  committee,  and  it  is  too  much  a  matter  of  speculation. 

Mr.  Brooks.  All  right.  I  want  to  ask  one  more  question  and  then 
I  will  be  through. 

You  do  not  £iow  what  per  cent  of  the  80  per  cent  that  the  members 
of  your  exchange  handle  of  the  cottdn  crop  of  the  United  States  is 
handled  on  the  floor  of  the  exchange,  do  you  ? 

Mr.  Neville.  Do  you  mean  the  physical  handling? 

Mr.  Brooks.  Yes. 

Mr.  Neville.  Not  a  bale  of  it.  I  think  I  am  fair  in  stating  that. 
The  proportion,  Mr.  Brooks,  that  the  members  handle  would  be  very 
hard  to  determine,  for  this  reason:  In  the  active  season — that  is,  when 
the  crop  is  being  marketed  actively,  when  a  merchant  has  sales  on 
on  his  books  and  is  buying  his  cotton  to  apply  against  those  sales, 
he  sometimes — but  not  very  often — is  able  to  make  further  sales  as 
he  is  buying  his  spot  cotton.  Consequently,  there  are  no  hedge 
transactions  for  purchase  against  the  cotton  he  buys  that  day  if 
he  sells  as  much  as  he  buys. 

Mr.  Brooks.  I  don't  think  that  is  just  what  I  want  to  bring  out. 
I  just  want  to  know  this:  Of  the  spot  cotton   transactions  your 
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members  handle — ^you  say  80  per  cent  of  the  cotton  crop  of  the 
United  States — what  per  cent  b  nandled  on  the  floor  of  the  exchange 
and  delivered  on  contracts  ? 

Mr.  Neville.  Now  I  catch  what  you  are  after.  You  did  not  put 
in  the  last  part  of  it  in  your  first  query.  Well,  that  is  very  hard  to 
answer,  simply  because  while  the  cotton  is  hedged  by  the  members 
of  the  cotton  exchange  the  actual  delivery  of  that  cotton  very  often 
is  unnecessary.     But  roughly  speaking 

Mr.  Sims.  State  in  answer  to  his  question  how  much  certificated 
cotton  goes  through  the  exchange. 

Mr.  Neville.  I  was  ffoing  to  give  the  amount  delivered  on  con- 
tracts in  one  year.     In  the  season  of  1908-9  there  were  506,800  bales. 

Mr.  Brooks.  And  you  handled  80  per  cent  of  that? 

Mr.  Neville.  Yes.  That  was  actual  physical  delivery  through  the 
exchange. 

Mr.  Burleson.  You  do  not  mean  to  say  that  there  were  that  many 
bales? 

Mr.  Neville.  Yes. 

Mr.  Burleson.  Is  it  not  a  fact  that  the  same  certificate  is  tendered 
and  retendered  time  and  again  sometimes  ? 

Mr.  Neville.  Sometimes,  yes. 

Mr.  Burleson.  And  does  not  that  enter  into  the  number  of  bales  ? 

Mr.  Neville.  Partly  it  does. 

Mr.  Burleson.  Then,  as  a  matter  of  fact,  there  were  not  500,000 
bales? 

Mr.  Neville.  Yes;  five  hundred  thousand  odd  bales  on  contract. 

Mr.  Burleson.  It  may  be  noted  that  these  tenders  of  cotton  at 
New  York  unquestionably  mean  that  a  considerable  amount  of  cotton 
was  tendered  again  and  again,  since  for  several  years  the  total  tenders 
have  greatly  exceeded  the  total  amount  of  cotton  certificated. 

Mr.  Neville.  But  I  answered  the  question  that  he  asked. 

Mr.  Burleson.  But  you  do  not  mean  that  it  means  500,000  bales 
of  cotton  ? 

Mr.  Neville.  I  do  not  mean  to  say  500,000  bales  certificated, 
and  I  did  not  say  that. 

Mr.  Sims.  Then  please  answer  that  as  though  that  were  the  ques- 
tion. How  many  Dales  came  in  and  went  out  as  individual  bales, 
not  tendered  and  retendered  receipts,  not  that  went  through  the  port 
of  New  York,  but  inspected  in  the  warehouses. 

Mr.  Neville.  I  understand.  I  would  say,  roughly  speaking,  gen- 
tlemen, two-thirds  of  it.     That  is  only  approximate. 

Mr.  Howell.  Is  classification  of  cotton  on  the  Liverpool  and 
European  markets  substantially  the  same  as  it  is  in  New  York  ? 

Mr.  Neville.  Not  grade  name  for  grade  name,  sir,  as  I  explained. 

Mr.  Howell.  Is  there  any  arbitrary  difference  ? 

Mr.  Neville.  No  arbitrary  difference. 

Mr.  Howell  (continuing).  Fixed  between  the  different  grades? 

Mr.  Neville.  No,  sir. 

Mr.  Howell.  What  does  it  cost  to  carry  a  bale  of  cotton  a  year  in 
New  York,  not  counting  interest?  Just  take  the  storage  and  in- 
surance. 

Mr.  Neville.  Taking  the  storage  and  insurance  without  the  in- 
terest ? 

Mr.  Howell.  Yes. 
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Mr.  Neville.  Of  course  the  insurance  would  be'  regulated  a  good 
deal  by  the  price. 

Mr.  Howell.  What  does  it  cost  to  carry  a  bale  ? 

Mr.  Neville.  The  average  cost  per  year  in  New  York  for  insurance 
is  from  35  cents  per  $100  of  value,  which  is  the  lowest  insurance,  up 
to  the  highest,  the  h^hest  insurance  being  about  $1.20  per  $100  per 
anniun.     The  storage  is  15  cents  a  month. 

Mr.  Mendelbaum.  Twenty  cents  a  month  now. 

Mr.  Neville.  Twenty  cents  a  month,  then. 

Mr.  Howell.  What  is  the  chief  advantage  of  a  dealer  in  cotton, 
engaged  in  what  has  been  called  a  subsidiary  capacity,  being  a  member 
of  the  New  York  Cotton  Exchange  ? 

Mr.  Neville.  One  very  great  advantage  is  that  it  enables  him  to 
keep  in  touch  with  -any  cotton  information  the  world  over,  the  sup- 
pUes  of  cotton  of  different  growths. 

Mr.  Howell.  Is  not  that  public  ? 

Mr.  Neville.  The  public  as  a  rule  does  not  get  that  information 
until  the  next  morning,  because  they  are  not  on  hand  to  get  it  when 
it  is  posted  in  the  cotton  exchange.  Then  another  thing  is  the  value 
of  membership  in  the  way  of 'meeting  members  and  discussing  any- 
thing of  interest-  For  instance,  if  a  man  says,  ^*I  hear  the  spinning 
trade  in  Germany  is  better,"  we  know  that  quicker  than  anybody  else. 

Mr.  Howell.  You  send  that  information  out  to  your  thousands  of 
customers  in  your  market  letter,  do  you  not  ? 

Mr.  Neville.  Yes,  but  it  is  old  when  it  gets  to  thejp,  even  though 
we  get  it  to  them  as  soon  as  we  can.  When  they  get  it  it  is  old  as  far 
as  we  are  concerned. 

The  Chaibman.  Are  there  any  other  phases  of  this  question  that 
you  desire  to  touch  upon  ? 

Mr.  Neville.  There  is  one  other  phase,  Mr.  Chairman,  that  I  was 
hoping  some  of  the  gentlemen  would  ask  me  about. 

I  stated  this  morning  that  owing  to  the  advantages  of  the  cotton 
contract  market,  which  is  commomy  known  as  trading  in  futures,  a 
merchant  is  able  to  buy  cotton  freely  from  producers  when  they  want 
to  sell  and  at  a  time  wnen  manufacturers  do  not  want  to  buy.  I  can 
best  illustrate  that,  without  wanting  to  appear  personal  to  the  com- 
mittee, by  stating  that  to-day  we  are  carrying  in  South  Carolina  and 
in  Texas  thousands  of  bales  of  cotton  that  we  have  paid  the  farmers 
from  14^  cents  to  15^  cents  a  poimd  for  when  there  was  not  a  mill 
man  in  this  coimtry  or  Europe  who  would  bid  over  13^  cents  a  poimd 
for  it. 

The  Chairman.  What  would  you  have  paid  for  that  cotton  if 
there  had  been  no  future  market  ? 

Mr.  Neville.  About  13  cents. 

Mr.  Lever.  That  happened  this  year.  Does  that  ordinarily 
happen  ? 

Mr.  Neville.  It  happens  every  year,  except  in  not  as  i^gravated 
a  fashion  as  this  year — if  I  make  myself  clear. 

Mr.  Levee.  Entirely. 

The  Chairman.  I  think,  then,  what  you  have  in  mind  will  be 
directly  in  line  with  two  or  three  questions  I  desire  to  ask  you  before 
you  close  your  statement. 

The  unaerlying  idea  of  the  bill  that  we  are  considering  seems  to 
be  that  the  speculative  features  of  the  New  York  Cotton  Exchange 
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are  injurious  to  the  cotton  trade  and  to  the  business  of  the  country 
generally,  and  the  bilPs  purpose,  at  least  one  of  its  purposes,  is  to  put 
an  end  to  these  purely  speculative  features,  prohibitmg  the  trans- 
mission of  telegraph  or  telephone  messages  relating  to  contracts  for 
future  delivery  of  grain,  cotton,  or  other  farm  products  without  any 
intention  that  actual  delivery  shall  be  made. 

Assuming  that  such  law,  if  enacted,  could  be  and  would  be  enforced, 
is  it  your  judgment  that  the  interruption  of  interstate  me^^es  in 
relation  to  these  future  contracts  would  compel  the  New  York  Gitton 
Exchange  to  change  its  methods  in  any  wav,  or  would  perhaps 
eliminate  from  that  exchange  the  feature  of  future  selling  as  it  is 
now  carried  on? 

Mr.  Neville.  Mr.  Chairman,  as  a  layman — I  am  not  a  lawyer — it 
seems  to  me  that  such  legislation  as  you  indicate  or  as  you  state 
you  may  enact  or  are  discussing  might  be  construed  by  some  people 
who  are  investors  as  an  infringement  of  their  rights 

The  Chairman.  Let  us  waive  that  Question.  The  theorv  of  the 
bills  is  that  if  interstate  messages  to  and  rrom  the  New  York  Exchange 
be  interdicted  that  future  dealing  feature  of  the  exchange  must 
fall  te  the  ground.  That  assumes,  I  take  it,  that  there  are  not  enough 
transactions  wholly  within  the  State  of  New  York  te  warrant  the 
exchange  in  maintaining  that  feature  of  its  business,  that  it  depends 
on  the  pusiness  it  get3  Jrom  the  outside.  I  thought  perhaps  your 
familiarity  with  the  business  of  the  exchange  would  enable  you  to 
advise  the  committee  whether  you  believed  that  the  continuance  of 
this  feature  of  tfie  exchange  is  dependent  upon  the  business  that  comes 
from  outside  the  State  of  New  York. 

Mr.  Neville.  Mr.  Scott,  it  seems  to  me  the  question  which  would 
most  occupy  the  minds  or  the  gentlemen  is  this:  Whether  what  is 
sought  to  DC  enacted  is  going  to  restrict  competition  for  the  staples 
raised  by  the  farmers,  rather  than  looking  after  the  morals  of  some 
one  that  should  not  speculate.  That  is  the  way  it  looks  to  me,  in  a 
broad  way. 

The  Chairman.  If  you  will  pardon  me,  that  is  hardly  an  answer  to 
my  (juestioi^.  I  was  asking  you  to  assume  that  the  feature  of  future 
dealing  on  the  New  York  Cotton  Exchange  is  to  be  eUminated. 
Would  the  interdiction  of  interstate  messages  oring  that  result  about ! 

Mr.  Neville.  I  don't  think  so. 

The  Chairman.  Then,  let  us  make  another  assumption.  Assuming 
that  the  feature  of  future  dealing  were  eliminated,  to  what  extent,  in 
your  judgment,  would  it  make  necessary  the  readjustment  of  the 
cotton  trade  ?  I  take  it  for  granted  that  cotton  would  continue  to 
be  grown,  cotton  merchants  would  continue  to  sell  it,  and  cotton 
spinners  would  continue  to  spin  it.  In  what  wa^  would  you  consider 
tne  elimination  of  the  future  market  to  be  detnmental  to  either  one 
of  those  three  classes  ? 

Mr.  Neville.  I  think  the  farmer  would  be  up  against  it,  for  this 
reason.  My  last  statement,  before  you  began  examining  me,  will 
illustrate  it.  In  the  case  of  the  cotton  that  I  have  stored  in  the  South 
to-day,  and  for  which  I  paid  the  farmer  14  cents  to  ISJ  cents,  if 
futures  were  eliminated  I  would  not  think  of  purchasing  a  bale  of 
cotton  unless  I  saw  from  8  to  10  per  cent  profit  in  it.  I  would  want 
just  as  much  profit  in  handling  raw  cotton,  more  perhaps,  in  some 
seasons,  as  the  wool  dealer  does  to-day  in  handling  raw  wool.     Why  t 
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Cotton  is  a  very  expensive  commodity  to  carry.  As  it  is  to-day,  yon 
have  quotations  to  assist  in  fixing  the  value  of  cotton;  but  otherwise, 
m  case  of  a  fire,  for  instance,  those  quotations  will  be  so  irregular, 
owing  to  the  variation  in  values,  that  insurance  companies  would 
have  to  increase  their  rates  in  order  to  adjust  their  end  of  it.  Bank- 
ers, that  we  have  to  depend  upon  for  money  to  move  this  crop  in  its 
active  marketing  season,  would  exact  more  margin.  Instead  of 
carrying  cotton  for  me  for  10  and  15  per  cent,  when  tney  know  I  have 
it  protected  with  futures,  cotton  at  15  cents  a  pound,  spinners 
saying  that  cotton  is  worth  only  13  cents — it  is  only  lately  they  said 
it  ought  to  be  worth  13  cents — the  banker  will  say,  '*Look  here,  I 
want  40  or  50  per  cent  margin  on  this  cotton.''  That  is  your  local 
banker.  Take  your  buyer  of  foreign  exchange.  As  I  stated  this 
morning,  in  round  figures,  two-thirds  of  your  crop  is  exported.  The 
percentage  of  cotton  exported,  that  is,  exported  under  what  is  known 
as  the  three-day  sight  draft,  is  infinitesimal.  The  bulk  of  the  exports 
is  made  on  the  basis  of  a  sixty-day  bill,  documents  for  acceptance, 
which  means  the  banker  on  whom  the  draft  is  drawn  for  account  of 
the  mill  that  has  bought  the  cotton,  accepts  it  and  agrees  to  ^ay 
within  sixty  days  after  date  of  acceptance. 

If  anything  should  happen  to  tnat  bank  or  spinner  before  the 
expiration  of  the  sixtv  uays  and  he  has  taken  tne  cotton  on  the 
guarantee,  you  are  still  liable  for  the  face  of  that  draft — the  shipper 
and  merchant  are. 

I  only  mention  those  things  in  the  order  in  which  they  come. 

The  Chairman.  Those  things  go  to  bring  your  mind  to  the  con- 
clusion that  the  farmer  would  have  to  take  a  smaller  price  than  he 
receives  now  for  a  corresponding  crop  ? 

Mr.  Neville.  Absolutely. 

The  Chairman.  Will  you  discuss,  then,  the  effect  that  would 
follow  upon  the  merchant  ? 

Mr.  Neville.  The  merchant,  Mr.  Chairman,  and  the  farmer  are 
so  closely  related  that  what  affects  one  affects  the  other.  The  mer- 
chant dealing  with  the  farmer  is  controlled  absolutely  by  the  outlet 
he  has  for  the  merchandise  he  has,  the  raw  cotton  he  buys  from  the 
farmer. 

The  Chairman.  Yes ;  but  it  has  been  very  correctly  stated  here 
that  the  merchant,  as  a  general  proposition,  cares  nothing  for  the 
price ;  all  he  wants  is  his  profit.  I  understood  you  to  say  that  the 
elimination  of  the  future  market  would  compel  tne  merchant  to  give 
himself  a  wider  margin  in  his  purchases  and  sales  of  cotton.  That 
would  not  necessarily  interfere  with  his  business ;  he  would  handle  as 
much  cotton  and  make  as  much  money  ? 

Mr.  Neville.  No.  On  the  contrary,  there  are  none  of  us  who 
would  have  capital  enough  to  handle  as  much  cotton,  nor  with  our 
capital  could  we  borrow  the  money  to  handle  it  with.  You  can  see 
that.  Mr.  Lever  is  a  farmer  and  has  500  bales  of  Cotton  to  sell  to  me 
as  a  merchant.  He  says,  *'I  don't  need  the  money,  but  I  will  sell 
you  250  bales  and  keep  250  bales.''  I  buy  250  bales  and  the  matter 
of  price  we  agree  on.  My  interests  and  his  are  identical,  except  under 
the  present  system  I  am  able  to  hedge  my  250  bales  either  by  a  sale 
to  a  spinner — I  am  a  merchant  and  I  buy  it  to  sell,  and  he  is  a  farmer 
and  he  raises  it  to  sell;  he  elects  to  keep  his,*  and  if  I  sell  mine 
at  a  price  that  is  satisfactory  to  me,  that  gives  me  my  commission. 
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Under  the  present  method  I  am  relieving  myself  of  speculation  and 
Mr.  Lever  is  speculating  on  his. 

Mr.  Lever.  In  that  connection,  that  is  an  interesting  statement. 
On  the  one  hand  when  Mr.  Neville  is  buying  from  me  my  250  bales, 
Mr.  Neville  in  the  first  instance  is  a  buyer  of  cotton  and  I  am  a  seller. 
Certainly  it  is  not  contrary  to  the  economic  laws  that  Mr.  Neville  in 
the  first  instance  as  a  buyer  will  endeavor  to  get  my  cotton  at  as  low 
a  figure  as  possible. 

Mr.  Neville.  Yes,  that  is  correct. 

Mr.  Lever.  The  moment  the  contract  is  entered  into  and  the  cotton 
is  delivered,  he  then  becomes  a  possessor  of  cotton,  and  if  any  further 
contracts  are  to  be  made  he  becomes  a  seller  of  his  cotton.  Now, 
then,  is  it  not  also  true  that  as  a  seller  of  cotton  it  is  to  your  interest 
to  get  as  good  a  price  for  that  cotton  as  possible  ? 

Mr.  Neville.  Yes. 

Mr.  Lever.  So  that  in  the  first  instance,  as  an  intermediate  man 
between  the  producer  and  the  ultimate  consumer  of  cotton,  it  is  to 
your  interest  to  get  your  cotton  at  as  cheap  a  figure  as  possible,  on 
the  one  hand,  and  to  sell  it  on  the  other  hand  at  as  high  a  figure  as 
possible.     Is  not  that  true  ? 

Mr.  Neville.  Mr.  Lever,  that  argument  would  apply  if  the  cotton 
business  was  like  other  merchandise  business;  but  tne  cotton  business 
is  so  bulkj^,  as  you  know,  and  the  amount  of  money  invested  to  carry 
cotton  is  so  large,  the  handling  charges,  the  insurance,  and  the  interest 
charges  accumulate  so  fast,  tnat  the  custom  of  the  cotton  merchant 
is  to  turn  his  cotton  over  as  quickly  as  possible.  I  have  turned  it 
over  and  made  10  cents  a  bale  on  it  just  to  keep  it  going. 

Mr.  Lever.  I  don't  think  your  position  is  aifferent  from  that  of 
any  other  merchant.  For  instance,  a  man  that  buys  a  bale  of  hay 
buvs  it  as  cheap  as  he  can  and  sells  it  at  as  good  a  figure  as  possible. 

Mr.  Neville.  The  trouble  is,  the  commodity  you  have  taken  as  a 
comparison  is  one,  unfortunately,  which  has  not  so  much  competition 
in  it  as  there  is  in  the  cotton  business. 

Mr.  Lever.  Would  that  be  the  reason  for  the  difference? 

Mr.  Neville.  There  is  nothing  that  fluctuates  quite  as  much  as 
hay. 

The  Chairman.  Your  answer,  then,  as  to  the  effect  of  the  elimina- 
tion of  the  future  market  on  the  spinner  would  practically  cover  the 
same  ground? 

Mr.  Neville.  Practically  the  same  ground.  I  can  see  a  great  dis- 
organization of  business  that  can  not  help  but  be  very  hurtnil  to  the 
producer  on  every  side.  The  merchant  can  take  some  steps  to  pro- 
tect himself,  because  if  he  does  not  like  the  price  he  is  not  compelled 
to  buy  it. 

The  Chairman.  You  think,  then,  the  planters  who  are  demanding 
the  aboUtion  of  thj^  future  market,  and  the  spinners  who  are  joining 
with  the^i,  are  simply  mistaken  in  their  juagment  as  to  what  the 
effect  of  such  an  abolition  would  result  in  ? 

Mr.  Neville.  So  far  I  have  not  heard  of  any  spinners  joining  with 
the  planters  in  wanting  to  abolish  the  future  markets.  Mr.  Parsons' 
testimony  was 

Mr.  Sims.  But  you  ignored  Mr.  Parsons'  testimony. 

Mr.  Neville.  I  ignore  it  absolutely,  as  I  said  before,  and  perhaps 
under  the  conditions  that  I  was  laboring  under  I  could  not  express 
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myself  as  forcibly  as  I  would  like  to.  I  don't  think  any  spinner  who 
starts  off  and  says  he  never  uses  a  cotton  exchange,  with  the  gentle- 
men's pardon,  knows  a  damn  thing  what  he  is  talking  about. 

The  Chairman.  Well,  he  must  Imow  whether  he  uses  the  exchange* 

Mr.  Neville.  Yes;  and  consequently  the  other  matter  he  does  not 
know  about. 

The  Chairman.  If  he  does  not  use  the  exchange  it  does  not  follow 
that,  so  far  as  his  business  is  concerned,  it  is  not  necessary  ? 

Mr.  Neville.  It  is  not  necessary  directly  to  him,  but  it  is  necessary 
to  the  merchant  from  whom  he  buys  his  cotton.  None  of  these  spin- 
ners have  their  own  buyers  down  South  buying  direct  from  the 
farmers.  None  of  them  have  their  own  buyers,  but  they  buy  through 
merchants;  and  more  than  that,  they  come  to  you  in  the  spring  of 
the  year  and  want  to  buy  their  cotton  not  only  at  a  price,  but  tney 
want  to  fix  the  difference  on  their  specific  quality  as  compared  to 
middli^. 

The  (&AIRMAN.  That  is  very  natural,  P  presume. 

Mr.  Neville.  Perfectly  natural;  yes,  sir. 

Mr.  Lever.  A  great  many  of  these  merchants  from  whom  the 
spinners  buy  are  not  members  of  the  New  York  Cotton  Exchange, 
are  they  ? 

Mr.  Neville.  Oh,  lots  of  them  are  not  members.  But  those  men 
who  are  not  members  use  the  contract  markets  to  protect  themselves. 

Mr.  Lever.  They  are  governed  altogether  in  their  purchases  by  the 
New  York  Cotton  Exchange  quotations  ? 

Mr.  Neville.  I  would  say  that  has  perhaps  some  influence,  as  I 
explained  this  morning,  when  you  asked  Yne  if  futures  controlled  spots 
or  spots  controlled  futures,  and  I  gave  you  that  illustration  regarding 
an  imaginary  transaction  with  our  mutual  friend  Frost. 

The  Chairman.  To  sum  it  up  in  a  single  sentence,  then,  your  justi- 
fication of  the  future  market  is  that  it  enables  the  whole  cotton  trade 
to  be  conducted  upon  a  narrow  mai^in  of  profit,  first  on  the  part  of 
the  merchant,  and  then  on  the  part  of  the  spinner,  which  would  other- 
wise not  be  possible  ? 

Mr.  Neville.  Yes,  sir. 

Mr.  Lever.  And  upon  a  less  capital  ? 

Mr.  Neville.  I  will  say  this,  Mr.  Chairman.  I  don't  want  to  take 
up  too  much  time,  but  I  would  hate  to  be  the  pubhc  man,  the  man  in 
public  life,  who  was  willing  to  father  the  enactment  of  a  law  of  this 

The  Chairman.  We  understand  your  position  on  that  question. 

Mr.  Neville.  There  is  an  old  saying  that  a  man  is  never  a  states- 
man until  he  is  dead .  I  believe  that  whoever  brought  about  the  enact- 
ment of  such  a  law  as  is  proposed  would  be  a  dead  one  long  before  he 
was  dead. 

Mr.  Howell.  Do  you  not  maintain  that  another  benefit  resulting 
from  the  cotton  exchange  is  that  thereby  you  are  able  to  extend  the 
market  during  the  season  of  heavy  delivery  ? 

Mr.  Neville.  Yes. 

Mr.  Haugen.  As  to  the  cost  of  handling  cotton,  and  what  would  be 
the  likely  cost  if  the  exchange  were  abolished,  I  wish  you  would  point 
out  what  would  be  the  initial  expense  of  handling  cotton,  in  the  aggre- 
gate, say  one  or  more  bales  of  cotton,  if  the  exchange  were  abolished. 
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I  understood  you  to  say  there  were  advantages  under  the  present 
methods. 

Mr.  Neville.  It  is  hard  to  estunate.  I  presume  the  question  of 
«torage  would  be  not  in  excess  of  what  it  is  to-day. 

Mr.  Haugen.  Twenty  cents  a  bale  ? 

Mr.  Neville.  Twenty  cents  a  bale.  The  question  of  interest 
would  naturally  be  dependent  upon  the  price  of  cotton  and  the  amount 
of  money  that  you  could  borrow. 

Mr.  Haugen.  Could  you  borrow  it  at  6  per  cent  ? 

Mr.  Neville.  I  think  6  per  cent  would  be  a  fair  basis. 

Mr.  Haugen.  Eighty  dollars  a  bale  ? 

Mr.  Neville.  Well,  you  could  not  carry  so  much,  because  your 
bank  m^ht  exact  50  per  cent  margin. 

Mr.  Haugen.  It  does  not  matter  whether  the  bank  advanced  it  or 
the  merchant  advanced  it. 

Mr.  Neville.  You  could  not  carry  as  much  cotton;  consequently 
you  could  not  distribute  the 

Mr.  Haugen.  With  the  money  invested  in. cotton 

Mr.  Neville.  Oh,  with  the  money  invested  in  cotton? 

Mr.  Haugen.  At  15  cents  a  pound,  $80  a  bale,  that  would  be  how 
much? 

Mr.  Neville.  At  $80  a  bale,  it  would  be  $4.80  per  annum. 

Mr.  Haugen.  $2.40  storage? 

Mr.  Neville.  And  insurance.  It  would  be  hard  to  say  what  the 
insurance  would  be. 

Mr.  Haugen.  From  35  cents  to  a  dollar  ? 

Mr.  Neville.  Yes;  $1.20  is  the  maximum,  I  beUeve. 

Mr.  Haugen.  It  would  average  how  much? 

Mr.  Neville.  Well,  that  is  a  question. 

Mr.  Haugen.  Probably  50  cents  a  bale  on  an  average  ? 

Mr.  Neville.  Fifty  cents  for  insurance  ? 

Mr.  Haugen.  Yes. 

Mr.  Neville.  Sixty-seven  cents  per  $100, 1  should  say. 

Mr.  Haugen.  The  cost  of  handling  a  bale  of  cotton,  then,  would  be 
$2.40  storage,  interest  $4.80,  and  insurance  50  cents;  all  told,  $7.70 
What  is  the  cost  under  the  present  methods  ? 

Mr.  Neville.  Thecostunder  the  present  methods?  There  would  not 
be  very  much  difference  in  that,  except  under  the  present  method  you 
as  a  rule  move  cotton  very  promptly ;  and  I  think  under  a  change  of 
conditions  such  as  has  been  outnned  it  would  very  often  make  the 
necessity  of  holding  a  great  deal  of  cotton. 

The  Chairman.  Pardon  me.  When  you  say  moving  cotton 
promptly,  do  you  refer  to  the  actual  cotton  ? 

Mr.  Neville.  Yes,  sir. 

The  Chairman.  Well,  imder  present  conditions  the  cotton  can  not 
be  moved  any  more  promptly  than  it  is  now? 

Mr.  Neville.  But  under  other  conditions  it  can  be  moved  more 
slowly  than  it  is  now. 

The  Chairman.  I  do  not  quite  see  how  the  eUmination  of  a  future 
market  can  interrupt  in  any  way  the  flow  of  cotton  from  the  planta- 
tion to  the  mill.  The  mills  would  keep  running  just  the  same,  and 
the  mills  would  have  to  have  cotton  just  the  same. 

Mr.  Neville.  Let  me  use  the  same  illustration  of  the  friend  of  mine 
in  South  CaroUna  that  sold  those  goods  to  China.    With  the  abolition 
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<]|  the  exchanges  he  could  not  have  found  a  buyer  for  that  cotton  and 
consequently  could  not  have  made  the  sale. 

The  Chairman.  Do  you  not  suppose  there  were  enough  merchants 
in  the  country  who  would  have  been  willing  to  have  made  that  sort 
of  a  sale  to  him  ? 

Mr.  Neviixe.  I  don't  think  so,  because  the  price  they  would  have  had 
to  ask  that  spinner  to  be  on  the  safe  side  of  things  would  have  been* so 
high  he  could  not  have  afforded  to  manufacture  the  goods  at  that 
price — could  not  have  made  the  sale  at  the  prices  he  would  have  had 
to  pay  for  the  cotton.  You  must  reaUze,  gentlemen,  that  you  are 
engaging  in  considering  a  subject  that  has  been  the  result — well,  it 
is  an  evolution.  The  question  was  asked  the  other  day  of  some  wit- 
ness, and  I  stated  I  would  answer  it.. 

Mr.  Brooks.  Would  it  have  kept  those  people  in  China  from  want- 
ing those  goods  i    What  would  they  have  done  ? 

Mr.  Neviixe.  I  guess  they  woula  have  gone  aroimd  in  their  birth- 
day clothes. 

Mr.  Brooks.  You  think  people  would  quit  consuming  ? 

Mr.  Neville.  I  don't  say  I  think  people  would  quit  consuming,  and 
I  don't  think  my  remark  is  capable  of  that  construction. 

Mr.  Brooks.  Do  you  think  it  would  curtail  consumption  ? 

Mr.  Neville.  I  think  it  would  curtail  consumption,  yes,  imtil  such 
time  as  they  could  get  their  goods.  But  remember,  we  are  not  the 
only  people  manufacturing  cotton.  Remember  there  is  England  and 
France  and  Germany. 

Mr.  Brooks.  And  you  think  the  people  in  China  could  get  their 
cotton  from  England,  for  instance  ? 

Mr.  Neville.  Yes ;  they  would  get  it  at  a  time  and  place  that  would 
suit  them,  and  when  we  wanted  to  sell  we  could  not. 

Mr.  Haugen.  If  it  had  not  been  possible  for  this  spinner  who  con- 
tracts for  this  cloth  in  China  to  hedge,  he  would  have  had  to  have 
either  the  cash  or  credit  to  purchase  the  cotton  and  carry  it. 

Mr.  Neville.  Right  there,  sir 

Mr.  Haugen.  Or  get  somebody  to  carry  it  for  him  t 

Mr.  Neville.  Yes. 

Mr.  Haugen.  And  by  hedging  it  was  not  necessary  ? 

Mr.  Neville.  No. 

Mr.  Marsh.  I  do  not  Uke  to  ask  the  committee  to  Usten  to  me  again, 
but  as  I  have  given  a  good  deal  of  thought  to  the  economic  siae  or 
this  matter^  I  think  I  can  elucidate  the  problem  which  the  chairman 
is  seeking  hght  upon,  perhaps,  a  httle  more  clearly  than  Mr.  Neville, 
who,  I  tnir^,  has  not  considered  the  ultimate  implications  in  this 
matter  to  the  extent  that  I  have.     Will  the  chairman  permit  me  ? 

The  Chairman.  Certainly. 

Mr.  Marsh.  As  I  understand  it,  the  chairman  is  anxious  to  find 
out  why  the  margin  between  the  price  paid  to  the  producer  and  the 

Erice  which  the  manufacturer  pays  would  have  to  be  widened  out. 
3  that  it? 

The  Chairman.  That  is  not  quite  what  I  was  seeking  light  upon, 
Mr.  Marsh.  Up  to  this  time  what  has  been  said  on  this  point  has 
rather  led  my  mind  to  the  conclusion  that  the  principal  advantckge  to 
the  whole  future  market  is  as  a  pretection  to  tho  people  engaged  in 
the  cotton  business,  and  I  have  sought  to  get  information  as  to  the 
extent  to  which  they  would  be  damaged  if  that  protection  were  with- 
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drawn,  and  possibly  also  a  word  of  enlightenment  ais  to  why  the  cot- 
ton trade  should  be  protected. 

Mr.  Marsh.  May  1  answer  that  question  ? 

The  Chairman.  Yes.' 

Mr.  Marsh.  On  the  1st  of  January,  this  year,  cotton  merchants  of 
the  world  were  carrying  approximately  4,000,000  bales  of  American 
cotton,  besides  a  large  quantity  of  Indian  cotton  and  Egyptian  cotton. 
The  value  of  that  cotton  was  approximately  $300,000,000.  That 
cotton  was,  of  course,  all  hedged.  There  came  a  decline  of  approxi- 
mately 20  per  cent  in  the  value  of  that  cotton.  Now,  if  those  mer- 
chants had  been  carrving  that  cotton  without  any  hedge  the  shrinkage 
in  their  capital  woulcf  have  been  20  per  cent  of  $300,000,000,  or  approx- 
imately $60,000,000.  That  $60,000^00  Would  not  have  been  lost 
out  of  the  world,  but  so  far  as  those  cotton  merchants  were  con- 
cerned that  group  of  men  carrying  that  $300,000,000  of  cotton,  that 
$60,000,000  would  have  been  dissipated,  it  would  have  gone  oflF, 
distributed  all  over  the  world. 

The  possibility  of  having  capital  constantly  cut  in  a  way  which  to 
them  is  a  total  loss,  even  though  the  cotton  has  not  been  destroyed — 
to  that  group  of  men  it  is  a  total  loss,  the  money  is  gone,  the  capital 
is  gone — and  the  possibility  of  having  that  impairment  of  their  capital 
would  make  it  necessary  for  cotton  merchants  carrving  this  supply  of 
cotton  in  the  world  to  attempt  in  the  years  when  their  forecasts  were 
successful  to  get  enough  out  of  their  business  to  keep  their  capital 
unimpaired  through  the  years  when  they  misjudged  and  when  tnere 
came  terrific  losses. 

That  is  the  real  economic  reason  why  the  margin  between  the  pro- 
ducer's price  and  the  consumer's  price  would  necessarily  widen  out 
if  you  did  not  have  this  method  or  hedge  protection. 

There  would  come  every  two  or  three  vears  a  season  when  the  mer- 
chants carrying  the  load  they  had  bought  and  were  in  the  process  of 
distributing  would  catch  one  of  these  terrific  impairments  of  their 
capital.  That  is  constantly  happening  in  the  wool  business  to-day. 
In  order  that  thev  may  go  on  thev  would  take  what  the  wool  men  m 
Boston  sav  they  have  to  take,  a  five-year  look  at  it,  knowing  that  in 
two  out  of  five  years  they  were  going  to  lose  tremendously,  but  those 
losses,  which  as  far  as  thev  are  concerned  is  capital  gone,  dissipated, 
they  must  make  up  out  oi  a  larger  margin  of  profit  m  the  successful 
years. 

The  Chairman.  I  imderstood  you  to  say  the  other  day  it  was  just 
^8  important  economically  to  the  wool  trade  to  be  protected  as  it  is 
to  the  cotton  trade;  that  the  only  reason  in  your  judgment  why  the 
wool  trade  is  not  properly  protected  is  because  the  product  is  one 
which  does  not  lend  itself  to  that  sort  of  manipulation  ? 

Mr.  Mendelbaum.  Mr.  Chairman,  I  do  not  beUeve  that  even  Mr. 
Marsh  has  brought  out  the  point  that  you  were  inquiring  about  quite 
as  plainly  as  it  may  be  brought  out,  and  if  you  will  penmt  me  I  tnink 
I  can  brmg  it  out  bv  putting  a  question  to  Neville. 

The  Chairman,   very  well,  we  will  listen  to  your  question. 

Mr.  Mendelbaum.  i  ou  have  stated  the  case  that  a  spinner  came 
to  you  to  buy  ten  or  fifteen  or  twenty  thousand  bales  of  cotton — 
the  amount  is  immaterial — because  ne  could  make  a  trade  with 
China  to  send  the  goods  there,  and  Mr.  Brooks  has  asked  you  if  you 
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had  not  sold  him  the  cotton  that  would  have  curtailed  the  coi^ump- 
tion  of  cotton  goods.  NoW;^  that  is  not  exactly  the  question  that  I 
want  to  put  to  you,  and  I  will  ask  you  to  fix  your  mind  on  this  ques- 
tion that  I  will  propound.  That  spinner  could  not  make  the  trade 
through  you  because  you  could  not  use  the  cotton  exchange  t 

Mr.  Neville.  Yes. 

Mr.  Mendelbaum.  Now,  supposing  for  one  moment  that  the 
cotton  exchange  would  not  be  in  existence,  that  spinner  could  not 
have  bought  that  cotton  from  you  and  therefore  could  not  have  sold 
to  China  those  ^oods. 

Mr.  Neville.  I  stated  that. 

Mr.  Mendelbaum.  Would  it  not  have  been  natural  for  him,  for 
that  man  in  that  deal  in  China,  to  go  to  England,  where  he  could 
have  used  the  cotton  exchange,  notwitnstanding  it  would  be  abolished 
here,  and  thereby  would  not  that  make  this  coimtry  the  loser,  those 
goods  bein^  manufactured  in  England,  and  which  m  the  event  of  a 
cottoh  exchange  in  this  country  could  have  been  manufactured  in 
this  country  ? 

Mr.  Neville.  I  think  I  practically  stated  that.     That  is  the  fact. 

The  Chairman.  Have  you  any  further  statement  to  make? 

Mr.  Neville.  Yes,  su*.  Mr.  Lever,  in  the  first  day's  hearing,  if  I 
recall  his  remarks  correctly,  stated  tnat  a  law  had  been  introduced 
in*  the  British  ParUament  to  abolish  the  Liverpool  Cotton  Association. 
That  struck  me  as  being  very  imusual,  a  very  unusual  proceeding  in 
the  face  of  what  I  knew  about  the  EngUsh  Government,  and  I  had 
an  inquiry  made  of  the  secretary  of  the  Liverpool  Cotton  Association, 
and  I  wish  to  submit  this  cablegram  which  has  been  forwarded  from 
Liverpool,  via  New  York,  dated  February  12  [reading]: 

Oeoige  W.  Neville,  Hotel  Cochran,  if  not  at  hotel  deliver  to  Committee  on  Agriculture, 

care  of  Chairman  Scott,  Washington,  D.  C: 

There  has  been  no  actual  legislation  against  futures  before  Parliament,  but  questions 
have  occasionally  been  asked. 

Mr.  Lever.  So  that  the  record  may  be  entirely  straight,  I  suc- 

fested,  I  think — my  intention  was  to  suggest  at  least — that  a  bul 
ad  been  introduced  in  Parliament  and  was  pending  on  this  subject. 
I  think  you  showed  me  a  copy  of  the  biU,  Mr.  Chairman. 

The  (^AIRMAN.  I  have  in  my  office  a  copy  of  a  biU  which  I  was 
informed  was  introduced  by  WiUiam  Field,  an  Irish  member  of  the 
British  ParUament.  The  purpose  of  this  bill  was  to  abolish  future 
trading  on  any  exchange  in  England.  I  have  a  printed  copy  of  the 
bill.  Perhaps  I  could  not  say  definitely  that  it  had  been  introduced. 
I  had  some  correspondence  with  Mr.  Field,  who  wanted  some  copies 
of  the  bills  introduced  here,  and  he  inclosed  this  as  one  he  had  intro- 
duced. 

Mr.  Sims.  This  cablegram  does  not  contradict  anything  of  that 
kind. 

Mr.  Lever.  I  am  not  certain  that  the  bill  has  been  introduced. 

The  Chairman.  Have  you  any  further  statement  ? 

Mr.  Neville.  Yes,  sir.  A  question  was  asked  regarding  the  fluc- 
tuation in  price  before  cotton  exchanges  were  established  and  after 
cotton  exchanges  were  established.  1  quote  from  page  303  of  the 
Commissioner  of  Corporations.  Table  37  gives  an  average  fluctuation 
from  1828  to  1860  of  32  per  cent.     From  1877  to  1909  the  average  is 
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24.1  j>er  cent,  showing  a  difference  of  about  25  per  cent  less  since 
exchai^es  were  inau^rated  than  before. 

The  Chaibb£AN.  That  excludes  the  period  of  the  war  ? 

Mr.  Neville.  Yes;  that  excludes  tne  period  of  the  war. 

Speaking  on  that  subject,  ^Ir.  Chairman,  I  came  across  several 
years  ago,  long  before  this  investigation  was  ever  thought  of,  an  old 
newspaper  print  for  the  season  of  1836-37,  and  I  brou^t  it  down  to 
show  you  gentlemen  just  as  a  matter  of  curiosity. 

I  have  miished,  gentlemen. 

Mr.  Hughes.  I  would  like  to  ask  one  question,  and  it  is  this.  I 
understood  Mr.  Marsh  to  say  the  other  day  that  an  order  given,  say  in 
Georgia,  for  100  bales  of  cotton  on  the  New  York  Cotton  Exchange, 
that  there  were  no  fixed  chai]ges  to  accompany  that  order.  I  don't 
know  whether  I  understood  him  or  not,  but  I  so  understood  him  that 
there  were  no  fixed  charges  to  accompany  that  order. 

Mr.  Lever.  No  fixed  margins. 

Mr.  Hughes.  '^Margins"  is  the  word  I  intended  to  use.  Now,  I 
know  a  gentleman  who  bought  some  200  bales  of  cotton  and  he  was 
required  to  accompanv  that  order  with  $200,  and  of  course  as  the  cot- 
ton went  down  he  had  to  put  up  money  again.  As  I  understand  it,  in 
Georgia  we  always  accompany  the  order  with  $1  per  bale.  I  want 
to  know  whether  that  is  the  usual  margin  or  not. 

Mr.  Neville.  I  can  hardly  answer  that  question.  I  would  say  that 
very  often  the  personality  of  the  man  who  sends  the  order  would  have 
a  good  deal  to  do  with  it. 

Mr.  Sims.  The  margin  is  only  to  protect  the  exchange  member  who 
institutes  the  order. 

Mr.  Neville.  Yes,  sir. 

Mr.  Hughes.  I  understand  it  to  be  a  dollar  bill  in  Georgia. 

Mr.  Neville.  I  can  not  answer  surely  about  that. 

Mr.  Beall.  You  refer  to  the  fluctuations  up  to  1860?  Then  the 
fluctuations  since  the  establishment  of  the  cotton  exchange  ? 

Mr.  Neville.  Yes,  sir. 

Mr.  Beall.  At  the  figures  you  gave,  I  did  not  understand  them  very 
well.  I  will  ask  you  if  this  is  not  true,  that  during  recent  years  there 
has  been  an  increase  in  fluctuations?    I  will  read  here: 

On  the  other  hand,  a  more  significant  and  surprising  kct  is  that,  taking  the  latter 
period  by  itself,  there  has  been  a  pronounced  increase  in  fluctuations.  Thus,  during 
the  ten  yiears  ended  1890  there  were  no  fluctuations  of  as  much  as  20  per  cent;  in  the 
next  ten  years  there  was  one,  and  in  the  nine  years  ended  with  August,  1909,  there 
were  four,  three  of  which,  as  just  stated,  were  in  the  "Sully  year."  Of  fluctuatiozB 
of  as  much  as  10  per  cent  of  the  mean  monthly  price  ^but  less  than  20  per  cent),  there 
were  only  ^ve  for  the  ten  years  ended  in  1890.  In  tne  next  ten  years  there  were  18, 
while  in  the  nine  years  ended  Augiist,  1909,  there  were  28.  Of  the  56  monthly  fluc- 
tuations of  10  per  cent  or  more,  but  less  than  20  per  cent,  which  occurred  during  the 
thirty-three  years  from  1877  to  1909,  31,  or  substantially  more  than  one-half,  occurred 
in  the  ten  years  ended  1909. 

Mr.  Neville.  I  have  no  reason  to  doubt  it.  The  only  thing  I  have 
to  say  about  it  is  there  must  have  been  some  extraneous  circumstances 
that  caused  those  fluctuations  in  the  matter  of  supply  and  demand, 
and  such  as  that. 

(Thereupon,  at  4.50  p.  m.,  the  committee  adjourned  until  to- 
morrow, lliursday,  February  17,  1910,  at  10.30  a.  m.) 
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committeb  on  agriculture, 
House  of  Representatives, 

TTmrsday,  February  17, 1910. 

The  committee  met  at  10.30  o'clock  a.  m.,  Hon.  Charles  F.  Scott 
(chairman)  presiding. 

The  Chairman.  iSefore  this  hearing  begins,  let  me  make  this  re- 
quest: We  are  very  anxious  to  conclude  the  hearing,  so  far  as  it 
relates  to  the  gentlemen  from  the  New  York  Cotton  Exchange,  at 
this  morning's  session,  and  in  order  that  they  may  present  tneir 
statements,  1  will  ask  the  members  of  the  committee  and  others  to 
refrain  from  questioning  them  until  both  Mr.  Hubbard  and  Mr. 
Mandelbaum  have  concluded  what  they  desire  to  say.  If  gentlemen 
will  make  note  of  the  questions  which  occur  to  them  as  these  state- 
ments are  made,  opportunity  will  no  doubt  be  given,  after  the  state- 
ments are  made,  to  ask  them;  but  in  order  to  make  it  sure  that  these 
gentlemen  who  nave  come  from  New  York  and  have  been  here  for  a 
week  should  be  permitted  to  say  what  they  desire  to  say,  I  make  this 
request. 

TESTIMOVT  OF  MB.  SAMTTEL  T.  HUBBABD,  OF  KEW  YORK  CITY 

(The  witness  was  sworn  by  the  chairman.) 

The  Chairman.  Will  you  not  state  whom  you  represent  and  what 
your  connections  are  ? 

Mr.  Hubbard.  I  am  a  member  of  the  revision  committee  of  the 
cotton  exchange;  member  of  the  Marsh  committee  that  has  this  mat- 
ter in  charge;  a  cotton  commission  merchant;  a  cotton  merchant  on 
my  own  account.  Mr.  Chairman,  there  seems  to  be  only  a  few  points 
which  have  not  been  touched  upon. 

The  Chairman.  Pardon  me  just  one  moment;  are  you  president 
of  the  New  York  Cotton  Exchange  ? 

Mr.  Hubbard.  No,  sir;  not  at  all.  I  was  president  in  1901  and 
1902. 

The  Chairman.  Your  only  official  connection  now  is  as  a  member 
of  the  revision  committee  ? 

Mr.  Hubbard.  That  is  all,  sir. 

The  Chairman.  Excuse  my  interruption. 

Mr.  Hubbard.  Organized  m  1870  and  incorporated  in  1871  by  a 
number  of  clear-minded,  able  southern  men,  united  with  the  mer- 
chants then  engaged  in  the  cotton  business  in  New  York,  the  foimders 
of  the  cotton  exchange  left  behind  them  one  maxim  wnich  has  been 
followed  by  the  exchange  for  the  past  forty  years  of  its  existence,  and 
which  has  been  carried  down  as  a  tradition  to  be  lived  up  to,  namelv. 
that  the  rules  which  govern  the  transactions  of  its  members  should 
not  be  regulated  by  precedent,  but  that  they  should  always  seek  to 
lead  in  all  of  the  questions  which  arise  in  the  cotton  world.  In  fact, 
it  is  their  duty,  as  they  look  at  it,  to  be  pioneers,  to  bring  forth  new 
methods,  to  bring  forth  new  ideas  for  discussion  and  final  adoption 
by  the  trade  of  the  world. 

When  I  entered  the  cotton  trade  in  the  sprine:  of  1871 ,  mv  employers 
were  active  in  shipping  cotton  on  a  ship,  either  in  Charleston  or  in 
Mobile,  sending  the  samples  of  that  cotton  to  New  York,  and  that 
cotton  was  sold  and  resold  until  the  time  arrived  for  the  sailing  of  the 
ship  upon  which  it  was  to  put  to  reach  the  port  of  Liverpool.     Then 
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the  final  holder  of  the  cotton  m  New  York  placed  the  samples  on  a 
steamer,  drew  his  bills  of  exchange,  and  the  cotton  documents  were 
finally  to  be  taken  up  in  Liverpool,  or,  as  in  those  days,  Cork,  Ireland, 
for  orders  when  the  cotton  arrived  on  the  other  side.  While  that  cotton 
was  afloat  it  was  sold  and  resold  in  the  port  of  New  York  a  number  of 
times,  probably  two,  three,  five,  or  a  dozen  times,  and  the  title  to  that 
cotton  afloat  was  transferred  by  means  of  these  bills  of  lading  until  it, 
as  I  have  stated,  reached  the  man  who  took  possession  of  the  cotton 
in  Europe.  That  is,  in  effect,  the  beginning  oi  the  future  transactions 
in  the  port  of  New  York.  It  is  similar  to  the  transactions  now  made 
there  for  forward  future  delivery,  only  different  in  the  fact  that  the 
cotton  instead  of  being  afloat  in  the  hold  of  a  ship,  is  now  in  the 
warehouses,  either  in  New  York  or  in  other  ports  of  the  world.  The 
transfer  of  title  is  made  in  a  similar  manner,  by  the  transfer  of  the 
warehouse  receipt  instead  of  the  transfer  of  the  bill  of  lading. 

As  this  system  developed  it  was  foimd  to  be  very  advantageous  for 
the  shippers  of  cotton  to  New  York  to  be  able  to  sell  their  cotton  for 
forward  delivery,  to  be  able  to  deliver  it  within  a  specified  time,  and 
that  the  privilege  of  the  time  of  delivery  should  fall  upon  the  shipper. 
Whether  cotton  is  brought  from  a  farm  in  a  wagon  or  whether  it  is 
brought  from  a  town  or  port  in  a  steamship  and  a  railroad,  the 
exigencies  of  transportation,  the  dangers  ot  a  breakdown,  have 
placed  upon  the  seller  the  dutv  of  delivering  the  cotton  to  the  bujrer, 
and  as  a  concession  to  the  seller  the  buyer  nas  given  him  the  option 
of  delivering  to  him  at  any  time  during  a  certain  specified  period  the 
cotton  which  the  contract  calls  for.  In  other  words,  the  giving  of  the 
seller's  option  in  a  contract  for  future  delivery  arose,  and  has  con- 
tinued, from  the  difficulty  of  the  seller  delivering  that  cotton  and  the 
buyer  accepting  it,  by  having  a  leeway  of  thirty  days,  or  in  Europe  of 
sixty  days.  The  dimcultv  in  Europe,  of  course,  was  involved  in  the 
danger  of  transportation  being  interrupted  by  storms,  therefore  they 
traded  there  in  coupled  months,  instead  of  trading  as  in  America 
in  single  months. 

Now,  Mr.  Chairman,  that  practice  has  continued  through  a  long 
period  of  evolution.  The  steamship  has  done  away  with  the  sailing 
vessel,  the  cotton  has  been  sold  for  forward  delivery  without  the 
transfer  of  title  imtil  the  final  man  has  taken  possession  of  it,  but  the 
contract  for  the  delivery  has  been  made  legally  binding,  as  if  the 
delivery  had  actually  been  completed.  The  evolution  of  these  rules 
and  regulations  has  not  been  accomplished  without  stress,  without 
disputes,  without  difference  of  opinion,  without  personal  antagonisms, 
which  at  times  have  lasted  for  years,  amongst  this  body  of  free  com- 
peting merchants.  Their  changes  have  all  called  for  a  vote  of  two- 
thirds  of  the  members,  and  among  those  two-thirds  there  have  been 
practically  as  many  differences  of  opinion  as  there  has  in  any  congre- 
gation of  men  engaged  in  competition  for  a  livelihood 

We  found  finally  it  was  not  necessary  to  weigh  a  bale  of  cotton 
every  time  we  transferred  the  ownership ;  we  found  it  was  not  neces- 
sary to  sample  a  bale  of  cotton  every  time  we  transferred  the  owner- 
ship; we  found  it  was  not  necessary  to  turn  that  cotton  out  of  the 
store  every  time  we  transferred  the  ownership ;  we  found  that  was  a 
constant  loss  to  the  owner  of  the  cotton  and  a  constant  source  of  dis- 
putes and  differences  between  the  different  owners  as  it  passed  from 
nand  to  hand.     So  we  finally  evolved  the  system  of  transferring  it 
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hj  means  of  a  warehouse  receipt.  Then  we  went  a  little  further  and 
said,  **If  we  can  transfer  cotton  by  a  warehouse  receipt,  .why  can't  we 
decide  that  when  a  bale  of  cotton  is  once  good  middling  that  it  is 
always  good  middling  ?''  The  quality  of  cotton  does  not  change. 
Cotton  held  forty  years  is  just  exactly  the  same  in  grade  as  it  was 
when  it  was  raised.  Therefore  we  decided  upon  doing  away  with 
arbitration  between  members  on  the  deliveries,  and  that  we  would 
establish  a  court  who  would  have  absolutely  no  interest  in  cotton 
whatever^  whose  members  should  be  paid  a  sufficient  salary  that  they 
might  be  independent  of  any  transactions  in  the  cotton  market.  That 
court  is  still  in  existence.  We  pay  its  members  from  $3,000  to  $3^500 
a  year.  That  court  was  instituted  twenty-one  years  ago,  and  it  is 
now  the  final  court  of  appeal  for  the  settlement  of  all  disputes  between, 
the  brokers  in  the  Soutn  and  the  manufacturers  in  the  North,  and 
between  the  members  of  the  New  York  Cotton  Exchange,  and  it  can 
be  used  by  anyone  in  this  coimtry  or  in  Europe  who  wishes  to  submit 
to  its  decision  as  to  the  grade  of  cotton  submitted  to  it.  The  cost  is 
a  trifie,  something  like  10  cents  a  bale  on  the  part  of  each  man  sub- 
mitting the  cotton  for  decision.  That  process  of  determining  the 
grade  of  the  cotton  has  never  been  adopted  in  anv  one  of  the  other 
cotton  markets  of  the  world,  and  the  reason  I  will  proceed  later  to 
teUyou. 

Then,  Mr.  Chairman,  we  came  to  tl^e  conclusion  that  if  this  court 
could  decide  upon  the  grade,  some  method  must  be  adopted  to  do 
away  with  the  method  of  squabbling  and  fighting  over  the  differences 
between  the  grades  every  day  or  every  week.  We  finally  decided  that 
it  should  be  done  every  month,  and  in  all  those  years  there  was  a  con- 
test for  the  majority  vote  of  this  committee  which  had  the  relation 
of  the  differences  between  the  grades.  Finally  we  reached  this  point 
under  which  we  are  now  operating,  of  having  two  revisions  a  year. 
The  other  markets  of  the  world  say,  **That  is  a  very  foolish  arrange- 
ment. As  long  as  we  can  take  our  chance  of  determining  what  tne 
value  of  a  bale  of  cotton  is  when  it  comes  to  market,  we  have  an  ad- 
vantage over  the  seller,  because  the  seller  does  not  know  the  exact 
value  of  that  cotton,  and  if  anything  occurs  while  that  cotton  is  in 
transit  to  us  from  him  it  must  occur  in  such  a  manner  as  to  decrease 
the  value  of  that  cotton.'*  We  can  not  improve  the  grade  of  cotton 
that  is  grown  by  the  elements^  but  the  elements  can  destroy  the  value 
of  a  grade  of  cotton  while  it  is  in  growing,  and  by  so  destroying  the 
value  of  the  grade  of  cotton  in  the  field  it  can  affect  the  value  of  all 
the  cotton  in  transit  or  in  the  possession  of  the  merchants  of  the 
country;  that  is,  it  can  affect  the  value  now  called  by  the  department 
"the  commercial  value."  That  is  a  system  which  is  as  old  as  the  hills. 
It  comes  back  to  the  old  idea  that  the  buyer  must  take  care  of  him- 
self. Therefore  he  proceeds  to  take  care  oi  himself,  very  naturally,  at 
the  expense  of  the  seller.  It  seems  to  me  that  that  is  a  principle  of 
human  nature  which  it  would  be  difficult  to  controvert. 

The  Liverpool  market,  which  for  a  century  has  pursued  this  course, 
and  the  New  Orleans  market  for  a  corresponding  length  of  time,  are 
buyers'  markets  in  their  origin  and  have  remained  so  to  the  present 
time.  A  buyers'  market  naturally  adopts  rules  and  regulations  to 
favor  the  buyer.  The  United  States,  and  especially  the  South,  are 
sellers;  they  are  not  buyers.  As  I  have  sat  here,  Mr.  Chairman,  and 
listened  to  this  discussion,  it  has  sometimes  occurred  to  me  that, 
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instead  of  being  before  a  committee  on  agriculture  I  was  before  a 
committee  of  manufacturers.  I  have  heard  a  lot  about  the  bu ver  and 
I  have  heard  a  lot  about  the  spinner,  but  I  have  heard  very  Uttle  about 
the  seller  and  the  producer.  The  producer  is  the  man  who  wants  to 
obtain,  and  should  obtain,  the  greatest  value  possible  out  of  the  prod- 
ucts wliich  he  raises.  Now,  then,  if  we  can  establish  a  valuation  of 
cotton  based  upon  the  scientific  value  of  cotton,  we  have  accomplished 
something  which  is  entirely  new;  we  have  established  something 
which  is  of  the  greatest  benefit*  to  this  country,  and  which  is  of  the 
greatest  benefit,  of  course,  to  that  section  of  this  country  which  pro- 
duces the  cotton  crop — that  is,  the  South. 

Liverpool  has  asked  us  to  adopt  a  standard  of  classification;  that  is, 
to  adopt  a  standard  of  middUng  and  ^ood  middling  and  low  middling, 
and  we  respond  to  Liverpool  by  saying,  ^^We  wiU  adopt  a  standard 
provided  vou  will  class  every  bale  of  cotton  that  goes  to  Liverpool 
that  is  submitted  for  arbitration,  by  that  box;  that  a  bale  of  good 
middUng  is  a  bale  of  good  middhng  by  that  box,  and  the  value  of  that 
bale  of  good  middUng  is  good  middlii^;  it  is  not  the  value  that  two  or 
three  men,  arbitrators  of  the  Liverpool  market,  may  place  upon  that 
good  middling  when  it  reaches  Liverpool."  In  other  words,  our 
efforts  are  devoted  to  this  principle:  We  beheve  that  the  difference 
between  the  grades  should  be  settled  on  the  day  of  the  sale  and  not  on 
the  day  of  the  dehvery.  We  §iid  the  planter  now  coming  to  sell  his 
cotton  forward,  or  in  March,  for  dehvery  next  October,  insists  with  his 
commission  man  that  he  shall  receive  from  him,  from  the  planter,  the 
grades  of  cotton  at  a  fixed  difference;  that  is,  he  says,  **I  want  to  sell 
you  300  bales  of  cotton  for  next  October  delivery,  and  I  will  deliver 
you  that  cotton  in  October,  that  good  middling  a  quarter  of  a  cent  on, 
and  low  middUng  a  half  a  cent  off.''  He  comes  to  an  arrangement  as 
to  that  point.  Therefore  he  fixes  the  difference.  He  knows  what  he 
is  actually;  going  to  receive.  He  is  going  to  deUver  that  cotton  in 
October,  six  months,  nine  months,  before  the  cotton  is  planted.  Wo 
find  the  consumer  doing  the  same  thing.  We  find  him  coming  to  us 
and  saying,  *^I  will  buy  from  you  a  thousand  bales  of  strict  middling 
cotton  at  a  quarter  of  a  cent  on,  and  I  wiU  fix  the  price  of  the  cotton 
itself  whenever  I  wish.''  In  other  words,  he  buys  his  fixed  difference. 
Now,  then,  if  it  is  a  good  thing  for  the  planter  to  do  that  and  it  is  a 
good  thing  for  the  consumer  to  do  that,  why  is  it  not  a  good  thing  for 
the  merchant  to  do  it  ? 

We  believe  that  we  are  propounding  a  theory  for  the  benefit  of  tiie 
producer,  for  the  benefit  of  tne  coimtry,  and  for  our  own  benefit,  in 
giving  stability  to  the  value  of  the  cotton  in  which  we  deal,  and  we  are 
utterly  dumbfounded  to  see  the  Government  of  the  United  States 
bring  forward  a  proposition  to  commit  the  valuation  of  this  cotton  of 
which  we  ship  60  or  70  per  cent  to  Europe,  to  the  people  on  the  other 
side,  in  order  that  we  may  do  business  under  a  precedent  and  not  do 
business  under  new  methods  which  come  up  from  day  to  day.  The 
ordinary  business  life  of  an  exporter  of  cotton  in  the  United  States 
does  not  exceed  five  years.  It  may  exceed  three  years.  You  can 
look  all  over  the  South  and  you  can  count  on  the  fingers  of  your  two 
hands  the  number  of  men  who  have  been  in  the  export  business 
exclusively  in  cotton  for  five  years,  and  the  reason  is  what  I  have  been 
able  to  show  you.  He  ships  the  cotton  to  the  other  side.  The  value 
of  that  cotton  is  determined  not  on  the  day  he  sells  it,  which  may  be 
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in  September  or  October,  but  on  the  day  that  it  reaches  Liverpool, 
which  may  be  January  or  February.  While  that  cotton  is  afloat, 
Mr.  Chairman,  a  storm  sweeps  over  the  South,  the  ^ade  of  the 
cotton  is  injured,  a  frost  may  come,  and  it  is  made  tmged.  That 
cotton  reaches  liverpool,  some  portion  of  it  does  not  cpme  up  ^actly 
to  the  standard  which  he  sola,  and  the  value  of  that  cotton,  the 
reclamation  on  it,  is  determined,  not  on  the  value  of  the  cotton  on 
the  day  on  which  he  sold  it  in  the  United  States,  but  on  the  day  on 
which  it  was  delivered  in  Liverpool,  Bremen,  or  Havre,  and  he  has 
had  all  the  contingencies  of  the  weather  against  him  and  none  in 
his  favor;  he  can  not  have  any  in  his  favor.  You  say^  ''Well,  men 
do  this  business.  Why  do  they  go  into  it  ?  Why  does  it  continue  ?  ** 
Why  ?  The  answer  is  very  simple.  I  went  into  that  business  myself. 
The  fascination  to  a  young  man  to  draw  a  bill  of  exchange  on 
Rothschilds,  or  the  North  German  Deutscher  Bank  of  Berlin,  or  Bar- 
ring Brothers,  of  London,  and  to  feel  that  somehow  he  is  in  partner- 
ship with  those  firms,  because  he  has  that  privilege,  is  very  strong. 
Another  reason  is  the  fact  that  he  always  feels  that  he  knows  a  little 
more  than  his  father,  and  that  is  a  very  excellent  thought,  because 
if  it  were  not  so  the  world  would  not  move.  But  after  having  been 
engaged  in  that  business  lon^  enough  to  have  lost  a  considerable 
sum  of  money,  I  quit  it,  and  it  took  me  five  years  to  find  out  why  I 
lost  the  money,  but  I  foimd  out,  as  other  people  have  foimd  out. 
So  that  now  the  American  export  houses  who  live  do  so  by  maintain- 
ing a  house  in  Europe. 

It  is  a  remarkable  feature,  gentlemen,  that  if  any  of  you  travel  on 
the  seas  you  never  see  the  flag  of  the  united  States  on  a  merchant- 
man; you  never  see  it  in  the  ports  of  Europe.  We  transfer  all  our 
cotton  and  all  our  wheat  and  all  our  products  of  every  description, 
and  send  them  to  Europe  on  somebody  else's  ships.  Did  you  ever 
stop  to  think  that  a  foreign  ship  is  the  only  article  m  the  world  that  a 
citizen  of  the  United  States  is  prohibited  by  law  from  buying  or 
selling?  You  can  trade  in  anjrthing  else,  but  when  it  comes  to 
buying  a  ship,  you  can  not  trade  in  it.  If  you  prohibit  a  man  trading 
in  cotton  for  future  delivery  in  the  United  States  it  is  needless  to  say 
that  that  method  of  trading  will  continue  in  other  portions  of  the 
world.     The  world  does  not  go  backward;  it  moves  forward. 

Having  established  this  court  of  arbitration  in  New  York,  and 
having  established  this  method  of  fixing  the  diff'erences,  what  do 
we  fii\d?  We  find  the  cotton  exchange  of  New  York,  instead  of 
becoming  and  remaining  a  local  institution,  has  become  an  institu- 
tion in  which  men  engaged  in  the  cotton  trade  for  their  own  benefit, 
for  their  own  advantage,  for  their  own  prestige,  seek  to  join.  We 
find  members  of  the  cotton  exchange  in  Boston,  Philadelphia,  Balti- 
more, in  the  historic  city  of  Richmond,  and  its  port,  Norfolk;  we 
find  them  in  Charlotte,  Ureensboro,  South  Carolina,  that  wonderfid 
country  which  seems  as  though  it  were  touched  by  an  Aladdin's  lamp 
in  my  memory;  we  find  them  in  Augusta  and  Savannah,  and  even 
back  in  Alabama  a  membership  has  recently  been  taken  out  by  a 
spinning  friend  of  mine  of  many  years  standing;  in  Birmingham,  in 
Mississippi,  in  New  Orleans^  in  Texas,  in  Memphis,  and  in  St.  Louis. 
All  those  men  have  a  vote  m  making  the*  rules  of  the  exchange,  and 
we  ask  them  to  come  and  serve  on  our  revision  committee,  some- 
thing that  is  not  known  in  any  other  exchange  in  the  world. 
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Then  we  find  that  when  you  land  in  Liverpool  and  feel  a  little 
lonely  in  that  dust  and  dirt  of  the  city;  when  you  land  in  Havre  and 
look  around  those  beautiful  streets,  or  at  those  beautiful  skies;  when 
you  land  in  Bremen,  that  wonderful  city  of  Gremian  enterprise; 
whether  you  are  in  Moscow,  listening  to  the  bells  of  Kremlin,  looking 
down  the  snowclad  streets;  or  whether  vou  are  in  Alexandria,  under 
the  shadow  of  Cleopatra's  Needle,  looKing  for  the  remains  of  the 
library  of  Alexander;  or  whether  you  are  on  the  top  of  the  Cathedrd 
of  Milan,  that  beautiful  marble  treasure,  and  looking  out  on  the  streams 
of  the  Alps,  and  noting  that  they  are  harnessed  with  electric  power 
and  have  been  for  the  past  fifteen  years  for  the  purpose  of  consuming 
American  cotton;  or  wnether  you  are  in  Barcelona,  the  home  of  the 
cotton-spinning  industry  of  Europe — and  vou  feel  at  all  lonely,  all 
you  have  to  do  is  to  turn  on  your  heel  and  walk  into  the  oflice  of  a 
member  of  the  New  York  Cotton  Exchange.  This  is  an  institution 
which  is  not  confined  to  one  city  or  one  State  or  one  country.  You 
find  these  gentlemen  everywhere.  The  reason  they  join  this  exchange 
is  because  of  the  fairness  of  the  methods  which  we  have  adopted.  If 
they  were  not  fair,  if  the  members  were  not  satisfied,  they  would  go 
and  do  their  business  elsewhere,  and  that  is  the  reason  whj  our 
business  has  grown  as  it  has  in  the  past,  and,  as  I  believe,  it  will 
continue  to  grow  in  the  future. 

As  I  have  said,  we  keep  our  cotton  in  the  warehouses  in  New  York, 
that  portion  of  it  which  comes  to  New  York,  but  we  do  more  than 
that.  After  we  have  put  the  cotton  in  the  warehouse  and  locked  the 
doors,  we  put  a  notice  on  the  outside  of  the  warehouse  that  ^*In  this 
warehouse  are  165,000  bales  of  cotton,''  of  which  so  many  bales  are 
good  middUngs,  and  so  many  middlings,  and  so  many  low  middlings, 
and  so  many  strict  good  ordinary,  and  if  you  want  to  buy  that  cotton 
you  know  you  are  going  to  get  the  cotton  which  it  is  to  the  advan- 
tage of  the  seller  to  deliver  to  you.  The  buyer  is  put  on  notice.  Is 
that  done  in  any  other  trade  except  the  cotton  trade ;  in  any  trade,  in 
any  business,  does  any  man  tell  you  what  he  has  got  for  sale  before 
you  enter  his  store  to  buy  it  ? 

I  have  heard  since  I  have  sat  here  this  question  of  arbitration 
amongst  the  spinners.  We  established  this  court,  gentlemen.  There 
is  a  little  verse  somewhere  in  the  Scriptures,  I  think  it  is  in  Matthew, 
which  says: 

Settle  with  thine  adversary  quickly,  lest  he  hail  thee  before  the  just  judge  and  the 
judge  cast  thee  in  to  prison. 

These  disputes  have  arisen  and  have  first  been  settled  by  arbitra- 
tion, and  have  finally  come  to  be  settled  by  the  classification  committee 
of  the  New  York  Cotton  Exchange,  the  last  court  of  appeal,  and  in 
order  to  meet  this  increasing  disposition  to  submit  to  the  decision 
of  that  classification  committee,  which  has  classed  the  cotton  in  the 
port  of  New  York  for  the  last  twenty-one  years,  we  have  been  obliged 
within  the  past  year,  to  accommodate  the  demands  from  spinners 
and  from  merchants  in  the  cities,  to  enlarge  our  quarters. 

I  will  close  what  I  have  to  say  with  just  this  statement:  If  the 
decision  of  that  classification  committee  was  not  satisfactory,  it 
would  not  grow,  but  in  order  to  show  you  that  it  is  satisfactory, 
I  should  hke  to  read  from  this  little  document.     [Reading]: 

(c)  If  this  can  not  be  done,  the  mill  shall  select  one  arbitrator  and  the  shipper  select 
also  one  (these  arbitrators  being  other  than  official  representatives)  between  whom  the 
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dispute  has  arisen,  to  whom  the  whole  question  shall  be  submitted  by  both  parties 
to  dispute  either  verbally  or  in  writing,  and  in  the  event  these  two  can  not  agree,  the;^ 
are  to  select  a  third  party  to  act  as  umpire,  whose  judgment  shall  be  final.  If  an 
umpire  can  not  be  agreed  upon,  then  the  matter  in  dispute  is  to  be  submitted  for  th^ 
rulmg  of  the  New  York  Cotton  Exchange,  but  this  is  to  be  as  a  last  resort. 

(d)  li  the  dispute  be  as  to  grade,  the  samples  drawn  by  the  mill  shall  be  submitted, 
unless  the  seller  claims  the  rig^ht  to  have  new  samples  drawn,  in  which  event  samples 
of  cotton  shall  be  drawn  by  either  party  with  the  consent  of  the  other,  or  by  a  tnird 
party  i^  the  presence  of  both  parties.  Provided,  however,  that  in  cases  where  it  may 
oe  impracticable  to  have  samples  subsequently  drawn,  the  cotton  not  so  sampled  shall 
be  assumed  to  be  of  the  grade  invoiced. 

(«)  In  any  arbitration,  or  where  any  question  is  submitted  to  the  ruling  of  New  York 
Cotton  Exchange,  the  party  against  whom  the  decision  is  rendered  shall  be  liable  for 
the  expense  of  arbitration  or  submission. 

(/)  These  rules  shall  apply  as  to  staple  cotton,  except  in  matters  of  length  of  staple, 
grade  and  differences,  consequent  thereon,  which  shall  be  arbitrated  in  New  OrleaSis 
or  Vicksburg,  under  the  rules  of  the  New  Orleans  or  Vicksburg  exchange,  at  the  option 
of  the  buyer. 

9.  Country  damaged  cotton  will  not  be  received  unless  put  in  condition  by  shipper. 

10.  In  absence  of  other  agreement,  differences  ruling  on  New  York  Cotton  Exchange 
at  date  of  sale  are  to  be  used  in  settling  claims  under  all  contracts,  except  that  one- 
eighth  differences  are  to  apply  on  one-half  grades  ^m  strict  good  middling  white  to 
stnct  low  middling  white,  both  inclusive,  and  in  the  absence  of  specific  rules  herein 

f^veming  any  dispute  arising  between  parties,  the  ruling  of  the  New  York  Cotton 
xchange  is  to  govern. 

These  are  the  rules  of  the  Carolina  mills.  Here  is  the  contract  of 
the  Carolina  mills,  sale  memorandum  and  contract  governing  these 
rules,  and  also  the  names  of  all  the  gentlemen  who  participated  in 
this  discussion. 

(The  contract  referred  to  will  be  foimd  in  the  appendix.) 

The  Chairman.  You  have  concluded  your  statement ! 

Mr,  Hubbard.  Yes,  sir. 

The  Chairman.  We  witt  now  hear  from  Mr.  Mandelbaum. 

TESTIMOmr  OF  L.  HAirpELBATJM,  OF  VEW  70BK  CIT7. 

(The  witness  was  sworn  by  the  chairman.) 

The  Chairman.  Please  state  your  business  and  other  connections 
in  relation  to  the  cotton  trade. 

Mr.  Mandelbaum.  I  am  a  cotton  broker.  My  official  connection 
with  the  exchange  is,  I  am  a  member  of  the  board  of  managers;  I  am 
a  member  of  the  committee  on  by-laws  and  rules,  chairman  of  the 
committee  on  statistics  and  information,  member  of  the  supervisory 
committee,  to  whom  all  complaints  against  members  have  to  be 
directed,  and  also  a  member  of  the  revision  committee.  I  am  also 
a  member  of  the  so-called  Marsh  committee. 

Gentlemen,  I  will  be  as  brief  as  I  can  possibly  be,  and  after  what 
my  colleagues  have  said  there  will  be  very  little  for  me  to  say,  except 
that  I  have  been  trying  to  determine  for  myself  the  real  object  of  tne 
propoimders  of  those  aifferent  bills  which  are  the  subject  of  consid- 
eration before  your  committee.  I  have  sometimes  thought  that  it 
was  a  matter  of  trade,  that  it  was  a  question  as  to  the  benefit  or  loss 
occurring  to  the  growers  of  cotton  or  other  produce.  Sometimes  I 
have  thought  that  the  question  was  one  of  morals.  Also  it  must  be 
frankly  admitted  that  the  preponderance,  the  great  preponderance,  of 
the  testimony  brought  in  nere  was  solely  on  the  subject  of  the  price 
and  the  prices  of  cotton,  and  the  moral  questions  which  seemed  to 

f)ervade  those  bills  have  mostly  been  lost  sight  of.     I  have  tried  to 
athom  the  reasons.    There  must  be  a  reason  for  everything,  and  I 
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have  tried  as  much  as  possible  for  mjrself  to  get  at  the  reason  for  it, 
in  studying  these  different  bills,  which  are  somewhat  different  in 
their  character,  particularly  the  so-called  Burleson  bill,  which  seems 
to  consider  the  question  only  from  a  moral  standpoint  when  the  sell- 
ing of  cotton  is  concerned.  According  to  that  bill  it  does  not  make 
any  difference  how  much  a  man  buys  as  long  as  he  does  not  sell  anv — 
I  have  come  to  the  conclusion  that  there  is  no  moral  in  that  bill. 
[Laughter.]  The  so-called  Scott  bill,  brought  in  by  the  chaintian  of 
this  committee,  is  at  least  consistent.  It  treats  the  seller  and  the 
buyer  equally  on  this  question. 

But  no  matter  what  those  bills  purport  to  be  or  what  was  in  the 
minds  of  the  proponents  of  the  bills,  it  seems  to  me  that  they  all  reach 
the  fact  that  Congress  does  not  claim  the  power  of  direct  interfer- 
ence or  prohibition,  because,  if  it  claimed  the  right,  it  would  have  no 
reason  to  fall  back  on  the  mail  or  the  telegraph,  but  simply  would 
bring  a  law  in  of  interference  or  prohibition.  Now,  I  may  be  all 
wrong — I  am  not  a  lawyer,  gentlemen — but  in  order  to  justify  Con- 
fess m  prohibiting  or  interfering  with  the  business  of  the  exchange, 
they  have  to  show  that  the  business  on  the  exchange  is  somewhat  or 
not  quite  a  moral  character;  otherwise  I  do  not  see  that  they  would 
claim  they  have  the  right,  on  broad  grounds,  to  interfere  with  and 
prohibit  that  business  by  prohibiting  it  the  mail  and  the  use  of  the 
telegraph. 

Right  there  I  meet  another  perplexing  question,  Mr.  Chairman, 
and  that  is,  if  it  is  done  for  that  high  moral  purpose,  why  was  the 
coffee  exchange  exempted  from  its  provisions?  Whv  was  the  ex- 
change excepted  that  deals  in  cotton  oil  futures,  and.  why  was  the 
very  stock  exchange  exempted  from  its  provisions  ?  It  shows  to  me 
clearly  that  the  iporal  question  was  not  exactly  the  question  either, 
and  for  that  very  reason  it  has  been  impossible  for  me  to  clearly 
make  up  my  mind  what  these  bills  really  stand  for. 

Let  us  look  at  the  next  question.  There  has  lately  been  a  great 
deal  of  talk  about  a  white  slave  trade.  I  do  not  beUeve  that  any 
member  of  Congress  would  claim  that  Congress  had  the  right  to 
prescribe,  based  on  the  fact  that  white  slaves  are  transported  by 
means  of  railroads,  that  every  man  traveling  with  a  woman  should 
have  to  make  an  affidavit  that  he  does  not  travel  with  her  for  the 

J>urpose  of  the  white  slave  trade.  Hotels  are  sometimes  used 
or  not  exactly  moral  purposes,  but  would  that  give  Congress  the 
right  to  prescribe  that  any  man  entering  with  a  woman  to  get 
lodging  at  night  should  make  an  affidavit  that  he  is  not  brinmng 
her  there  for  immoral  purposes  ?  I  do  not  think  they  would  hold  for 
one  moment  that  such  a  thing  would  be  the  case  or  would  be  toler- 
ated. Gentlemen,  on  the  cotton  exchange  a  contract  is  exactly  of  a 
similar  nature.  It  is  a  strictly  legal  contract.  It  is  a  contract  which 
has  stood  the  fire  of  the  Supreme  Court.  It  is  a  contract  which  has 
stood  the  fire  to  be  enforced  in  the  South,  notwithstanding  all  the 
laws  that  they  have  been  able  to  get  up  against  it,  and  it  is  a  strictly 
legal  business,  notwithstanding  the  fact  that  it  might  be  used  some- 
times for  an  illegal  purpose.  That  does  not  make  it  illegal^  and  that, 
in  my  opinion,  should  not  justify  Congress  in  prohibiting  it  the  mail 
and  the  telegraph. 

Now,  let  us  come  to  what  an  abolition  of  the  exchanges  would 
bring  about,  if  such  a  thing  were  possible.    Lean  very  reamly  under- 
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stand  in  one  way  why  the  spinners  would  like  very  much  to  have  the 
exchanges  eliminated,  and  I  will  tell  you  right  here  why  they  would 
not  have  to  any  more,  after  that  matter  that  came  out  accidentally 
yesterday  to  which  I  will  refer  briefly  afterward — because  they 
would  be  the  only  buyers;  no  one  could  actually  handle  cotton  any 
more  except  a  spmner.  I  admit  that,  and  I  make  the  frank  admis- 
sion. To  what  would  that  lead?  I  will  tell  you,  gentlemen,  that 
you  have  now  already  the  so-called  cotton  duck  trust.  You  will  be 
astonished  if  I  tell  you  that  within  the  last  five  years  three  attempts 
have  been  made  to  combine  all  the  Southern  cotton  mills.  It  might 
surprise  you  if  I  tell  you  that  to-day  the  very  thing  is  going  on 
which  would  leave,  if  successful,  the  producer  entirely  at  the  mercy 
of  the  spinner. 

It  has  been  asserted  here  that  the  law  of  demand  and  supply  is 
made  nugatory  on  the  exchanges.     There  never  was  a  greater  fallacy 

Sropounded  by  the  people  who  mention  this  fact.  I  do  not  want  to 
etain  you  too  much  on  it,  but  the  fact  is  that  from  1890 — I  haven't 
the  statement  any  further  back  with  me — beginning  with  1890  every 
big  cotton  crop  sold  at  a  low  price  and  every  small  cotton  crop  sold 
at  a  hi^h  price,  which  answers  that  assertion,  and  I  dismiss  it  simply 
by  stating  the  plain  fact. 

We  have  been  charged,  gentlemen,  with  almost  everything  under 
the  sun,  unfair  dealii]^,  and  everything  they  could  think  of.  Now 
you  gentlemen,  the  majority  being  lawyers,  are  certainly  also  busi- 
ness men  in  the  sense  in  which  I  take  the  law,  and  you  certainly  know 
that  business  generally  deals  with  those  houses,  or  with  those  cor- 
porations, where  it  is  treated  the  fairest.  Business  does  not  go  out 
of  the  way  to  deal  with  houses  where  it  is  treated  unfairfy.  It 
always  seeks  to  trade  where  it  receives  fair  and  just  treatment. 
To-day,  gentlemen,  the  cotton  exchange  of  New  York  is  the  laj^est 
exchange  in  the  world.  It  does  more  business  to-day  than  New 
Orleans  and  Liverpool  put  together,  and  why?  Because  it  is  the 
only  exchange  where  people  laiow  what  they  do;  they  know  what 
thev  buy  and  they  know  what  they  get,  and  that  is  the  reason  they 
seeK  that  market. 

Another  thing  in  the  abolishment  of  the  exchange,  if  such  a  thin^ 
could  be  brought  about,  which  was  incidentally  brought  out — which 
I  frankly  admit,  Mr.  Chairman,  I  never  knew;  it  never  came  to  my 
mind,  I  know  it  never  came  to  the  minds  of  any  of  the  gentlemen  of 
the  committee,  and  I  know  it  never  came  to  the  minds  of  any  of  the 
spinners — the  fact  which  was  brought  out  by  Mr.  Neville  quite  acci- 
oentally  when  he  stated  that  a  miff  man  cam^  to  him  to  buy  25,000 
bales  of  cotton  to  cover  a  contract  of  goods  which  was  to  be  delivered 
nearly  a  year  hence;  that  he  sold  him  that  cotton;  that  he  went  on  the 
exchange  and  hedged  it.  How  would  it  stand  if  there  was  no  ex- 
change, if  Mr.  Neville  could  not  have  hedged  himself  and  could  not 
have  sold  to  the  spinners  that  cotton,  and  the  spinners  could  not  have 
made  a  contract  with  the  Chinaman,  or  that  Chinese  exporter  ?  What 
would  have  been  the  consequence  ?  That  man,  that  exporter,  would 
have  gone  to  Manchester,  to  Lancashire.  He  would  have  bought  his* 
goods  there.     That  mill  man  in  Lancashire  or  Manchester  would  have 

ffone  to  the  Liverpool  exchange  and  contracted  for  his  cotton  for 
uture  delivery,  or  nedged,  and  that  would  have  enabled  him  to  take 
the  business  away  from  this  country,  to  take  it  away  from  the  labors 
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ing  man  in  this  country,  and  injure  this  country  in  a  political  and 
economic  sense.  While  I  admit,  and  I  had  it  brought  out  yesterday, 
that  might  not  lead  to  the  consumption  of  one  pound  of  cotton  less, 
because,  as  far  as  cotton  is  concerned,  it  would  not  make  any  differ- 
ence whether  it  is  consumed  in  England  or  consumed  in  this  country, 
it  would  deprive  the  American  factories  of  making  it,  and  it  would 
deprive  the  laboring  men  here  from  earning  what  they  are  justly 
entitled  to. 

The  question  of  hedging  has  been  touched  on  by  my  friend  Mr* 
Burleson  in  a  way  which  either  shows  that  he  does  not  understand  the 
Question  or  that  he  does  not  want  to  understand  it;  it  is  either  one  or 
tne  other.  Gentlemen,  cotton  is  hedged  not  for  the  purpose  of  an 
absolute  insurance,  not  for  the  purpose  of  avoiding  an  absolute  risk; 
cotton  is  hedged  for  the  purpose  of  limiting  that  risk.  There  may  be 
small  variations,  and  if  you  could  hedge  those  variations  there  would 
not  be  any  longer  any  market;  there  would  not  be  any  necessity  for 
any  market. 

In  looking  further  over  those  bills  I  see  there  is  a  clause  in  them  even 
as  to  the  foreign  business;  in  other  words,  the  Congress  seeks  to  pre- 
scribe, or  tries  to  prescribe,  a  man  sending  an  order  from  Liverpool 
or  Bremen  to  make  an  affidavit  over  there  what  his  intention  is.  Do 
you  think  Congress  has  that  ri^ht,  to  fix  a  restriction  as  far  as  Europe 
IS  concerned  ?  We  have  sometimes  imposed  on  the  Chinaman  and  tne 
Turk,  but  we  have  never  tried  it  on  the  Europeans,  and  I  do  not 
believe  for  one  moment  they  would  tolerate  it.     [Laughter.] 

Now,  gentlemen,  the  title  of  the  New  York  Cotton  Exchange  is, 
to  my  mind,  a  great  misnomer.  It  is  simply  derived  from  the  fact 
that  the  New  York  Cotton  Exchange  is  situated  in  New  York.  It 
does  not  mean  that  it  gets  its  business  from  New  York.  The  mem- 
bership of  the  New  York  Cotton  Exchange  is  distributed  all  over  the 
South  and  all  over  the  civilized  world,  and  it  is  a  world's  exchange 
and  the  only  world's  exchange  in  this  country.  I  say  that  without 
any  fear  of  contradiction,  no  matter  from  what  quarter  it  may  come. 

Much  has  been  said  on  the  question  of  wool,  why  it  was  that  there 
is  no  necessity  that  wool  should  be  traded  on  an  exchange.  Gentle- 
men, this  is  so  simple  that  anybody  who  is  familiar  with  the  matter 
would  laugh  at  it.  It  may  astonish  my  friend  over  here  [Mr.  Burle- 
son], who  is  just  smiling  at  me  when  I  mention  the  matter,  to  know 
that  I  was  a  wool  raiser  in  Texas  almost  before  he  was  bom 
[laughter];  that  I  dealt  in  wools  in, San  Antonio,  Tex.,  almost  before 
he  Vas  born;  that  I  claim  to  be  absolutely  familiar  with  wool.  I^t 
me  show  you  only  one  instance  which  affects  the  price  of  wool.  You 
can  either  sell  or  you  can  not  sell  it.     I  have  had  to  hold  wool  for  a 

?''ear  and  longer  to  be  able  to  sell  it.  The  difference  between  a  manu- 
acturer  coming  to  you  and  wanting  to  buy  wool  and  you  going  to  the 
manufacturer  and  wanting  to  sell  wool  amounts  to  2  or  3  cents  a 
pound.  I  will  refer  to  some  of  the  reasons  why  it  is  not  traded  on  an 
exchange.  You  take,  for  instance,  the  Texas  wools,  the  New  Mexican 
wools,  the  Colorado  wools,  the  California  wools,  which  are  all  traded 
in  what  we  call  the  dirt  and  the  grease.  Those  very  wools  do  not 
shrink  one  year  as  much  as  they  shnnk  another.  If  they  should  have 
a  very  heavy  rain  previous  to  the  shearing  time,  they  might  not  lose 
quite  so  much  in  scouring  them  as  they  would  lose  if  they  had  no 
rain  at  all,  as,  for  instance,  this  year.     It  is  something  which  the 
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buyer  absolutely  has  to  determine  for  himself;  it  is  his  individual 
judgment  when  he  gets  that  wool,  and  that  is  what  makes  the  price, 
whether  that  wool  shrinks  50,  52,  55,  or  60  per  cent.  I  have  had  wool 
before  the  greatest  experts  that  the  New  i  ork  market  ever  saw,  and 
one  claimea  it  would  shrink  52,  another  55.  and  another  57.  Gentle- 
men, that  in  itself  made  a  difference  in  tne  price  of  2  or  3  cents  a 
pound,  and  that  is  one  of  the  reasons  why  wools  can  not  be  traded  on 
the  exchange — onljr  one. 

Another  is  that  it  can  not  be  classed  like  cotton  can.  Take,  for 
instance,  the  State  of  Texas,  with  which  my  friend  to  the  left  is  more 
famiUar  than  with  any  other.  There  are  sheep  men  in  Texas  who 
shear  only  once  a  year;  there  are  others  who  shear  twice  a  year,  once 
in  the  spring  and  once  in  the  fall.  The  spring  wool  is  generally  the 
growth  of  seven  months  and  the  fall  is  the  growth  of  five,  caused  by 
the  fact  that  they  want  to  shear  as  early  as  possible  in  order  that  the 
sheep  would  have  a  little  wool  on  them  again  when  the  cold  season 
comes.  The  very  character  of  the  wool  is  entirely  different.  There 
is  not  a  single  clip — which  used  to  be  always  sold  by  the  name  of  the 
owner;  that  is  the  way  they  were  sold — there  is  not  a  single  clip  that 
compares  exactly  the  same  with  the  clip  of  any  other  man.  It  is 
something  entirely  individual.  I  think  lean  better  illustrate  to  you 
if  I  tell  you  that  the  American  sheep  originallv  was  a  Mexican  sheep, 
whose  wool  was  not  adapted  for  anything  out  carpets.  No  cloth 
could  be  made  out  of  it.  When  Texaiis  went  into  the  sheep  business 
they  commenced  by  degrees  to  raise  fine  breeds,  and  succeeded  to  a 
wonderful  degree,  and  there  are  to-day  as  fine  wools  in  Texas  as  are 
raised  anywhere.  But  that  does  not  do  away  with  the  fact  that  there 
are  not  two  clips  that  are  exactly  the  same.  In  my  time  I  used  to  sell 
the  Calahan  chp  that  was  a  clip  that  amounted  to  160,000  or  180,000 
poimds  every  six  months.  Eivery  man  in  New  York  knew  what  a 
Calahan  clip  was,  and  they  bought  the  Calahan  clip,  no  matter  what 
it  was.  They  thought  sometimes  they  knew  it,  and  sometimes  they 
found  out  that  they  did  not.     [Laughter.] 

Another  thing  that  enters  into  the  sale  of  wool,  sometimes  is  shives 
and  sometimes  it  is  burrs,  which  can  only  be  taken  out  by  very 
improved  machinery.  You  can  not  sell  anything  of  that  character 
ahead  unless  you  can  show  what  you  have.  Contrast  with  it  the 
cotton.  I  do  not  know  how  much  you  know  about  cotton,  but  I 
think  it  is  not  disputed  that  cotton  can  be  accurately  classed  and 
every  grade  of  cotton  ascertained. 

Referring  to  the  question  somewhat,  in  my  concluding  remarks,  I 
must  say  that  I  sympathize  with  those  Members  of  Congress  who 
come  from  sections  where  cotton  is  raised.  They,  as  I  believe,  have 
been  instructed  and  almost  compelled  by  their  constituents  to  assume 
an  attitude  antagonistic  to  the  cotton  exchange.  I  ask  them  to  con- 
sider for  one  moment  that  if  their  constituents  had  been  present  at 
this  hearing  whether  they  would  be  still  of  the  same  mind  that  they 
were  when  they  wrote  those  letters  ?  I  do  not  believe  there  is  any 
man  in  the  hearing  of  my  voice  who  would  not  admit  readily  that 
it  would  have  brought  about  a  change  of  opinion  in  many  of 
them.  I  ask  them  to  rise  to  their  feelings  of  patriotism,  to  rise  above 
instructions  from  their  constituents  to  that  plane  which  does  work  for 
the  common  good  and  for  the  common  country,  and  not  only  for  a 
part — a  few  nusguided  people  in  one  section  of  the  country.    I  ask 
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you,  gentlemen,  to  read  the  speech  of  Senator  Vest  and  read  the  speech 
of  Senator  White,  then  a  Senator  from  Louisiana,  who  made  an 
argument  on  the  Washburn  bill,  which  is  to-day  as  imanswerable 
as  at  the  time  he  delivered  it.  I  ask  you  gentlemen  to  rise  to  that 
plane  of  statemanship  of  Senator  White,  now  a  Justice  of  the  Su- 

Ereme  Court  of  the  United  States,  the  greatest  tribunal   in  the 
istory  of  the  world. 

Concluding,  gentlemen,  I  wish  to  thank  you,  Mr.  Chairman,  and 
through  you  every  member  of  this  committee,  for  the  patience  with 
which  you  have  listened  to  our  arguments,  for  the  courtesy  shown 
to  us,  and,  above  all,  for  the  great  fairness  displayed  in  this  hearing. 

I  wish  to  submit  the  speeches  of  Senator  White  and  Senator 
Vest. 

The  Chairman.  Without  objection  they  will  be  included  in  the 
hearing.  We  could  ^ive  a  few  minutes  to  examination,  if  some 
gentlemen  have  questions  to  ask. 

(The  speeches  referred  to  will  be  found  in  the  appendix.) 

Mr.  Ellerbe.  I  want  to  ask  one  or  two  questions.  You  said  in 
vour  excellent  remarks  that  it  was  always  true  that  a  big  crop 
Drought  a  small  price  and  a  small  crop  brought  a  big  price.  Is  it 
or  is  it  not  true  that  there  is  an  old  expression  that  you  should 
bull  the  tail  end  of  a  bi^  crop  and  bear  the  tail  end  of  a  short  crop  9 

Mr.  Mandelbaum.  I  did  not  hear  it  expressed  that  way.  I  heard 
it  different,  that  you  should  not  bull  the  tail  end  of  a  small  crop 
and  should  not  bear  the  tail  end  of  a  big  crop. 

Mr.  Ellerbe.  Is  it  not  true  that  when  the  country  gets  it  into 
their  heads  that  there  was  a  short  crop  made,  the  prices  generally 
go  down  at  the  end  of  that  year  ? 

Mr.  Mandelbaum.  You  want  me  to  explain  that,  of  course.  ITou 
want  a  fair  answer. 

Mr.  Ellerbe.  Certainly. 

Mr.  Mandelbaum.  It  depends  entirely  on  the  prospects  of  the 
growing  crop,  which  casts  its  shadows  long  before  it  enters  into 
actual  appearance,  and  which,  to  a  great  extent,  is  caused  bv  the 
fact  that  a  great  many,  probably  a  great  many  more  producers 
than  I  or  you  know,  commence  selling  the  new  crops. 

Mr.  Ellerbe.  The  (question  I  really  wanted  to  ask  you  is  thia — 
I  just  happened  to  think  of  that — vou  stated  that  if  there  were  no 
exchanges  the  farmer  would  be  at  the  mercy  of  the  spinner  entirely  % 

Mr.  Mandelbaum.  Yes,  sir. 

Mr.  Ellerbe.  I  want  to  ask  you  this  question,  and  I  am  serious 
about  it,  because  it  has  been  troubling  me  some  time.  Is  it  not  true 
that  the  spinners  of  the  world  need,  approximately,  we  will  ssy,  a 
million  bales  of  cotton  a  month  t 

Mr.  Mandelbaum.  Yes,  sir. 

Mr.  Ellerbe.  Is  it  not  true  that  during  the  months  of  October, 
November,  and  December  from  60  to  75  per  cent  of  the  cotton  is 
sold? 

Mr.  Mandelbaum.  Yes,  sir. 

Mr.  Ellerbe.  Is  it  not  true  that  the  spinners  of  the  world  requiring 
a  million  bales  of  actual  spot  cotton  per  month  during  those  tliree 
months,  when,  we  will  say,  seven  million  of  bales  of  cotton  are  forced 
on  the  market,  can  they  not  go  in  the  market  and  buy  three  million 
bales  of  cotton,  go  on  your  cotton  exchanges  and  hedge  against^  as 
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you  call  it,  four  million  bales,  then  withdraw  from  the  market  at 
the  time  the  poor  fanner  has  to  sell  his  cotton  and  leave  him  at  the 
mercy  of  anybody  m  the  world,  with  nobody  to  buy  his  cotton  ? 

Mr.  Mandelbaum.  You  want  me  to  answer  that  ? 

Mr.  Ellerbe.  I  would  like  to  have  an  answer  to  that.  I  want 
to  repeat  now,  he  would  need  three  million  bales  of  cotton.  He 
can  buy  three  million.  He  can  go  and  buy  Marchs  and  Aprils  and 
Mays  and  Junes  and  Julys,  four  millions  of  it,  and  withdraw  from 
the  market  and  force  the  farmer  to  dump  four  million  on  the  market 
when  there  is  an  actual  demand  for  only  three  million. 

Mr.  Mandelbaum.  I  want  to  answer  the  question  just  in  the  line 
in  which  Mr.  NeviUe  has.  It  is  true  the  spinner  uses  approximately 
a  million  bales  of  cotton.  It  is  equally  true  that  the  farmer,  during 
the  first  four  months  of  the  cotton  crop,  raises  not  seven  or  eight 
million,  but  nine  million.  It  is  equally  true  that  somebody  has  to 
buy  that  cotton,  and  it  is  equallj  true  that  bv  the  medium  of  ihe 
exchanges  those  buyers  are  nirmshed  to  enable  a  spinner  who  has 
not  got  the  money  to  buy  the  physical  cotton  during  the  entire 
year,  to  protect  himself  by  a  hedge  from  a  man  who  has  the  cotton 
and  paid  for  it.  I  do  not  know  whether  I  have  made  myself  perfectly 
clear  to  you. 

Mr.  Ellbbbe.  I  understand  you,  I  think. 

The  Chairman.  Have  you  finished,  Mr.  Ellerbe  ? 

Mr.  Ellerbe.  I  wanted  to  ask  Mr.  Hubbard  just  one  question. 

The  Chairman.  Suppose  we  finish  with  Mr.  Mandelbaum  nrst. 

Mr.  Sims.  You  ^ve  the  reason  why  you  could  not  have  a  wool 
exchange  dealing  m  futures  like  you  do  in  cottons — these  months^ 
of  course — and  I  accept  it  as  absolutely  true.  Now,  then,  do  not 
wool  manufacturer^  contract  their  output  for  many  months  ahead  t 

Mr.  Mandelbaum.  No,  sir. 

Mr.  Sims.  Do  not  woolen  manufacturers  agree  to  sell — I  mean  the 
manufacturer  of  cloth — agree  to  sell  the  manufacturers  of  garments 
cloth  to  be  supplied  to  them  months  ahead  ? 

Mr.  Mandelbaum.  I  want  to  explain  that  to  you. 

Mr.  Sims.  I  am  first  asking  you  if  they  do  it. 

Mr.  Mandelbaum.  I  am  very  glad  you  brought  that  question  out. 
The  woolthat  most  manufacturers  buy  has  gone  through  a  portion 
of  the  manufacturing  process  already;  that  is,  through  the  scouring 
process.  After  wool  is  scoured  you  can  determine  with  a  greater 
degree  of  accuracy  what  it  is  than  you  can  do  before  it  is  scoured. 
You  have  at  least  the  question  of  shrinkage  eliminated,  just  the  same 
way  as  you  can  determine  after  it  is  put  into  cloth  with  some  less 
risk  what  it  is. 

Mr.  Sims.  You  have  not  answered  mv  question  at  all.  I  ask  vou 
if  it  is  a  fact  that  manufacturers  of  woolen  cloth  contract  to  sell  their 
output  for  delivery  several  months  ahead  to  the  makers  of  clothing ! 

Mr.  Mandelbaum.  I  did  not  understand  you,  but  I  will  answer 
that  question.     I  suppose  it  is  done  to  a  very  limited  extent. 

Mr.  Sims.  Is  it  not  a  ^neral  thing  ? 

Mr.  Mandelbaum.  It  is  not>  absolutely  not. 

Mr.  Sims.  Do  woolen  manufacturers  manufacture  clothing  and  keep 
it  in  their  manufactories  and  wait  for  somebody  to  come  ? 
Mr.  Mandelbaum.  The  cloth,  yes. 
Mr.  Sims.  As  a  general  rule  ? 
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Mr.  Mandelbaum.  The  cloth,  yes.  Do  you  want  me  to  tell  you 
why  they  do  it  ? 

Mr.  Sims.  I  am  asking  you  for  a  fact  and  the  reason  of  it. 

Mr.  Mandelbaum.  I  will  tell  you  the  fact,  why  they  do  so.  One 
fact  is  that  manufactured  ^oods  do  not  fluctuate  in  the  way  raw 
products  fluctuate.  The  pnce  does  not  change,  is  one  thing.  An- 
other is  the  protection  they  receive  at  the  hands  of  Congress. 
Nothing  can  be  shipped  from  any  foreign  country  that  does  not  pay 
a  prohibitive  duty,  almost,  and  that  keeps  the  goods  market  more 
steady. 

Mr.  Sims.  My  question  was  world-wide,  not  confined  to  the  United 
States. 

Mr.  Mandelbaum.  If  it  is  world-wide,  I  will  answer  it  no. 

Mr.  Sims.  They  generally  sell  their  goods  ? 

Mr.  Mandelbaum.  I  am  not  talkmg  about  goods;  I  am  talking 
about  the  wool. 

Mr.  Sims.  I  am  talking  about  the  manufacturers  making  cloth 
from  wool.  Do  they  not  contract  to  sell  their  manufacture  ahead  of 
the  dav  of  manufacture  ? 

Mr.  Mandelbaum.  Yes,  sir;  they  sell  it  six  months  ahead. 

Mr.  Sims.  Then  you  have,  answered  what  you  have  repeatedly 
refused  to  answer.  Then,  if  it  is  possible  for  woolen  manufacturers, 
without  a  woolen  exchange,  to  sell  their  manufacture  six  months 
ahead,  why  could  not  cotton  manufacturers  do  the  same  way  without 
a  cotton  exchange  ? 

Mr.  Mandelbaum.  In  the  first  place,  Mr.  Sims,  you  and  I  do  not 
agree  exactly  the  way  the  woolen  goods  business  is  done.  The 
manufacturer  buys  his  wool,  and,  as  they  pretty  much  have  to  pay 
the  same  price  for  the  wool  and  have  notning  {o  fear  from  foreign 
competition,  do  not  export  any  woolen  goods,  they  put  a  certain 
price  on  it,  and  that  price  is  sent  out  to  their  drummers,  their  agents, 
and  those  goods  are  made  new  only  after  orders  are  received,  in 
most  instances. 

Mr.  Lever.  Reference  has  been  made  to  the  Marsh  committee 
What  is  that  committee  ? 

Mr.  Mandelbaum.  The  Marsh  committee  was  appointed  by  the 
exchange  to  take  up  the  charges  made  in  the  first  book  of  Mr.  Herbert 
Knox  Smith. 

Mr.  Lever.  How  long  ago  was  that  committee  appointed  ? 

Mr.  Mandelbaum.  I  should  say  about  fifteen  months  ago. 

Mr.  Lever.  Has  it  ever  made  any  report  ? 

Mr.  Mandelbaum.  No,  sir;  they  have  not  come  to  a  conclusion. 
They  are  making  tests  in  regard  to  loss  in  the  different  grades,  and  the 
reason  we  did  that  was  because  we  had  been  assailed,  it  being  stated 
that  it  was  not  possible  that  seventeen  men  could  sit  on  a  revision 
committee  and  not  be  somewhat  influenced  by  individual  members, 
and  in  order  to  take  it  out  of  the  hands  of  anyone  to  make  those 
differences,  we  wanted  to  see — and  we  have  spent  a  great  deal  of 
money  on  it — whether  we  could  not  arrive  at  a  definite  conclusion 
and  vote  the  different  grades  according  to  their  spinning  value,  once 
and  forever. 

Mr.  Lever.  That  is  the  reason  you  have  not  made  the  report  ? 

Mr.  Mandelbaum.  Yes,  sir. 
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Mr.  Leveb.  You  made  some  reference  to  the  moral  phase  involved 
in  this  question.  Do  you  consider  there  is  a  moral  phase  involved 
in  it? 

Mr.  Mandelbaum.  I  do  not.  I  am  only  saying  I  have  been  at  a 
loss  to  understand  what  the  propounders  of  tnis  bill  are  proceeding 
under.  I  have  been  impressed  it  was  one  thing,  and  then  I  have  been 
impressed  it  was  another. 

Mr.  Leveb.  There  could  not  be  any  moral  phase  in  it,  unless  there 
were  illegitimate  transactions  on  the  exchange  t 
Mr.  Mandelbaum.  There  could  not;  there  is  not. 
Mr.  Leveb.  There  are  no  illegitimate  transactions  t 
Mr.  Mandelbaum.  No,  sir. 

The  Chaibman.  I  have  just  onequestion  that  I  would  Uke  to  ask 
Mr.  Mandelbaum,  perhaps  two.  "What  are  the  most  active  specula- 
tive months  ? 

Mr.  Mandelbaum.  There  are  not  so-called  speculative  months; 
they  are  all  traded.  The  only  thing  is  that  for  some  reason  or  other, 
for  no  purpose — I  state  that  under  oath — ^for  no  reason  whatever 
it  seems  that  hardly  anjrbody  ever  trades  in  November.  There  is 
absolutely  no  reason  for  it,  and  that  hardly  anybodv  ever  trades  in 
February,  and  that  hardly  anybody  ever  trades  in  April;  and  those 
are  the  only  three  months. 

Mr.  Ellebbe.  How  about  June  ? 

Mr.  Mandelbaum.  June,  yes;  I  beg  vour  pardon. 

The  Chaibman.  That  fact  essentially  was  stated  here  by  other 
witnesses  several  times,  and  I  had  a  curiosity  to  know  if  there  was 
any  reason  for  it. 

Mr.  Mandelbaum.  It  is  a  mere  accident  that  those  months  have 
been  the  active  months,  and  everjbodj  would  rather  trade  in  an 
active  month  than  in  one  that  is  inactive,  but  it  is  absolutely  end 
unqualifiedly  on  no  theory  connected  with  the  exchange. 

The  Chaibman.  And  yet  just  by  accident  it  happens  that  the  same 
months  each  year  are  dull  in  the  cotton  exchange  * 

Mr.  Mandelbaum.  Yes,  that  does  not  refer  to  price.  The  price 
is  the  same  whether  they  are  traded  or  not.  You  seem  to  labor 
under  a  misapprehension  that  it  would  make  any  difference  of  the 
price. 

The  Chaibman.  It  really  has  no  particular  bearing. 

ifr.  Mandelbaum.  If  you  wanted  to  buy  in  November  you  could 
buy,  and  it  would  have  the  same  relative  value  with  the  other  months. 

The  Chaibman.  I  understand  that  perfectly,  but  the  answer  to  my 
question  would  have  no  particular  bearing  on  these  bills.  I  only 
asked  it  out  of  curiosity. 

Mr.  Mandelbaum.  Just  a  mere  accident. 

The  Chaibman.  It  seems  strange  to  me  that  in  a  product  in  which 
there  was  so  much  trading  in  bulk  there  should  just  hapoen  to  be 
three  or  four  months  of  the  year  when  the  trading  would  oe  dull. 

Mr.  Mandelbaum.  Eight  months  in  the  year;  only  four  inactive 
months. 

The  Chaibman.  I  said  only  three  or  four  months  in  the  year  in 
which  the  trading  should  be  dull. 

Mr.  Mandelbaum.  It  may  astonish  you,  Mr.  Chairman,  that  we 
amongst  ourselves  have  often  sought  for  the  reason  for  that,  and  we 
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never  could  find  what  the  reason  was  that  hardly  anybody  ever 
trades  m  February,  November,  April,  or  June. 

The  Chairman.  So  there  is  something  about  the  cotton  business 
that  even  you  do  not  know.     [Laughter.] 

Mr.  Brooks.  Then  you  do  not  agree  with  Mr.  Neville  in  his  state- 
ment yesterday  that  it  curtails  the  consumption  of  cotton  for  the 
American  merchant  not  to  be  able  to  sell  ahead  to  the  exporters,  as 
he  illustrated  in  his  case  with  the  Chinese  merchant. 

Mr.  Neville.  I  do  not  think  I  stated  it. 

Mr.  Brooks  I  am  very  positive  you  did. 

Mr.  Neville.  I  am  reading  over  the  testimony  now,  and  if  I  find 
it  I  will  call  your  attention  to  it. 

Mr.  Mandelbaum.  If  he  stated  it  I  disagree  with  him,  and  I  have 
disagreed  with  a  great  many  of  my  colleagues;  sometimes  to  a  very 
heated  extent. 

The  Chairman.  That  is  too  bad.     [Laughter.] 

ifr.  Brooks.  If  it  would  benefit  the  foreign  spinners  for  these 
futures  to  be  prohibited,  throwing  the  trade  over  tnere,  why  are  the 
American  spinners  in  favor  of  it  ? 

Mr.  Mandelbaum.  I  think  I  made  myself  perfectly  clear  that 
this  was  one  of  the  phases  that  came  out  yesterday  in  which  even  we 
thought  it  just  came  out  by  accident.  We  did  not  think  of  it  until 
it  came  out  yesterday  just  by  accident,  when  Mr.  Neville  touched 
that  question,  and  I  just  saw  where  the  difference  came  in,  and  I  do 
not  beheve  it  ever  occurred  to  a  spinner.  It  did  not  occur  to  me, 
and  I  have  studied  it  as  closely  as  anybody. 

Mr.  Beall.  Mr.  Mandelbaum,  the  elimination  of  the  New  York 
exchange,  in  your  judgment,  would  not  be  especially  to  the  detriment 
of  the  spinner,  I  understood  you  ? 

Mr.  Mandelbaum.  I  think  so;  I  think  it  would  be  to  the  absolute 
detriment  of  the  spinner. 

Mr.  Beall..  It  would  be  possible  for  the  spinner  to  readjust  his 
business  so  as  to  still  continue  to  spin  cotton,  even  without  an  ex- 
change? 

Mr.  Mandelbaum.  Everything  can  be  readjusted  in  this  world,  Mr. 
Beall.  We  even  might  get  along  without  any  Congress.  [Great 
laughter.] 

Mr.  Heflin.  You  would  like  to  dispose  of  this  one,  would  you  not  ? 

Mr.  Mandelbaum.  I  would  not.  I  have  the  highest  respect  for 
Congress. 

Afi.  Beall.  You  do  not  agree,  then,  with  these  other  gentlemen, 
that  the  elimination  of  the  exchange  would  result  in  putting  the 
producer  of  cotton  very  largely  at  the  mercy  of  the  spinner  ? 

Mr.  Mandelbaum.  1  do. 

Mr.  Beall.  You  do  agree  with  that  ? 

Mr.  Mandelbaum.  Yes. 

Mr.  Beall.  You  do  think,  then,  that  the  elimination  of  the  ex- 
change would  put  the  spinner  in  position  to  dominate  the  cotton 
market? 

Mr.  Mandelbaum.  Yes,  sir;  and  it  would  not  be  long  before  he 
would  have  a  combination,  too,  to  do  it  with. 

Mr.  Beall.  You  think  it  would  be  ultimately  to  the  advantage  of 
the  spinner  to  have  the  exchange  eliminated,  then? 
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^  Mr.  Mandelbaum.  Not  after  he  found  how  it  affected  hun — some- 
times a  man  wants  something  very  badly  and  he  gets  awful  sick  after 
he  gets  it.  It  has  happened  to  you  already;  it  happened  to  me 
yesterday.     [Great  laugnter.] 

Mr.  Bball.  How  did  you  reconcile  that  with  your  statement  that 
the  elimination  of  the  exchange  would  give  the  spinner  the  mastery 
of  the  market? 

Mr.  Mandelbaum.  At  first  it  would  benefit  him  as  far  as  the  pur- 
chase of  cotton  is  concerned.  It  would  certainly  work  to  his  benefit 
for  any  goods  he  uses  in  this  country.  But  one  fine  day — which  is  not 
an  isolated  case;  that  case  cited  by  my  friend  Neville  is  a  case  that 
happens  almost  every  day;  we  are  naturally  getting  to  be  less  of  an 
exporting  country,  and  are  bound  to  get  to  be  less  of  an  exporting 
country  as  our  natural  products  ctow  less,  and  are  consumed  at 
home — ^and  then  one  day  they  would  find  they  could  not  make  a  con- 
tract with  a  merchant  m  China,  Japan,  or  in  Italy,  because  they 
could  not  secure  the  cotton  for  future  delivery. 

Mr.  Beall.  Just  one  case  Mr.  Neville  Used  m  illustration.  In  indi- 
vidual instances  it  would  then  be  to  the  embarrassment  of  the  spinner  ? 

IVIr.  Mandelbaum.  I  would  put  it  in  a  great  many  instances,  not 
in  individual  instances. 

Mr.  Beall.  Would  you  think  that,  as  a  general  rule,  it  would  be 
to  the  detriment  of  the  spinner  ? 

Mr.  Mandelbaum.  It  would  be  from  a  poUtical  and  economical 
aspect.  It  would  be  to  the  absolute  detriment  of  the  industries  of 
the  country,  which  are  all  intimately  connected  with  each  other. 

Mr.  Beall.  With  the  elimination  of  the  exchange  the  cotton  mer- 
chant could  still  continue  to  do  business  1 

Mr.  Mandelbaum.  No. 

Mr.  Beall.  You  do  not  agree,  then,  with  Mr.  Cone?  He  stated 
he  was  a  cotton  merchant  and  could  probably  make  more  money  un- 
der a  different  system  than  he  makes  now. 

Mr.  Mandelbaum.  I  agree  with  him  and  I  disagree  with  him. 
More  might  be  made  on  200  bales  than  he  is  making  now  on  1,500. 
It  may  he  he  looks  at  it  from  that  view.  But  I  want  to  give  you  a 
little  history  in  answer  to  that  question.  When  I  did  business  in  San 
Antonio,  in  1872  and  1873,  we  used  to  figure,  in  buying  cotton,  on  a 
margin  of  1^  to  2  cents  above  all  expenses.  That  was  from  $7.50  to 
$10  a  bale,  and  then  very  often  we  came  out  behind  because  the  mar- 
gin was  not  sufficient. 

Mr.  Beall.  Do  you  or  do  you  not  agree  with  Mr.  Cone  ? 

Mr.  Mandelbaum.  I  do  not  agree  with  him. 

Mr.  Beall.  That  answers  my  question.  Your  chief  soUcitude  is 
for  the  producer.     You  think  it  would  work  to  his  detriment? 

Mr.  Mandelbaum.  My  chief  solicitude — I  want  to  be  perfectly 
frank — is  for  everybody  connected  with  that  business,  whether  he  be 
the  producer,  the  spinner,  or  the  man  in  New  York. 

Mr.  Beall.  Is  there  anything  connected  with  the  New  York  Cotton 
Exchange,  its  methods  of  doing  business,  its  management,  its  opera- 
tions, that  you  do  not  approve  of  ? 

Mr.  Mandelbaum.  As  far  as  the  management  goes,  there  is  abso- 
lutely nothing  I  do  not  approve  of. 

Mr.  Beall,  I  mean  the  system  of  conducting  the  business. 
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Mr.  Mandelbaum.  There  are  things  on  which  men  differ,  like  all 
men  differ. 

Mr.  Be  ALL.  I  understand  that;  but  is  there  anything  you  do  not 
indorse  ? 

Mr.  Mandelbaum.  Nothing  that  pertains  to  the  cotton  exchange 
as  an  exchange. 

Mr.  Beall.  Its  methods  of  doing  business  ? 

Mr.  Mandelbaum.  No,  sir. 

Mr.  Beall.  You  give  your  indorsement,  then,  to  everything  con- 
nected with  the  cotS)n  exchange  and  its  methods  of  doing  busmess) 

Mr.  Mandelbaum.  Yes,  sir. 

Mr.  Beall.  A  while  ago  you  made  some  comparisons  between,  the 
Burleson  biU  and  the  Scott  bill.  I  xmderstood  you  to  say  that  the 
operation  of  the  Burleson  bill  would  affect  only  one  class,  either  the 
buyer  or  the  seller,  I  have  forgotten. 

Mr.  Lamb.  The  seller. 

Mr.  Beall.  I  would  infer  from  that  that  you  think  the  Scott  bill  is 
a  better  bill,  broader  in  its  application,  and  so  forth,  than  the  Burleson 
bill? 

Mr.  Mandelbaum.  I  think  so. 

Mr.  Beall.  Have  you  ever  compared  those  two  bills  ? 

Mr.  Mandelbaum.  To  a  certain  extent,  ves. 

Mr.  Beall.  I  will  ask  you,  as  a  matter  or  fact  is  it  not  true  that  the 
Burleson  bill  and  the  Scott  biU  are  exactly  the  same,  except  one  of 
them  applies  to  cotton  and  the  other  applies  to  cotton  and  grain  ? 

Mr.  Mandelbaum.  I  do  not  think  so. 

Mr.  Beall.  Is  it  not  a  fact  that  the  language  of  the  two  bills,  para- 
graph after  paragraph,  is  exactly  the  same  ? 

Mr.  Mandelbaum.  I  do  not  tnink  so.  I  only  got  them  day  before 
yesterday,  and  I  had  absolutely  no  time  to  make  a  close  study,  but  on 
a  superficial  looking  at  the  bills  it  seemed  to  me,  and  I  beheve  so  yet, 
that  the  Burleson  biU  does  not  speak  about  anything  but  selling  the 
cotton. 

Mr.  Beall.  If  they  are  the  same,  then  the  distinction  you  draw 
between  them  is  not  a  correct  one  ? 

Mr.  Mandelbaltj.  The  distinction  would  not  be  a  correct  one, 
except  that  it  would  be  a  further  distinction  between  the  business  of 
the  exchanges  in  this  country;  that  it  would  eliminate  from  them  the 
grain  exchange. 

Mr.  Beall.  Suppose  there  traded  on  the  New  York  Cotton 
Exchange  only  the  members  of  the  exchange,  only  the  spinners,  only 
the  merchants  who  handle  cotton — they  are  the  OEuy  ones  who  conduct 
any  business  on  the  exchange,  or  for  whom  any  business  on  the 
exchange  is  conducted — and  tne  New  York  Cotton  Exchange  existed 
under  those  conditions.     Suppose  there  is  only  the  trading  between 

Jou  members,  only  the  hedgui^  of  the  cotton  merchants  ana  only  the 
edging  of  the  spinner;  could  there  exist  the  New  York  Cotton 
Exchange  as  it  is  conducted  now  ? 

Mr.  Mandelbaum.  Mr.  Beall,  I  am  not  a  prophet;  I  can  not  answer 
that  question. 

Mr.  Beall.  The  question  I  have  suggested  eliminates  only  the  man 
who  goes  in  there  and  trades  on  it  purely  as  a  means  of  speculation. 
That  is  the  only  man,  I  understand,  whom  my  question  ehminates. 
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Mr.  Mandelbaum.  No;  you  clothe  business  with  such  difficulties 
as  to  reciuire  affidavits  on  both  sides  that  would  make  it  appear  that 
the  business  that  is  done  on  the  New  York  Cotton  Exchange  would 
be  of  a  semicriminal  character. 

Mr.  Beall.  I  am  only  asking  you  if  the  New  York  Cotton  Exchange 
could  exist  if  only  these  classes  were  included. 

Mr.  Mandelbaum.  I  am  inclined  to  think  it  would. 

Mr.  Beall.  I  am  only  eliminating  the  man  who  speculates  upon 
cotton  as  a  pure  matter  of  speculation. 

Mr.  Mandelbaum.  I  thint  it  could. 

Mr.  Beall.  Would  the  business  of  the  exchange  be  seriously 
affected  ? 

Mr.  Mandelbaum.  I  think  so. 

Mr.  Beall.  Then,  as  a  matter  of  fact,  in  your  judgment,  a  very 
large  part  of  the  business  upon  the  New  York  Cotton  Exchange  is 
conducted  by  men  who  trade  on  that  exchange  simply  through  a 
spirit  of  pure  speculation  ? 

Mr.  Mandelbaum.  No,  sir.  That  leads  back  again  to  the  whole 
question  of  future  trading,  Mr.  Beall. 

Mr.  Beall.  You  spoke  of  the  difference  between  wool  and  cotton. 

Mr.  Mandelbaum.  Yes. 

Mr.  Beall.  There  are  differences,  of  course,  but  is  it  not  true  that 
in  both  the  wool  trade  and  the  cotton  trade  there  is  at  least  this  point 
of  similarity — that  in  both  there  must  be  a  supply  of  lambs  in  order 
to  make  trading  brisk  ? 

Mr.  Mandelbaum.  In  wool  ? 

Mr.  Beall.  In  wool  and  cotton  both. 

Mr.  Mandelbaum.  In  wool  there  must  be  a  supply  of  lambs;  that 
is  the  origin  of  the  business.     [Laughter.] 

Mr.  Beall.  Is  not  the  lamb  in  the  cotton  business  of  about  as 
much  importance  as  the  lamb  in  the  wool  business  ? 

Mr.  Mandelbaum.  No,  sir. 

The  Chairman.  I  will  ask  you  just  one  question,  if  everybody  else 
has  concluded.  I  believe  it  is  your  contention,  and  that  of  your  col- 
leagues, that  there  are  no  transactions  on  tne  New  York  Cotton 
Exchange  in  which  the  intention  of  bona  fide  delivery  is  not  present, 
although  the  expectation  may  be  absent  ? 

Mr.  Mandelbaum.  It  is. 

The  Chairman.  Then,  a  bill  which  seeks  only  to  interdict  messages 
relating  to  contracts  in  which  future  delivery  is  not  intended  would 
not  in  any  way  concern  the  New  York  Exchange  ? 

Mr.  Mandelbaum.  'I  do  not  think  so,  for  the  very  reason  that  if 
an  affidavit  could  be  demanded,  or  would  be  demanded,  it  would  put 
a  stigma  upon  the  whole  business  and  destroy  its  influence  amongst 
the  commercial  world,  not  only  in  this  country,  but  amongst  the 
whole  commercial  world. 

Mr.  McLaughlin.  The  affidavit  would  be  difficult  to  get. 

Mr.  Mandelbaum.  Affidavits  can  be  made  very  easy  m  this  coun- 
try, and  the  fact  is  that  there  are  so  many  affidavits  required  that  it 
seems  to  me  sometimes  that  they  have  really  lost  their  effect,  and 
there  is  no  question  in  my  mind  that  this  bill,  to  a  great  extent, 
would  encourage  perjury,  evasion,  and  circumvention  of  the  law. 
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Mr.  McLaughlin.  There  would  be  no  need  of  evasion  or  circum- 
vention, because  they  are  all  dealing  honestly.  It  would  seem  to  be 
a  difficulty  imposed  on  the  dealer  to  make  the  affidavit. 

Mr.  Mandelbaum.  I  do  not  know  what  might  be  in  your  mind 
when  you  send  an  order  from  Omaha  or  some  otner  place.  I  have  to 
take  it  in  good  faith  that  you  do. 

Mr.  McLaughlin.  It  would  be  a  mere  inconvenience  to  the  dealers 
there? 

Mr.  Mandelbaum.  In  New  York  ? 

Mr.  McLaughlin.  It  would  be  a  mere  inconvenience  to  those  doing 
business  any  day  through  the  stock  exchange,  if  an  affidavit  were 
required  in  each  case  ? 

Mr.  Mandelbaum.  The  stock  exchange  is  not  included  in  that  bill. 

Mr.  McLaughlin.  The  cotton  exchange,  I  mean. 

Mr.  Mandelbaum.  It  would  not  only  be  an  inconvenience,  but, 
as  I  stated  to  the  chairman,  it  would  give  the  whole  business  a  some- 
what dishonorable  character. 

The  Chairman.  It  would  throw  a  stigma  on  it,  in  your  judgment  ? 

Mr.  Mandelbaum.  Throw^a  stigma  on  it.  It  would  be  used  prin- 
cipally by  exchanges  like  the  Liverpool  exchange. 

The  Chairman.  Does  any  member  of  the  committee,  or  any  of  the 
gentlemen,  desire  to  ask  Mr.  Mandelbaum  or  any  other  member  of 
the  delegation  from  New  York  a  question  ? 

Mr.  Ellerbe.  I  want  to  ask  Mr.  Hubbard  one  or  two  questions. 

The  Chairman.  Please  make  the  questions  as  short  as  possible. 

Mr.  Ellerbe.  I  listened  to  his  remarks  about  traveling  abroad  and 
meeting  a  member  of  the  New  York  Cotton  Exchange  everywhere. 
I  want  him  to  tell  me  how  many  members  of  the  cotton  exchange 
live  outside  of  the  United  States. 

Mr.  Hubbard.  I  believe  about  69  or  70. 

Mr.  Ellerbe.  Out  of  a  total  membership  of  what  ? 

Mr.  Hubbard.  Four  hundred  and  twenty-nine. 

Mr.  Mandelbaum.  I  beg  your  pardon.  Mr.  Chairman,  if  you  will 
permit  me,  Mr.  Hubbard  is  only  referring  to  the  southern  members. 

Mr.  Hubbard.  No  ;  I  am  speaking  of  tnose  who  live  in  Ehirope. 

Mr.  Mandelbaum.  I  wish  to  hand  you  a  directory  of  the  New  York 
Cotton  Exchange. 

The  Chairman.  We  would  be  glad  to  have  it. 

Mr.  Ellerbe.  I  know  it  is  impossible  to  say  how  many  contracts 
or  trades  were  made  in  any  one  year,  but  there  are  certain  figures  that 
alwajs  stand  out  prominently  in  everything.  Can  you  tell  me  the 
maximum ;  have  you  any  idea  ? 

Mr.  Hubbard.  No  ;  I  have  no  idea. 

Mr.  Ellerbe.  You  do  not  know  about  what  it  would  be  ? 

Mr.  Hubbard.  No  more  than  I  could  tell,  as  I  attempted  to  illus- 
trate, when  I  went  into  business  how  many  times  a  bale  of  cotton  liad 
been  sold  before  it  reached  Europe.  I  know  we  used  to  sell  the  bales 
over  and  over  a^ain,  and  finally  we  would  sometimes  get  the  same 
cotton  back  agam.  My  employers  would  find  the  market  had  gone 
up  sufficiently  and  would  buy  back  the  cotton  we  had  previously 
sold. 

Mr.  Ellerbe.  I  notice  in  the  daily  reports,  for  instance,  sales 
500,000  bales;  sales  1,000,000  bales. 
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Mr.  Hubbard.  Those  are  estimates. 
Mr.  Ellerbe.  There  is  no  record  kept  of  that  I 
Mr.  Hubbard.  I  have  been  there  when  a  man  said  20,000  bales 
were  traded  or  8,000  bales  were  traded  in  a  day.    It  is  just  simply  a 

fuess  at  it.  An  employer  will  say,  ''How  much  has  been  tradea  m  a 
ay  ? "  I  say,  "  I  do  not  know. ''  He  will  say,  "  Do  you  think  it  has 
been  a  million ?''     I  answer,  "Maybe." 

Mr.  Ellerbe.  Then  there  is  no  way  of  ascertaining  t 

Mr.  Hubbard.  No. 

Mr.  Heflin.  Have  you  ever  had  any  cotton  brought  from  the 
Liverpool  exchange  back  to  the  New  York  exchange  ? 

Mr.  Hubbard.  There  has  been  cotton  broupit  back.  I  never 
brought  any  back  myself. 

Mr.  Lever.  In  your  best  judgment,  Mr.  Hubbard,  how  many  bales 
of  cotton  handled  would  you  call  an  active  day  on  the  exchange  ? 

Mr.  Hubbard.  I  should  think  600,000  bales  would  be  an  active 
day. 

Mr.  Lever.  Would  you  call  350,000  a  normal  day's  work  ? 

Mr.  Hubbard.  No,  I  do  not  think  so;  I  think  that  estimate  is  too 
hi^h. 

Mr.  Lever.  A  milUon  bales  would  be  abnormal  ? 

Mr.  Hubbard.  That  is  extraordinary. 

Mr.  Lever.  Five  hundred  thousand  would  be  about  the  normal 
day? 

Mr.  Hubbard.  That  would  be  an  active  day. 

Mr.  Ellerbe.  Now,  if  I  may  just  ask  one  more  question,  in  order 
to  be  perfectly  fair  with  you — ^you  see  what  we  are  getting  at,  of  course  1 

Mr.  Hubbard.  Yes. 

Mr.  Ellerbe.  I  think  we  ought  to  have  some  expression  of  opinion 
on  this  point;  if  that  350,000  be  a  normal  day's  transaction,  how 
much  of  that  is  done  by  the  members  of  the  New  York  Cotton 
Exchange  between  themselves,  where  no  commissions  are  paid,  and 
approximately  how  much  is  done  by  outsiders,  where  they  pay  $15 
a  contract? 

Mr.  Hubbard.  I  could  not  say.  It  is  .very  difficult  to  tell.  I 
might  have  a  stock  of  cotton  in  store  in  New  York,  as  I  had  the 
other  day,  and  have  now,  and  I  had  sold  March  against  it,  and 
there  came  a  demand  for  January,  which  carried  January  to  a  pre- 
mium over  March  so  that  it  might  oe  more  profitable  for  me  to  maJce 
delivery  of  the  cotton  in  January  than  March;  I  bought  6,500  bales 
of  those  8,000  and  sold  January— there  would  be  13,000  bales — 
without  paying  a  commission.  So  it  is  rather  difficult  for  me  to  reach 
that  conclusion. 

Mr.  Brooks.  Have  you  any  figures  of  the  annual  expense  of  main- 
taining the  machinery  of  the  exchange  ? 

Mr.  Hubbard.  It  is  all  in  a  report.  My  impression  is  that  the 
amount  expended  for  running  the  exchange  and  furnishing  the  in- 
formation of  the  exchange,  our  largest  item  is  $18,000  or  $20,000. 
I  think  the  expenses  are  about  $45,000. 

Mr.  Mandelbaum.  They  are  covered  by  a  levying  of  dues  of  $75 
a  year  upon  the  membership.  It  could  not  possioly  oe  that  amount. 
It  is  generally  a  httle  less. 

Mr.  Hubbard.  It  is  in  the  report.  We  would  be  perfectly  willing 
to  furnish  you  the  exact  figures. 
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Mr.  Lever.  What  is  the  highest  and  lowest  price  paid  for  a  seat  on 
the  exchange,  in  your  recollection  ? 

Mr.  HuBBABD.  At  the  formation  I  do  not  know  what  they 
charged — a  sum  of  money  necessary  to  equip  a  room  and  establish 
the  exchange.  I  paid  $300  for  my  membership  in  the  exchange  in 
1879.  Then  we  wanted  to  erect  a  Duilding  and  we  limited  our  mem- 
bership and  gave  the  world  a  chance  to  come  in  and  buy  member- 
ships, which  they  did,  and  the  price  ran  up  to  about  $5,625,  at  which 
I  think  Mr.  Mandelbaum  bought  the  highest  seat  that  had  been  sold 
at  that  time.  Afterwards  the  price  went  down  to  I  think  it  was 
$800. 

Mr.  Mandelbaum.  Five  hundred  dollars. 

Mr.  HuBBABD.  And  since  that  time  it  has  been  advancing.  One 
time  it  sold  as  high  as  $23^000.  Two  years  ago  I  bought  one  for  my 
son  at  $8,000,  and  now  1  think  they  are  worth  about  $15,000  or 
$16,000. 

Mr.  Sms.  Is  there  not  as  much  actual  cotton  bought,  sold,  shipped, 
and  received  in  the  month  of  November,  as  there  is  in  the  month  of 
December,  as  a  general  rule  ? 

Mr.  HuBBABD.  There  is  a  Uttle  more  that  comes  into  the  market 
in  November  than  in  December. 

Mr.  Sims.  Is  there  not  as  much  in  February,  as  a  rule,  as  in  March  ? 

Mr.  HuBBABD.  There  is  more. 

Mr.  Sims.  Is  there  not  as  much  in  April  as  in  May? 

Mr.  HuBBABD.  There  is  more,  or  should  be. 

Mr.  Sims.  Is  there  not  as  much  in  June,  as  a  rule,  as  there  is  in 
July? 

Mr.  HuBBABD.  It  is  about  an  even  thing. 

Mr.  Sims.  Mr.  Hubbard,  suppose  you  sell  a  thousand  bales  of  cot- 
ton for  December's  dehvery  now  ? 

Mr.  HuBBABD.  Yes,  sir. 

Mr.  Sims.  In  what  month  would  you  buy  as  a  hedge  against  that 
cotton  ? 

Mr.  HuBBABD.  Next  December? 

Mr.  Sims.  Yes. 

Mr.  HuBBABD.  I  could  not  buy  December  now;  it  is  very  difficult 
to  buy  December. 

Mr.  Sims.  It  is  auoted,  though;  you  would  buy  December? 

Mr.  HuBBABD.   I  es. 

Mr.  Sims.  Now,  then,  when  will  you  sell  your  hedge  in  actual 
operation  ?    I  have  no  trick  question. 

Mr.  HuBBABD.  Just  as  soon  as  I  buy  the  cotton. 

Mr.  Sims.  And  you  buy  the  cotton  along  in  the  fall  as  it  is  deliv- 
ered ? 

Mr.  HuBBABD.  Yes,  sir;  whenever  I  can  buy  it  to  the  best  advan- 
tage. 

Mr.  Sims.  And  when  you  get  the  cotton  in  October  or  November 
so  you  can  comply  with  the  spot  contract,  you  would  sell  your  Decem- 
ber hedge  ? 

Mr.  HuBBABD.  Yes. 

Mr.  Sims.  Now,  as  an  inevitable  result,  when  the  farmer  is  selling 
more  cotton  than  the  market  demands  and  you  are  selling  out  your 
hedge,  does  it  not  tend  to  aid  in  the  depression  of  the  price  ? 

i&.  HuBBABD.  I  do  not  see  it,  sir. 
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Mr.  Sims.  Selling  both  at  the  same  timet 

Mr.  HuBBABD.  1  do  not  see  it  so  at  all,  because  there  are  buyers  for 
all  deliveries  all  the  time. 

Mr.  Sims.  Who  buys  your  hedge  when  you  sell  it  out  to  protect 
yourself  on  your  December  delivery  ? 

Mr.  HuBBABD.  Another  merchant  who  is  making  another  hedge. 

Mr.  Sims.  Hedging  in  December? 

Mr.  HuBBABD.  Yes,  sir. 

Mr.  Sims.  Can  you  gentlemen,  all  operating  in  the  same  month, 
hed^e  against  each  other  as  to  that  month  t 

}ir.  HuBBABD.  It  depends  upon  our  orders.  I  can  hedge  and  Mr. 
Neville  can  hedge  me.  He  may  have  a  contract  from  the  spinner  to 
buy,  and  I  may  oe  seUing  for  a  man.  It  happened  last  spring  when  I 
boi^ht  that  low-grade  cotton. 

}£c.  Sims.  In  as  much  as  there  is  much  actual  business  done  in 
November,  and  more  than  there  is  in  December,  why  is  there  not  as 
much  future  seUing  or  buying  in  November  as  there  is  in  December  or 
October? 

Mr.  HxjBBABD.  I  do  not  know;  it  is  a  psycholojgical  question. 

Mr.  Sims.  And  you  have  been  president  of  the  cotton  exchange 
three  times  ? 

Mr.  HuBBABD.  Twice. 

Mr.  Sims.  And  one  of  its  charter  members  ? 

Mr.  HuBBABD.  No;  I  was  then  a  boy. 

Mr.  Sims.  And  vou  can  not  answer  that  question  ? 

Mr.  HuBBABD   No,  sir. 

M.  Sims.  I  do  not  mean  it  as  an  insinuation;  I  mean  you  do  not 
know? 

Mr.  HUBBABD.   No. 

Mr.  Neville.  As  an  exporter  of  cotton  and  a  large  seller  ahead,  I 
can  answer  that  Question  in  this  way 

Mr.  Sims.  You  oegged  me  to  qxiit  asking  you  any  questions. 

The  Chaibman.  Let  him  answer. 

Mr.  Neville.  My  answer  to  that  question  is  this:  That  spinners 
very  rarely  ask  you  for  November  shipments.  They  usually  buy 
September-October  shipments,  and  this  cotton  enables  their  mills  to 
run  until  January  or  February.  The  next  time  they  want  the  cotton 
shipped  to  them  is  December  shipments.  I  can  not  recall  a  season 
where  I  have  sold  specifically  to  a  spinner  for  a  stated  November 
shipment.  I  have  sold  them  October-November  shipments  where 
I  have  the  option  of  shipping  either  in  October  or  November. 

Mr.  Sims.  Then  vou  force  me  to  ask  you  another  question. 

Mr.  Neville.  All  right. 

Mr.  Sims.  Are  not  the  "exports  of  cotton  in  November  relatively  as 
great  as  they  are  in  DecemW? 

Mr.  Neville.  Yes,  sir;  but  that  is  cotton  that  has  been  sold  for 
September  and  October  shipment  from  some  interior  point. 

Mr.  Sims.  If  you  can  get  along  without  futures  to  nedge  for  four 
months,  why  can  you  not  get  along  all  twelve  ? 

Mr.  Neville.  Ttj  it. 

Mr.  Sims.  I  am  not  going  to  try  it. 

(Thereupon,  at  12.20  o'clock  p.  m.,  the  committee  took  a  recess 
imtil  2  o'clock  p.  m.) 
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Rules  known  as  Carolina  Mill  Rules,  ob  rules  adopted  by  Southeastebn 
Cotton  Buyers'  Association,  and  assented  to  by  Representatives  of  Ameri- 
can Cotton  Manufacturers  Association  and  Representatives  of  Carolina 
Mills,  and  ooverninq  the  sale  of  cotton  to  domestic  mills. 

arbitration. 

8.  a.  In  the  event  of  disagreement  between  shipper  and  mill  upon  mde,  weights, 
tare,  or  other  claim,  the  matter  shall  be  settled,  ii  possible,  by  nriendly  agreement. 
If  not,  then  as  below  stated. 

b.  If  the  mill  and  the  shipper  can  a^ree  upon  a  third  partv  who  is  conversant  with 
the  conduct  of  the  business,  the  question  shall  be  submitted  to  this  third  party,  and 
his  judgment  shall  be  final. 

c.  If  this  can  not  be  done,  the  mill  shall  select  one  arbitrator  and  the  shipper  select 
also  one  (these  arbitrators  being  other  than  the  official  representatives  between  whom 
the  dispute  has  arisen),  to  whom  the  whole  question  shall  pe  submitted  b>  both  par* 
ties  to  dispute  either  verbally  or  in  writing,  and  in  the  event  these  can  not  agree, 
they  are  to  select  a  third  party  to  act  as  umpire,  whose  judgment  shall  be  final.  If 
an  umpire  can  not  be  agreed  upon,  then  the  matter  in  dispute  is  to  be  submitted  for 
the  nmng  of  the  New  York  Cotton  Exchange,  but  this  to  be  a  last  resort. 

d.  If  the  dispute  be  as  to  ^rade,  the  samples  drawn  by  the  mill  shall  be  submitted, 
unless  the  seller  claims  the  nght  to  have  new  samples  drawn,  in  which  event  samples 
of  cotton  shall  be  drawn  bv  either  party  with  the  consent  of  the  other,  or  by  a  third 
party  in  the  presence  of  ooth  parties.  Provided,  however,  that  in  cases  where  it 
may  be  impracticable  to  have  samples  subsequently  drawn,  tne  cotton  not  so  sampled 
shall  be  assumed  to  be  of  the  grade  invoiced. 

e.  In  any  arbitration,  or  where  any  question  is  submitted  to  the  ruling  of  New 
York  Cotton  Exchange,  the  party  against  whom  the  decision  is  rendered  shall  be  liable 
for  the  expense  of  arbitration  or  submission. 

AGREEMENT. 

9.  In  absence  of  other  agreement,  differences  ruling  on  New  York  Cotton  Exchange 
at  date  of  sale  are  to  be  used  in  settling  claims  under  all  contracts;  and  in  the  absence 
of  specific  rules  hereto  covering  any  dispute  arising  between  parties,  the  ruling  of 
the  New  York  Cotton  Exchange  is  to  govern.  Unless  specific  agreement  is  made 
otherwise,  in  writing,  these  rules  are  to  govern  in  the  determination  of  any  di£ference 
between  shipper  and  millet. 

C.  W.  Heath,  Chairman, 
Caesar  Cone, 
A.  W.  Hayward, 
T.  I.  Hickman, 
Arthur  Whittam, 
Committee  American  Cotton  Manufacturers  Association, 
E.  A.  Smyth,  Chairman^ 
James  L.  Orr, 
Lewis  W.  Parker, 
Committee  of  South  Carolina  Manufacturers, 
J.  S.  Hall,  Chairman, 
J.  P.  Ferrall, 
C.  B.  Howard, 
H.  H.  Orr, 
Paul  T.  Haskell, 
Committee  Southeastern  Cotton  Buytrs  Association. 


Speech  of  Senator  Edward  D.  Whitb,  of  Louisiana,  before  the  United  States 
Senate,  July  21  and  22,  1892,  Concerning  the  Washburn  Bill:  A  Measure 
Designed  to  Prohibit  Future  Dealings  in  Pork  Products,  Grain,  and  Cotton. 

Mr.  President:  The  votes  which  have  been  hitherto  had  in  the  Senate  to  take  up  this 
bill  and  the  general  line  on  which  the  argument  has  proceeded  seem  to  indicate  that 
there  is  probably  a  majority  sentiment  on  the  floor  in  favor  of  the  bill.  I  should  hesi- 
tate very  much  with  tnis  knowledge  to  make  any  very  elaborate  diecussion  as  to  the 
constitutionality  of  the  bill,  or  as  to  the  wisdom  of  the  legislation  which  it  propounds. 
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if  I  were  not  profoundly  conscious  that  in  my  judgment  there  has  been  before  the 
American  Congress  for  many  years  no  more  pernicious,  no  more  vicious,  no  more  fla- 
grantly imconstitutional  legislation,  no  legislation  more  tending  to  undermine  and 
destroy  the  very  foundations  of  our  Government,  and  none  more  cuculated  to  do  untold 
and  untenable  harm  to  the  people  of  this  great  country.  The  interests  which  this  pro- 
posed legislation  affect  are  enormous.  The  products,  the  price  or  sale  of  which  the . 
Dill  attempts  to  regulate,  run  up  into  vast  proportions. 

The  theory  of  the  Senator  who  presents  me  oill  and  who  urges  it  with  so  much  zeal 
on  this  floor  is  that  if  the  bill  passes,  to  all  the  ^reat  body  of  the  consumers  of  this  coim- 
try,  representing  78  per  cent  of  tne  population,  there  is  to  be  an  enhancement  in 
the  cost  of  these  vast  products.  If,  then,  the  ai]guments  of  the  proponents  of  the  bill 
be  true/  upon  nearly  tnree  billion  dollars  of  products  Uie  effect  of  this  legislation  will 
be  to  increase  the  price  to  all  the  consumers  of  the  country. 

My  judgment  is,  on  the  other  hand,  that  if  the  bill  passes,  the  necessary  effect  will 
be  to  reduce  the  prices  obtained  by  the  producers  of  the  country  to  a  considerable 
decree  upon  this  great  sum. 

with  tnese  great  issues  involved  in  this  bill,  issues  which  go  home  to  every  hearth- 
stone in  this  land,  issues  which  reach  out  their  Angers  into  tne  pockets  of  every  man, 
be  he  rich  or  poor,  I  think  I  shall  be  justified  in  an  attempt  to  discuss  its  provisions 
deliberately,  in  order  to  point  out  what  I  conceive  to  be  the  flagrant  constitutional 
defects  which  are  involved  in  it,  and  the  gross  financial  and  business  heresies  which  it 
contains. 

Mr.  President,  let  me  analyze  the  bill.  WTiat  does  the  first  section  provide?  It  has 
been  gone  over  very  frequently,  but  I  shall  go  over  it  again  in  order  to  make  clear  what 
I  shall  endeavor  to  say. 

The  first  section  forbids  options,  which  in  the  argot  of  the  commerical  gamblers  are 
known  as  *  *  puts  and  calls."  Now,  what  is  a  put  or  call,  or  an  option,  as  defined  in  this 
bill?  It  is  a  contract  by  which  a  man  gives  to  another  a  sum  of  money  for  the  privilege 
of  calling  upon  that  man  to  deliver  property,  or  for  the  privilege  of  aelivering  to  him. 
It  is  a  purely  unilateral  contract,  by  which  a  man  gives  a  sum  of  money  for  ue  privi- 
l^e  of  delivering  or  receiving  property. 

So  far  as  this  contract  is  concemea,  or  this  co-called  contract,  I  have  no  word  of 
defense  to  raise  because  it  is  a  contract  which  engenders  no  obligation  per  se.  Courts 
of  this  land,  at  least  the  courts  in  my  State,  have  declared  it  is  a  contract  without  a 
consideration^  which  can  not  be  enforced;  that  it  involves  within  its  bosom  an  element 
of  chance  which  makes  it  purely  aleatonr,  and,  therefore,  takes  it  out  of  the  domain  of 
all  those  great  contracts  around  which  the  law  throws  the  shelter  of  its  protection  and 
the  instrumentalities  for  its  enforcement.  > 

What  does  the  second  section  provide?  The  second  section  defines  futures.  What 
does  it  define  futures  to  be?  It  defines  any  contract  to  be  a  future  where  the  one  selling 
at  the  time  of  sale  is  not  the  actual  owner  of  the  property,  however  real  may  be  his  in- 
tention to  deliver  at  the  time  stipulated  and  however  ereat  may  be  his  means  of  ful- 
fillment. What  else  does  it  provide?  After  defining  this  contract  it  then  goes  on  to 
say  that  neither  the  Government  of  the  United  States  nor  any  municipalit}^,  nor  any 
State^  nor  any  farmer,  in  so  far  as  he  may  have  made  a  crop  or  had  a  crop  in  process 
of  being  made,  shall  be  brought  within  the  grasp  of  the  provision.  The  amendment 
which  has  been  adopted  on  me  motion  of  the  Senator  from  Minnesota  also  takes  sdl 
retail  dealers  out  of  tne  reach  of  the  second  section. 

The  bill  defines  options.  The  bill  defines  futures.  Is  the  defintion  general  in 
both  cases?  It  is.  Now,  if  the  proposed  statute  stopped  there  and  contained  its 
penalties,  then  every  human  being  and  every  contract  for  options  and  futures  wher- 
ever our  administration  extendea  would  be  brought  withm  the  provisions  of  the 
general  statute.  Does  this  bill  do  that?  No;  it  is  discriminating  from  one  end  to 
me  other.    It  is  flagrantly  and  openly  discriminating. 

After  defining  options  and  futures,  then  the  bill  goes  on  to  say,  not  that  all  con- 
tracts of  that  kma  within  this  broad  land  shall  come  within  reach  of  this  general 
statute.  No,  but  it  picks  out  particular  things  and  particular  subjects-matter  to 
make  them  alone  the  subjects  of  the  general  law,  which,  if  it  has  any  foundation  in 
public  necessity  or  public  right,  should  operate  over  a  sway  as  broad  as  our  jurisdic- 
tion. 

Now.  to  what  is  the  bill  applied?  Here  are  these  contracts  and  here  are  these 
general  definitions.  Wliat  does  the  bill  say?  That  the  articles  to  which  the  fore- 
going sections  relate  are  raw  or  unmanufactured  cotton,  hops,  wheat,  com,  oats,  rye, 
Barley,  pork,  lard  and  bacon.  Of  all  the  vast  objects  of  contract  in  this  land  it  makes 
a  genersu  definition,  and  then  singles  these  out  alone  to  cover  them  by  the  provisions 
of  the  statute.  If  there  is  a  Senator  who  does  not  admit  that  from  the  <uiy  of  the 
Magna  Charta  down  the  first  and  the  elementary  principle  laid  down  by  English- 
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epeakin^  people  is  that  the  general  laws  should  be  operated  generally  and  that  no 
discrimination  should  be  exercised?  The  distinguisned  Senator  from  Missiseippi 
(Mr.  Geoi^e)  helped  to  frame  a  constitution  in  his  State  recently.  I  venture  to  nj 
that  in  the  exercise  of  the  power  vested  in  the  legislature  of  the  State  of  MiasisBippi 
this  discriminating  clause  would  be  stricken  with  constitutional  paralysis,  because 
it  was  not  the  general  law.  There  is  not  a  modem  state  constitution  m  this  Union 
which  has  not  put  its  anathema  on  discrimination.  How,  then,  is  this  bill  justified? 
I  do  not  know.  By  what  rule  has  it  been  written?  What  has  been  the  prescience 
which  has  looked  over  all  this  land  and  picked  out  these  particular  objects  to  make 
them  alone  the  subject-matter  of  this  discriminating  law? 

Mr.  President,  be  the  clamor  what  it  may,  I  know  my  people  well  and  I  should 
not  be  afraid  to  go  with  my  vote  before  them  with  this  tmrd  section  in  my  hand  and 
invoke  their  ordinary  sense  of  common  American  fair  play  and  feel  absolutely  con- 
fident of  their  renunciation  of  this  attempt  to  discriminate  m  favor  of  the  one  product 
as  against  another  product. 

How  is  this  justified?  I  have  heard  some  talk  about  agricultural  products.  My 
mail  has  been  burdened  every  day  for  almost  a  month  with  some  circular  gotten 
up  by  some  committee  somewhere.  The  Senator  says  that  this  bill  is  in  the  interest 
of  the  farmers,  that  the  farmers  are  scattered,  that  they  are  not  organized  and  can 
not  protect  their  right,  and,  therefore,  they  must  be  looked  after.  My  mail  has  been 
buraened  with  private  letters,  telegrams,  circulars,  newspapers,  pamphlets,  in  feivor 
of  the  bill  which  has  engendered  m  my  mind  a  deep-seated  alarm  that  there  is  a 
mighty  conspiracy  against  the  consumers  of  the  country  and  in  favor  of  certain  favored 
persons,  and  I  think  I  can  demonstrate  such  to  be  the  fact  before  I  take  my  seat. 

Now,  take  food  products.  Does  this  bill  embrace  food  products?  Is  cotton  a 
food  product?  Wliere  are  butter  and  cheese,  and  cattle,  and  all  the  thousand  other 
food  products  which  are  left  out  of  this  bill  wnich  is  called  a  food-product  bill?  You 
have  in  the  bill  things  which  are  not  food  products  and  vou  have  not  food  products 
in,  and  yet  it  is  said  a  great  clamor  comes  up  for  this  bill  from  the  American  people 
because  it  is  a  bill  to  protect  food  products.  If  we  are  going  to  protect  food  products 
let  us  protect  them.    Do  not  let  us  discriminate. 

If  the  gambling  spirit  is  what  the  Senator  thinks,  then  this  bill  is  going  to  close 
the  exchanges  to  these  products  and  open  the  bucket  shops  and  gambling  saloons 
all  over  the  country  to  the  products  which  he  discriminates  against,  and  we  must 
write  in  the  title  "An  act  passed  by  Congress  of  the  United  States  to  stimulate  gam- 
bling in  the  agricultural  products,  and  to  encourage  the  opening  of  bucket  shops, 
by  forbidding  gambling  in  a  few  products  and  licensing  as  to  the  others." 

But,  Mr.  President,  what  a  proposition,  that  these  things  are  picked  out  for  anathema 
and  denunciation  because  they  are  dealt  in  on  boards  of  trade!  God  of  mercy,  in  this 
age  of  the  world  are  we  to  shut  our  eyes  to  every  teaching  of  the  English-speakinff 
race?  Are  we  to  confess  that  we  are  more  ignorant  than  were  our  fore&tners  200 
years  ago? 

What  is  the  history  of  English  commerce?  What  has  enabled  it  to  grow  and  pros- 
per, carry  on  its  wings  the  light  of  civilization  and  religion  and  truth  all  over  this 
world?  What  has  done  it,  sir,  but  the  energies  of  the  great  commercial  bodies  of  the 
world,  speaking  through  their  chambers  of  commerce  and  their  boards  of  trade?  The 
very  structure  of  our  Government,  almost  the  very  fiber  of  this  Government,  was 
evolved  in  that  country  which  preserved  its  liberties  by  the  efforts  of  its  great  bodies 
of  merchants  assembled  together  for  the  purpose  of  trading.  The  very  essence  of 
trading  is  liberty  itself;  intercourse  engenaers  the  immortal  spirit  of  liberty  from  the 
very  fact  that  men  gather  together  in  the  interest  of  commerce,  which  needs  the  wings 
of  liberty  and  of  peace  to  spread  itself  in  enlightening  and  improving  the  world. 

Let  us  see  what  the  argument  of  the  Senator  would  lead  us  to.  What  are  these 
boards  of  trade?  They  are  merely  the  aggregation  of  merchants  who  meet  in  a  room 
to  collect  the  information  necessary  to  enable  every  man  to  trade  on  an  equal  footing. 
The  telegraph,  the  reports  of  all  kinds,  the  bulletin  board,  and  everything  open  *  so, 
if  I  may  be  pardoned  the  use  of  such  slang  expression,  there  is  a  fair  and  square  deal; 
and  the  man  who  buys  and  the  man  who  sells,  all  possessing  the  information  which  is 
garnered  all  over  the  whole  world,  deal  on  an  ecjual  footing. 

Mr.  President,  boards  of  trade  are  true  evolutions  of  that  doctrine  of  equsdity  which 
has  dominated  the  world,  the  equality  and  liberty  of  man.  The  poor  man  with  small 
capital  who  comes  into  the  great  chambers  of  commerce  and  the  boards  of  trade,  with 
all  the  information  exposed  to  his  view,  needs  to  protect  himself  from  being  gouged 
and  destroyed  only  with  the  light  of  the  reason  which  God  has  given  him.    It  is 

Sutting  him  on  an  equality  with  the  rich  man.    The  purpose  of  this  bill,  then,  is  to  strike 
own  all  the  trading  which  can  be  done  at  an  equal  advantage,  and  to  stimulate  the 
trading  where  the  small  man  will  be  at  the  mercy  of  the  big  man.    Its  purpoee,  then. 
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k  to  allow  trading  where  all  the  protections  which  modern  society  and  modem  com- 
merce  have  evolved  will  be  destroyed.    ♦    ♦    ♦ 

Mr.  President,  when  I  surrendered  the  floor  yesterday  I  was  discussing  what  I  con- 
ceived to  be  the  confusion  and  the  discrimination  in  the  terms  of  the  bill  as  to  the  pro- 
visions creating  or  defining  the  acts  which  the  bill  prohibits,  or  virtually  prohibits,  so 
as  to  show  that  the  objects  embraced  in  these  definitions  were  defined  bv  no  rule,  fol- 
lowid  no  coherent  or  consistent  line  of  thought,  conflicted  one  with  tne  other,  and 
#«re  utterly  and  entirely  iiteconcilable.  If  we  view  the  bill  as  classifying  the  prod- 
ucts as  agricultural  products,  then  a  vast  number  of  agricultural  producta  were 
omitted.  If  we  view  the  bill  as  a  classification  of  food  products  it  omits  many  ihinga 
which  are  food  products. 

In  answer  to  that  argument  the  Senator  from  Minnesota  (Mr.  Washburn)  yesterday 
■dd  that  the  line  of  thought  along  which  the  bill  proceeded  was  to  reach  things  which 
were  traded  in  on  boards  of  trade.  The  argument  which  was  had  yesterday,  I  think, 
led  up  directly  to  the  conclusion  that  if  that  were  the  line  of  thought  which  dominated 
the  bill,  then  the  necessary  effect  of  the  bill  was  to  increase  instead  of  decreasing 
punbUng  and  speculation,  oecause,  as  this  system  of  gambling  and  speculation  has 
Its  origin  in  the  inevitable  tendency  of  the  human  character  to  take  risks,  particularly 
under  the  conditions  of  modem  life,  the  exclusion  of  a  few  articles  which  were  gambled 
in  to-dav,  leaving  the  vast  sum  of  hiunan  products  out  of  the  inhibitions  of  me  bill, 
would  simply  delect  the  channel  of  gambling  from  the  bed  into  which  it  now  flows 
into  a  wider  and  deeper  and  stronger  and  a  more  pernicious  stream  of  gambling. 

I  called  attention,  however,  I  think,  yesterda>r  to  the  i&ct  that  there  was  in  my 
judflpnent  a  philosophically  fundamental  mistake  in  attempting  to  forbid  speculative 
tenaencies  on  boaras  of  trade  where  that  tendency  could  be  executed  with  reasonable 
honesty  and  with  reasonable  precaution,  and  encourage  and  foster  speculation  where 
those  restraints  and  restrictions  and  precautions  did  not  exist. 
.  Last  night  my  attention  was  called  to  a  discussion  of  this  question  in  a  book  on 
political  economy,  which  seems  to  be  so  apposite,  so  entirely  to  embrace  the  subject- 
matter  of  this  discussion  that  I  will  send  to  the  aesk  and  have  read  the  paragraph  to 
which  I  wish  to  call  your  attention:     ' 

''It  is  a  singular  fact  that  markets  have  been  the  subject  of  popular  prejudice  and 
moral  objection,  almost  in  proportion  to  the  perfection  with  which  they  economize 
time,  transportation,  and  effort,  and  equalize  prices.  The  proper  meaning  of  a  market 
is  not  merelv  the  place  set  apart  in'  which  buyers  and  sellers  may  meet  with  their 
goods,  but  all  that  territory,  with  its  groups  of  buyers  and  sellers,  consumers  and  pro* 
Queers,  of  which  the  residents  are  so  brought  into  union  and  contact  with  each  other 
by  the  mutual  intelligence  which  arises  tnrough  reciprocal  commerce  that  one  price 
is  arrived  at  by  all  with  facility  and  promptitude. 

"A  market  rises  into  its  highest  efficiency  and  value  when  it  concentrates  into  one 
focus  BO  laige  a  proportion  of  the  buyers  and  sellers  of  a  certain  commodity  as  to  become, 
in  conjunction  with  one  or  two  other  markets  of  the  same  Mnd,  an  authoritative 
standard  of  prices  of  the  articles  in  which  it  deals,  for  all  buyers  and  sellers  through 
the  world.  By  aid  of  the  quick  intelligence  which  the  telegraph  supplies  and  of  the 
swift  transportation  which  steam  affords  the  whole  world  is  then  converted  into  one 
market  having  one  price  subject  only  to  cost  of  transportation  of  the  product  between 
the  point  for  which  the  price  is  quoted  and  all  other  points.  Such  markets  are  the 
Bourse  of  Paris  for  stocks  and  securities,  the  London  Stock  Exchange  as  well  as  the 
London  Produce  Exchange,  the  Liverpool  and  New  York  Cotton  exchanges,  the  New 
York  Stock  Exchange,  Produce  Exchange,  and  Real  Estate  Exchange,  and  formerly 
the  Gold  Room  and  the  Boards  of  Trade  (g^in  and  produce  exchange)  of  Chicago,  in 
conjunction  with  those  of  other  western  cities,  and  that  of  Liverpool?' 

Ck>nceming  these  exchanges  Professor  Jevons  says:  "The  theoretical  conception 
of  a  perfect  market  is  more  or  less  completely  carried  out  in  practice.  It  is  the  work 
of  brokers  in  any  extensive  market  to  oiganize  exchanges  so  tnat  every  purchase  dball 
be  made  with  the  most  thorough  acquaintance  with  the  conditions  of  the  trade.  Each 
broker  strives  to  gain  the  best  knowledge  of  the  conditions  of  the  supply  and  demand 
and  the  earliest  intimation  of  any  change .  He  is  in  communication  with  as  many  other 
brokers  as  possible,  in  order  to  have  the  widest  range  of  information  and  the  greatest 
chance  of  making  suitable  exchanges.  It  is  only  thus  that  a  definite  market  price  can 
be  ascertained  at  every  moment  and  varied  according  to  the  frequent  news  capable  of 
affecting  buyers  and  sellers.  By  the  mediation  of  a  body  of  brokers  a  complete  con- 
sensus is  established  and  the  stock  of  every  seller  or  the  demand  of  every  buyer  brought 
into  the  market.  It  is  the  very  essence  of  trade  to  have  wide  and  constant  information. 
A  market,  then,  is  theoretically  perfect  only  when  all  traders  have  perfect  knowledge 
of  the  conditions  of  supply  and  demand  and  the  consequent  ratio  of  exchange;  and 
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in  such  a  market,  as  weehall  now  see,  thore  can  only  be  one  ratio  of  exchange  of  uniiont 
commodity  at  any  moment." 

Mr.  President,  the  object  of  the  bill,  the  ver^  classification  defined  in  the  bill,  is 
to  exclude  the  products  which  are  dealt  in  on  thus  kind  of  a  market  and  leave  outside 
of  the  operations  of  the  bill  the  products  which  are  dealt  in  on  another  or  unreoog- 
nized  market.  I  ask  the  desk  to  have  read  the  description  of  the  other  market  lo 
which  the  things  not  brought  into  the  bill  are  relegated: 

.  '4n  the  sale  of  carria^,  pianos,  jewelry,  clothing,  and  other  things  which  do  not 
admit  of  such  an  authontative  contest  over  the  price  there  is  great  inequalitv  in  the 
prices  at  which  two  persons  in  the  same  city  on  the  same  dav  noay  buy  two  tninps  of 
the  same  kind  and  of  equal  value.  Hence  there  is  great  cheatinjg  in  such  tra&w. 
One  may  pay  |200  for  a  watch  which  another  buys  for  |100.  There  is  no  standard .  In 
ail  these  grades  of  goods  long  credits  must  be  given  as  the  dealers  must  hold  the  goods 
until  they  reach  consumers.  But  in  articles  dealt  in  by  produce  exchanges  the  pnc% 
18  advanced  to  the  producer,  and  his  crop  can  always  be  sold  if  he  desires,  even  before 
it  is  harvested.  Hence  the  authoritative  manufacture  of  prices  confers  somewhat 
the  same  benefit  upon  a  communitv  as  is  conferred  by  an  authoritative  standard  of 
law,  religion,  manner,  and  ethics.  It  enables  every  man  to  know  each  moment  how 
he  stan£  relatively  to  the  results  of  his  past  exertions,  what  they  have  cost,  and  how 
much  he  can  get  for  them." 

Such,  Mr.  President,  is  the  description  of  the  market  destroyed  by  the  provisions 
of  this  bill. 

If  the  purpose  and  obiect  of  the  bill  is  to  strike  with  pals^  transactions  on  boards  of  ex- 
change or  boards  of  trade,  why  is  it  that  the  terms  of  the  bill  leave  out  all  that  vast  body 
of  property  running  up  into  the  hundreds  or  thousands  of  millions,  the  bonds  and  stocks 
and  values  of  every  kind  in  this  country  which  form  the  great  sum  of  the  speculation 
of  the  country?  

Extracts  from  Senator  Vest's  Speech  Before  the  United  States  Senate  in 
1892  Relative  to  the  Washburn  Bill:  A  Measure  That  was  Intended  to 
Prohibit  the  Buying  and  Selling  of  Grain  and  Pork  Products  for  Future 
Dblivbry. 

I  have  earnestly  endeavored  to  persuade  myself  that  the  path  of  duty  lay  in  the 
direction  of  supporting  the  pending  Dill.  I  have  examined  it  very  thoroughl}^  again  and 
again,  and  I  have  been  unable  to  come  to  any  other  conclusion  than  that  this  measure 
is  one  of  the  most  pernicious  which  has  come  before  the  Congress  of  the  United  States 
during  my  fourteen  years  of  public  service.  Speaking  from  my  own  standpoint,  and 
for  myself  alone,  I  would  be  compelled  to  give  up  every  conviction  I  entertain  as  to 
the  'structure  of  our  Government  before  I  could  give  my  sanction  to  this  bill. 

I  know  the  aggressive  and  almost  overwhelming  public  sentiment  in  certain  por- 
tions of  the  country  is  in  its  favor.  I  know  that  explanation  will  be  required  in  every 
farming  community  why  opposition  is  made,  but  1  would  rather  explain  my  vote  in 
every  township  of  Missouri  from  now  until  the  November  election  than  to  put  myself 
on  record  in  favor  of  a  bill  about  the  unconstitutionality  and  the  vicious  tendency  of 
which  I  have  not  the  slightest  doubt. 

Now,  Mr.  PreeidentjWnat  is  at  the  bottom  of  this  whole  bill?  L^;islatu)n  for  the 
benefit  of  the  class.  Who  is  here  aiding  in  its  passage?  Who  employs  these  lawyers 
to  appear  here  and  make  learned  arguments  oefore  committees  of  Uie  House  and 
Senate  in  favor  of  this  bill?  Who  has  deluged  us  with  petitions  through  the  mails  to 
pass  this  bill  in  the  interest  of  the  farmer — the  down-trodden  and  oppressed  fanner? 
Who  has  done  it?  The  agent  of  this  great  milling  syndicate,  Mr.  rillsbuiy,  who 
testified  before  the  committee  that  dealing  in  options  decreases  the  price  of  wheat 
to  the  producers  of  the  country;  Mr.  John  Wh^taker,  a  pork  packer  of  St.  Louis,  one 
of  my  constituents,  who  has,  of  course,  endeavored  in  the  course  of  trade  to  put  down 
the  price  of  hc^  because  he  is  a  pork  packer  and  wants  to  get  his  raw  material  as  cheap 
as  possible.  When  did  this  new  burning  love  for  the  farmer  break  out  in  the  breasts 
of  these  gentlemen?  Is  it  not  the  interest  of  Mr.  Pillsbury,  representing  300  mills 
and  elevators  in  the  Dakotas  and  Minnesota,  which  belong  to  Englishmen,  to 
put  the  price  of  wheat  down  to  the  lowest  possible  point?  Is  not  wheat  his  raw 
material?  Is  not  that  the  exact  case  with  Mr.  Whittaker  and  other  pork  packen? 
Do  they  not  want  to  put  down  the  price  of  their  raw  material.  And  the  cheaper  hogs 
are  the  more  money  can  be  put  into  their  pockets. 

I  do  not  propose  to  go  into  the  immense  amount  of  testimony^  which  simply  amounts 
to  opinion  as  to  what  would  be  the  effect  of  this  bill.  I  might  stop  my  argument 
simply  with  the  declaration  that  I  believe  this  bill  violates  the  spirit  and  lett^  of  the 
Constitution,  but  it  is  not  a  question  as  to  the  effect  of  this  measure.  We  are  told 
that  speculative  markets  put  down  the  price  of  the  fanner's  product.    The  over- 
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whelming  mass  of  testimony  from  men  engaged  most  laigely  in  mercantile  and  com- 
mercial pursuits  is  a^inst  that  statement.  The  experience  of  men  who,  like  niyself, 
are  not  experts  is  against  it. 

I  affirm  that  the  same  principle  applies  to  stocks  as  to  grain  and  other  commodities; 
that  speculative  markets  make  higher  prices  for  future  ^es;  whereas  when  the  stock 
market  in  New  York  is  down,  as  it  is  now,  as  a  matter  of  course  prices  fall.  When 
there  is  speculation,  when  men  are  most  anxious  to  become  rich  suddenly,  then  prices 
go  up  bcK^use  transactions  multiply.  How  often  have  we  heard  it  said  that  hard 
times  make  a  rich  harvest  for  lawyers.  A  greater  fallacy  was  never  exploded. 
Lawvers  make  nothing,  comparatively ^  in  hara  times.  In  commerce,  where  trade 
i$  life,  when  men  are  hunting  speculation  and  investment,  then  lawyers,  Like  every 
other  portion  of  the  body  pontic,  thrive  and  prosper. 

No  senator,  of  course,  is  here  to  advocate  gamoling:  no  Senator  is  here  to  say  that  puti 
and  callSj  where  the  article  is  never  to  be  delivered,  constitute  legitimate  commerce; 
no  court  m  this  country  has  ever  given  its  sanction  to  any  such  tralisaction;  but  when 
we  are  told  that  because  1,000  bushels  of  wheat  pass  through  50  hands  in  a  single 
daV  it  constitutes  a  crime,  I  am  not  prepared  for  the  conclusion.  You  can  just  as 
well  say  that  the  $150,000,000  or  1200.000,000  that  pass  through  the  New  York  clearing 
house  every  day  shows  that  the  bankers  in  New  York  are  en^ed  in  wholesale  gam- 
bling. You  can  as  well  say  that  the  whole  country  to-day  is  engaged  in  gambling. 
Does  actual  money  always  pass  from  hand  to  hand  in  the  transaction  of  business 
amongst  the  people  of  the  United  States  even  outside  of  cities?  Who  does  not  know 
that  but  a  small  portion  of  the  business  of  this  country  is  transacted  for  ca^?  Wlio 
does  not  know  that  our  forei^  business  is  not  transacted  with  money?  There  is  not 
gold  and  silver  enough  in  the  world  to  carry  on  our  foreign  commerce.  It  is  done 
through  bills  of  exchange  and  letters  of  credit.  The  shipper  or  exporter  who  carries 
the  grain  of  my  constituents  abroad  sells  it  and  brings  back  manufactured  goods 
which  he  has  bought  with  the  proceeds  of  the  grain.  He  has  a  letter  of  credit  based 
upon  warehouse  receipts,  and  no  paper  or  metallic  money  passes  between  the  parties. 
When  we  trade  with  South  America  we  send  our  agricultural  implements  and  now 
and  then  a  steam  engine  that  has  been  manufactured  here.  Wliat  do  we  receive  in 
return?  We  receive  coffee,  and  we  pay  for  it,  when  we  can  not  pay  for  it  in  goods 
manufactured  here  and  shipped  there,  by  letters  of  credit  on  Europe  which  we  have 
obtained  for  the  sale  of  our  agricultural  products  there. 

What  would  be  thou^t  of  that  statesman  who  would  stand  here  and  say  that  the 
New  York  Commerce  Exchange  or  Board  of  Trade  is  a  gambling  institution  because 
there  is  no  actual  payment  of  money  from  day  to  day?  The  president  of  that  exchan^. 
before  the  House  committee,  said  that  8,000  bushels  of  wheat  very  often  suppliea 
50  transactions,  and  legitimately.  Who  is  there  that  would  dare  to  say  that  in  the 
mercantile  exchan^  of  this  country  they  are  not  required  to  deliver  on  future  sdes? 
In  New  York,  St.  ix)ui8,  Cincinnati,  and  Chicago  the  rules  of  the  exchanges  require 
that  the  buyer  shall  have  the  right  to  demand  the  article  sold  whenever  he  pleases. 
If  a  dealer  there  sells  5,000  bushels  of  May  wheat,  the  purchaser  can  demand  the 
delivery  of  the  actual  article,  and  it  is  bound  to  be  delivered. 

Now,  Mr.  President,  there  are  some  witnesses  who  are  worthy  of  credit  and  yet 
opposed  to  this  bill.  I  think  one  of  our  Members  is  entitled  to  be  heard.  I  refer  to 
the  Hon.  Michael  D.  Harter,  from  the  Fifteenth  Ohio  district,  a  Member  of  the  House. 
This  gentleman  is  a  practical  miller  and  farmer,  and,  I  take  it,  is  a  credible  witness, 
otherwise  the  people  of  the  Fifteenth  Ohio  district  would  not  have  put  him  where 
he  is.    He  is  a  lai^e  miller,  and  here  is  his  testimony  on  the  subject: 

"Speculative  prices  simply  determine  the  future  values  of  wheat,  in  which  the 
fanner  has  no  direct  interest,  and  yet  even  here  speculative  values  disprove  the  claims 
made  by  the  authors  of  this  bill,  for  every  year  at  the  season  when  the  farmer  is  market- 
ing his  wheat  in  large  quantities  all  future  or  speculative  values  are  higher  relatively 
than  the  cadi  value  of  wheat,  which  is  always  controlled  by  actual  purchase  and  sale 
of  the  article  itself.  Of  course  high  speculative  future  values  at  this  season  of  the 
year  are  always  calculated  to  advance  the  cash  or  farmers'  prices  for  wheat.  Let  me 
illustrate  this: 

**At  one  mill  where  I  am  interested  we  are  are  not  only  large  buyers  of  wheat,  but 
have  great  storage  capacity,  and  this  coming  harvest  we  shall  put  into  our  warehouse 
about  600,000  bushels  of  wheat.  If  the  price  were  to  advance  before  it  were  groimd 
into  flour  10  cents  a  bushel,  it  would  make  us  $60,000,  but  if  it  declined  10  cents  per 
bufihel,  we  would  lose  $60,000.  Not  being  speculators,  knowing  that  wheat  speculation 
in  the  end  results  disastrously  to  most  ot  line  people  who  engage  in  it,  we  should  be 
unwilling  to  buy  such  a  vast  quantity  of  wheat  if  we  were  not  able  to  sell  the  figures 
against  it  and  thus  protect  ourselves  against  loss  on  our  transaction.  Therefore,  if 
we  had  no  future  market  in  which  we  could  sell  this  wheat,  we  should  buy  very  much 
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less  of  it,  and  should  not  be  able  to  psy  the  4^rmer  wit^hin  10 j^lflipi^buahel  as  much 
as  we  pay  him  now,  because  we  would  have  to  have  that  aadltional  intagin-to  inAuv^ 
us  agamst  fluctuations  in  the  market. 

"What  is  true  of  us  is  equally  true  in  varying  degrees  of  every  miller,  warehouseman 
and  exporter  in  the  United  States,  so  that  the  passage  of  the  Hatch  bill  would  in  the 
end  surely  reduce  the  number  of  buyers  of  casn  wheat  from  the  farmer  and  put  down 
the  price  of  the  wheat  that  he  had  to  sell. 

"but  I  want  now  to  prove  still  more  clearly  that  so  far  as  dealing  in  figures  has  any 


influence  upon  the  pnce  of  wheat  it  is  to  advance  it.  and,  as  I  nave  said,  it  is  the 
speculative  dealing  in  wheat  that  fixes  the  price  of  futiure  wheat.  I  now  want  to 
snow  by  a  practical  illustration  how  it  is  directly  to  the  advantage  of  the  farmer  that 
this  speculation  should  continue.    But  here  is  the  illustration: 

' '  Suppose  we  bu v  600,000  bushels  of  wheat  in  August,  September,  and  October.  We 
find  ourselves,  under  the  present  system,  able  to  sell  May  wheat  futures  against  all  of 
it  at  an  average  of  from  10  to  12  cents  per  bushel  above  the  cash  prices,  let  us  sayg 
at  only  10  cents.  Now,  remember  that  the  cash  price  is  the  actual  transaction  price, 
the  May  price  bein^  the  speculative  future  or  option  price.  You  will  at  once  see  the 
maigin  the  transaction  gives  us.  We  have  to  hold  the  cash  wheat  for  ei^t  months. 
If  we  pay  80  cents  per  bushel  for  it  and  sell  it  for  May  delivery  at  90  cents,  we  are 
oblieea  to  lose  the  interest  for  ei^t  months  at  6  per  cent.  This  costs  us  S.2  cents 
per  Dushel.  Insurance  and  other  charges  and  expenses  cost  us  less  than  1.8  cents,  se 
that  the  total  expense  to  us  is  not  over  5  cents  per  bushel  for  carrving  the  wheat 
until  JnUy;  from  w£ich  you  see  that  the  speculative  price  of  wheat,  which  this  Hatch 
bill  Aeeks  to  destrov,  is  really  5  cents  at  the  season  of  the  year  when  the  fanner  is 
deeply  interested  above  the  cash  or  actual  transaction  price  which  the  Hatch  bill 
sew  to  make  the  price  for  all  the  wheat  which  the  farmer  sells.  The  farmer  ou^t 
to  see  at  once,  Hierefore,  that  so  far  as  speculation  in  wheat  affects  him  it  is  altogether 
in  his  favor  fn)m  every  point  of  view,  and  constantly  tends  to  advance  the  price  whidi 
the  buyer  can  afford  to  pay,  and  it  is  a  mistake  for  anv  man  to  aigue  otherwise." 

I  give  that  testimony  from  a  Member  of  Congress  who  is  a  practical  miller,  laieelj 
interested  in  mills,  and  from  an  agricultural  district.  He  states  this^  a  result  of  his 
personal  experience. 

I  am  simply  meeting  the  proposition  that  dealing  in  options  and  futures  contracts 
and  limits  commerce  with  foreign  nations  and  among  the  States.  If  it  is  admitted 
that  Mr.  Harter  was  correct  in  saying  he  would  not  hAve  boueht  600,000  bushels  but 
for  the  future,  as  a  matter  of  course  all  I  have  said  is  proved  by  his  statement.  It 
adds  to  the  volume  of  commerce  instead  of  restricting  it.  As  to  the  risk  itself,  my 
opinion  is  ^at  men  will  fi:o  on  taking  tb&t  risk  until  the  world  is  wrapped  in  millennial 
glory,  and  then  you  will  find  some  men  betting  that  the  millennium  is  to  cease  the 
next^  dav.  You  can  not  eliminate  tliis  spirit  of  venture  and  enterprise  and  gambling 
if  you  choose,  especially  among  a  people  like  those  of  the  United  States.  You  must 
remake  them  all  over  from  top  to  bottom,  from  the  inside  to  the  outside. 

In  1610  this  legislation  was  tried  in  Holland.  That  nation  of  merchants  found  it 
an  absolute  failure.  They  found  out  what  they  ought  to  have  known  long  before  they 
tried  experimenting — that  no  statute  can  destroy  the  irresistible  laws  of  commerce. 

It  was  tried  in  1734  in  Great  Britain,  our  great  commercial  rival^  the  mistress  of  the 
sea,  in  Sir  John  Barnard's  bill  against  options.  Some  of  the  sections  of  that  bill  are 
almost  identical  with  the  provisions  of  the  pending  measure.  For  one  hundred  and 
twenty-five  years  that  statute  remained  u|K>n  the  British  statute  books  a  dead  letter. 
No  man  ever  availed  himself  of  it  except  to  evade  a  contract,  and  no  man  ever 
thought  of  going  into  court  to  enforce  it  against  anybody  except  to  get  rid  of  a  bad 
bargain. 

In  1812  New  York  adopted  the  same  sort  of  an  antioption  bill  as  proposed  here  now. 
That  act  was  repealed  in  1858,  and  yet  in  all  the  intervening  time  the  merchants  and 
dealers  were  interested  in  future  sales  amoimting  to  many  millions,  both  upon  the 
stock  exchange  and  the  produce  exchange  of  the  great  city  of  New  York. 

Now,  Mr.  President,  what  will  be  the  inevitable  result  of  this  bill  if  you  pass  it? 
You  will  drive  all  trading  in  futures  out  of  this  country  and  into  foreign  countries. 
You  will  drive  it  to  Canada,  Great  Britain,  Belgium,  and  France.  Do  you  suppose 
that  the  Congress  of  the  United  States  can  make  a  statute  that  will  keep  your  wneat 
from  going  to  Europe  and  being  gambled  on  thero?  What  makes  the  price  of  Amer- 
ican wheat  to-day?  The  Liverpool  market.  What  makes  the  price  of  your  com? 
The  European  market. 

The  only  competition  that  the  millers  and  the  pork  packers  now  have  is  in  the 
exchan^  and  Uie  commission  merchants  who  are  buying  largely  for  future  delivery. 
There  is  hardly  a  bushel  of  wheat  that  goes  into  the  city  of  New  York  that  is  not 
sold  thero  *'on  arrival;*'  that  is  to  say,  it  is  purchased  in  the  country  to  be  delivered 
in  the  city  of  New  York  at  some  future  time  at  prices  then  prevailing. 
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AFTERNOON   SESSION.  ' 

The  committee  met,  pursuant  to  the  taking  of  recess,  at  2  o'clock 

m.,  the  chairman  presiding. 

The  Chairman.  Mr.  Burleson,  we  will  now  hear  from  you. 


TESTUOVT  OF  HOV.  ALBERT  S.  BTTELESOIT,  A  BEPBESEVTATIVB 

nr  covoBESs  from  the  state  of  texas. 

Mr.  Burleson.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
hardly  feel  that  I  am  addressing  this  committee  in  my  representative 
capacity.  I  am  myself  a  producer  of  cotton  and  have  been  asked 
by  the  representatives  of  the  farmers'  organizations  engaged  in  the 

Eroduction  of  cotton  to  present  their  views  with  reference  to  these 
ills  now  before  you  for  consideration.  In  view  of  these  facts  I  fed 
that  no  different  rule  should  apply  in  the  matter  of  my  being  sworn, 
and  I  ask  that  I  be  sworn  as  others  who  have  appeared  before  you. 

(The  witness  was  sworn  by  the  chairman.) 

Mr.  Burleson.  In  the  outset,  gentlemen,  I  desire  to  say  that  it  is 
my  purpose  to  be  brief  in  the  discussion  of  the  issues  which  I  think 
have  been  made  before  this  committee,  and  above  all  things  I  am 
determined,  and  it  is  possible  to  do  so,  to  avoid  dodging  or  befogging 
these  issues  by  indulging  in  a  mere  multiplicity  of  wor&. 

Before  I  proceed  to  the  main  discussion  I  want  to  say  in  answer  to 
the  suggestion  made  by  one  gentleman  representing  the  exchange, 
Mr.  Mandelbaum,  that  1  am  sure  that  I  am  not  acting  under  coercion 
in  my  advocacy  of  this  legislation.  Long  before  I  received  a  letter 
on  tms  subject  I  had  started  upon  an  investigation  for  myself  with  a 
view  of  reaching  a  conclusion,  if  possible,  whether  the  practices  of 
the  so-called  ^'cotton  exchanges*'  were  hurtful  or  benencicd  to  the 
cotton  trade.  After  prosecuting  this  investigation  for  some  time  I 
reached  a  satisfactory  conclusion  in  my  own  mind,  and  my  colleague, 
Mr.  BeaU,  will  bear  me  out  that  a  number  of  years  ago,  before  any 
action  had  been  taken  by  the  Texas  legislature  in  this  matter,  I  met 
with  him  and  one  or  two  others  in  the  city  of  Dallas  for  the  purpose 
of 'taking  such  preliminary  steps  as  would  result  in  legislation  to 
drive  the  wire  houses,  the  representatives  of  the  cotton  exchanges, 
from  the  State  of  Texas. 

The  Chairman.  The  warehouses  ? 

Mr.  Burleson.  No;  the  wire  houses. 

The  Chairman.  Explain  what  that  term  means. 

Mr.  Burleson.  The  wire  houses,  if  I  may  so  term  them,  are  branch 
exchanges,  are  places — not  called  bucket  shops — but  places  where 
representatives  of  members  or  firms  on  the  cotton  exchanges  keep 
boards  for  the  purpose  of  quoting  prices  thereon,  noting  conditions 
of  the  crop,  and  giving  notices  of  sales  or  purchases  on  the  exchanges, 
such  information  being  received  on  a  telegraph  wire  carried  to  such 
place  for  this  purpose. 

Mr.  Lever.  And  giving  information  to  customers. 

Mr.  Burleson,  ^d  giving  general  information  relating  to  the 
<x>tton  crop  to  those  who  buy  or  sell  future  contracts  on  the  main 
exchange,  through  the  particmar  wire  house.  As  I  say,  I  reached  a 
satisfactory  conclusion  in  my  own  mind  about  the  hurtful  result  of 
such  transactions,  and  I  then  introduced  a  bill  which  I  thought  would 
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correct  the  evil.  And  ri^kt  herS;  Mr.  Qiainnan,  I  want  to  sa^  that  if 
I  am  mistaken  about  it,  if  the  practices  and  rules  and  regulations  and 
business  transacted  on  the  New  York  Exchange  and  the  New  Orleans 
Exchange  are  not  hurtful  to  the  producer  and  the  consimier  of  cotUm 
and  to  the  cotton  trade,  there  is  nobody  more  anxious  to  ascertain  that 
fact  than  I  am,  and  for  that  reason — and  it  will  not  disconcert  me  in 
the  slightest — ^1  invite  any  member  of  the  committee,  any  represent 
tative  of  the  cotton  exchanges,  to  propound  queries  to  me  at  any 
time  during  the  progress  of  my  discussion.  If  the  query  relates  to  a 
transaction  or  a  phase  of  the  business  with  which  I  am  not  familiar.  I 
will  promptly  say  so,  but  if  I  can  elucidate  the  subject-matter  of  the 
query  by  my  answer,  or  by  telling  what  I  believe  or  think  about  it,  I 
will  gladly  do  so. 

Above  all  things,  I  do  not  want  to  do  anything  that  is  going  to  be 
hurtful  to  the  cotton  trade.  The  welfare  of  my  people — ^1  represent 
a  cotton  constituency — the  welfare  of  my  State,  yes,  of  my  section  of 
the  country — ^is  so  thoroughly  identified  with  cotton,  the  production  <rf 
cotton,  the  sale  of  cotton,  and  the  manufacture  or  cotton,  that  if  a 
blow  were  struck  it  we  would  be  the  greatest  suflFerers,  and  for  that 
reason  I  desire  to  move  in  this  legislation  with  the  utmost  caution  and 
to  avoid  making  a  mistake,  if  possible  to  do  so.  Above  all,  I  do  not 
want  to  do  any  injustice  or  wrong  to  the  people  who  are  identified 
with,  or  interested  in,  cotton  exchanges,  especially  those  who  think 
they  are  serving  a  useful  purpose^  ana  I  want  to  be  absolutely  fair  in 
every  statement  that  I  make  and  m  every  conclusion  based  upon  what 
I  believe  are  the  facts  that  have  been  estabUshed  before  you. 

Mr.  Chairman,  I  gladly  say — I  cheerfully  bear  witness  to  the  fact 
that,  in  my  beUef ,  for  ten  years  after  the  organization  of  the  New 
York  Cotton  Exchange  it  served  a  most  beneficial  purpose  to  the 
cotton  trade  throughout  the  world.  I  beUeve  it  was  a  cotton  exchaiu^ 
in  the  true  sense  of  the  word;  that  it  discharged  every  one  of  the 
beneficial  functions  of  an  exchange.  As  a  matter  of  fact,  New  York 
at  that  time  was  the  second  great  spot  cotton  market  of  the  world. 
Spinners'  agents,  mill  treasurers,  exporters'  agents  were  there  for  the 
purpose  of  Duying  cotton,  the  actual  cotton,  in  New  York  City,  and 
many  were  connected  with  the  exchange.  Manufacturers  of  cotton 
went  there  during  that  period  to  get  their  suppUes,  and  then — and  I 
want  to  absolve  tne  members  of  the  exchange  from  responsibility  for 
it,  because  I  would  not  be  candid  if  I  did  not  say  so — I  believe 
through  no  fault  of  theirs,  a  condition  developed  which  makes  it 
impossible  for  New  York  City  to  be  a  spot  market  for  cotton.  By 
the  development  of  a  commercial  utility  it  became  possible  for  cotton 
to  be  shipped  direct  from  the  section  where  it  was  produced  to  the 
door  of  tne  cotton  mill  cheaper  than  if  it  was  stopped  at  New  Yoi:k. 
The  through  bill  of  lading,  undoubtedly,  and  this  fact  can  not  be 
questioned,  when  its  use  became  thoroxighly  perfected  and  was 
adopted  hy  the  trade,  brourfit  about  a  condition  which  precipitated 
an  immediate  decadence  of  riew  York  City  as  a  spot  cotton  market. 
What  authority  have  I  for  this  assertion,  Mr.  Chairman  ?  Out  of  the 
lips  of  the  ablest  spokesman  for  the  exchange — and  I  mean  no  dis- 
paragement to  the  other  gentlemen  when  I  say  this,  for  Mr.  MaiBh, 
who  nas  been  a  professor  m  one  of  our  leading  universities,  has  been 
the  ablest  exponent  and  defender  of  the  exchanges  in  this  country — 
we  have  it  that  a  loss  of  a  dollar  and  a  half  a  bale  is  sustained  upon 
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©very  bale  of  cotton  that  is  stopped  in  New  York.  Of  course,  gentle- 
men, you  know  even  if  the  improvident  southern  producer  comd  iiot 
and  would  not  take  advantage  of  that  situation,  the  shrewd,  smart 
Yankee  cotton  spinner,  the  shrewdest  man  who  lives  upon  this  earth, 
would. promptly  take  advantage  of  it,  and  he  did,  and  the  decline 
immediately  commenced,  and  Sew  York  is  no  longer  a  spot  cotton 
market  of  anv  importance. 

Now,  gentlemen,  I  want  to  support  the  statements  of  fact,  which 
I  will  utuize  before  ^ou,  by  some  character  of  satisfactory  testimony. 
Ordinarily  I  am  gomg  to  jbake  it  from  the  lips  of  these  defenders  of 
the  exchanges  themselves.  Before  I  conclude  I  intend  to  make 
these  spokesmen  of  the  exchanges  my  witnesses  and  with  their 
admissions  drive  the  conviction  home  to  the  mind  of  everv  member 
of  this  committee,  who  keeps  an  open  mind,  that  the  New  York 
Cotton  Exchange  has  developed  into  just  what  Mr.  Parker,  the 
greatest  southern  spinner,  has  called  it,  a  curse  to  the  cotton  trade. 

Now,  let  us  see  whether  New  York  has  ceased  to  be  a  spot  market. 
I  am  going  to  read  from  the  report  of  Mr.  Herbert  Knox  Smith,  and 
with  reference  to  this  publication,  gentlemen,  I  want  to  state  in  the 
outset  that  I  accept  literally  every  statement  of  fact  which  is  foimd 
in  this  report.  I  do  not  agree  with  all  of  Commissioner  Smith's 
conclusions;  in  fact  in  one  very  important  matter  I  am  in  thorough 
accord  with  the  view  taken  by  Mr.  Marsh,  which  I  will  discuss  later 
on,  but  wherever  the  report  of  the  Biireau  of  Corporations  states  a 
fact  I  accept  it,  because  there  is  no  motive  on  the  part  of  this  govern- 
ment official  to  lie;  there  is  no  reason  why  he  should  embody  in  this 
report  untruths.  He  is  not  swayed  by  self-interest;  he  is  without 
local  bias  or  prejudice;  he  does  not  Uve  in  a  cotton-spinning  section,  he 
does  not  Uve  in  a  cotton-producing  section,  he  is  a  native  of  and 
lives  in  Pennsylvania;  and,  furthermore,  I  know  the  man.  He  is  an 
official  of  abihty  and  integrity,  and  every  statement  of  fact  he  has 
made  in  this  report  he  believes  to  be  a  fact.  Now,  has  New  York 
fallen  into  a  condition  of  decadence  as  a  spot  cotton  market  i  Thb 
statement  made  by  Mr.  Marsh  about  the  loss  of  a  $1.50  on  every 
bale  going  there  would  show  you  it  had,  if  I  did  not  produce  figures 
to  further  substantiate  the  fact.  But  let  me  show  you  the  statistics 
bearing  on  the  proposition.  In  order  to  be  perfectly  fair  to  the  ex- 
change I  will  take  figures  for  periods  ten  years  apart  and  then  give 
the  average  for  the  ten  years. 

In  ISTcTtI  the  total  sales  of  spot  cotton  at  New  York,  in  proportion 
to  the  total  crop,  were  16.9  per  cent.  Nearly  17  per  cent  of  the 
whole  'cotton  crop  was  marketed  in  New  York  City.  The  develop- 
ment of  the  tlirough  bill  of  lading  took  place  about  1879.  I  wa^ 
curious  to  know  exactly  when  the  general  use  of  the  through  bill  of 
lading  took  place,  and  I  addressed  a  communication  to  the  secretary 
of  the  Interstate  Commerce  Commission,  who  is  one  of  the  best  posted 
men  in  matters  of  transportation  in  this  coimtry,  with  a  view  of 
ascertaining  the  history  or  its  development.  He  repUed  that  it  came 
into  free  use  in  1885,  developing  from  along  about  1880.  Now,  let 
us  see  its  immediate  effect  in  Is  ew  York  as  a  spot  market.  In  1880-81 
the  spot  sales  of  cotton  in  New  York  had  fallen  off  to  4.8  of  the  crop; 
in  1890-91  to  1.1  per  cent  of  the  total  crop;  in  1900-1901  to  nine-tenths 
of  .1  per  cent  of  the  crop;  and  for  1906-7,  the  last  crop  before  Mr. 
Smith's  report,  nine-tenths  of  1  per  cent  of  the  crop — the  same  as 
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1900-1901.  You  naturally  ask  why?  Mr.  Chairman,  there  it  is 
going  to  remain.  New  York  City,  as  long  as  this  cotton  exchange 
exists,  will  always  have  spot  cotton  come  there  just  about  in  Uuii 
proportion  to  the  main  crop.  Why?  Because  it  is  necessary  for 
the  exchange  to  have  a  certain  reserve  in  New  York  in  order  to 
meet  demands  for  tender  upon  its  contract^,  and  by  lon^  experience 
through  course  of  business  they  have  reached  a  knowlec^  upon  the 
subject  concluding  that  it  takes  about  nine-tenths  of  1  per  cent  of 
the  crop  in  order  to  meet  this  situation. 

Now,  as  I  have  said,  in  order  to  be  absolutelv  fair  I  want  to  give 
the  average  of  spot  sales  of  cotton  in  New  York  for  the  ten-year 
periods;  this  I  read  from  Commissioner  Smith's  excellent  report. 


Average  for  period— 


187(V-71  to  l87»-80  (ten  years).... 
1880-81  to  188»-90  (ten  years).... 
1890-91  to  ldB»-1900  (ten  years).. 
1900-1901  to  1906-7  (seven  years) 


Total  spot 

sales   in 

New  York. ' 


Bales. 
434,866 
221,719 
159,467 
145,873 


Total  crop. 


I 


Peroeat 
New 
York 
spot 

sales  to 

total 

crap. 


Bales. 
4,397,082  , 
6,496,983  I 
8,973,734 
11,178,931 


9L9 
X4 
L8 
L3 


•  Considering  these  statistics,  if  they  are  based  on  truth,  can  anyone 
doubt  that  New  York  has  ceased  to  oe  a  spot  cotton  market? 

But,  Mr.  Chairman,  these  figures  show  that  a  smaU  lot  of  cotton 
does  still  go  to  New  York.  In  order  to  get  this  cotton  to  New  York 
it  must  be  brought  there  hj  some  one — it  will  not  go  there  of  itself;  it 
will  not  be  brought  there  if  it  is  going  to  occasion  the  buyer  a  constant 
loss.  Everybody  is  strugj^ling  for  money.  I  do  not  acquit  the  pro- 
ducers of  cotton  of  a  desire  to  accumulate  money  any  more  than  I 
hold  up  against  these  exchange  gentlemen  the  desire  to  accumulate  it. 
Everybody  wants  to  make  money,  nobody  wants. to  lose  money. 
This  cotton  is  not  going  to  New  York  at  a  loss  of  a  dollar  and  a  half  a 
bale,  hence  it  will  not  reach  there  unless  some  artificial  condition  is 
created  or  brought  into  existence  that  will  draw  it  there  without  this 
loss,  and  this  has  been  done,  and  I  will  tell  you  in  a  moment  what 
tiiat  artificial  condition  is.  Now,  suppose  some  member  of  this 
committee  will  say,  ^^Well,  Burleson  is  mistaken  about  this  proposi- 
tion. The  fact  that  they  lose  a  dollar  and  a  half  on  each  bale  would 
not  keep  cotton  from  going  to  New  York,  and  as  to  these  statistics  that 
1^.  Herbert  Knox  Smith  embodied  in  his  report,  these  ^ntlemen, 
representing  the  exchanges,  have  denounced  nis  conclusions  as  'a 
beruddlement  of  ideas,'  and  nis  statement  of  the  facts."  I  do  not  re- 
member exactly  what  was  the  expression  with  reference  to  the  facts, 
but  they  were  thoroughly  discreoited.  Suppose  there  is  some  com- 
mitteeman in  that  frame  of  mind;  if  so,  will  you  accept  an  emphatic 
statement  by  a  member  of  the  exchange  upon  the  proposition  ?  When 
the  producers  and  the  consumers  come  nere  practically  united  in  a 
demand  that  this  great  incubus  be  lifted  from  them,  and  when  they 
offer  you  admissions  out  of  the  mouths  of  the  members  of  the  exchange, 
do  you  propose  to  reject  it?     I  do  not  believe  you  will. 

Let  me  give  you  an  admission  deliberately  made  bv  one  of  their 
own  people.    Byt  before  I  give  to  you  his  statement  let  us  see  who 
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he  ist  Is  he  an  obecure  member,  some  Kttle  insignificant  scalper 
with  a  desk  in  another  member's  office  who  plies  his  avocation  upon 
the  floor  of  the  exchange  day  by  day,  scalping  out  a  miserable  exist- 
ence throi^h  the  practice  of  his  knowledge  of  the  rules  of  the  ex- 
change t  Oh,  no ;  1  do  not  offer  you  the  testimony  of  that  kind  of  a 
member  of  the  New  York  Exchange.  I  bring  before  you  the  greatest 
spot  cotton  dealer  to-day  in  the  United  States,  if  not  in  the  world,  a 
man  whose  firm  has  been  and  is  represented  upon  the  revision  com- 
mittee, and  it  is  the  revision  committee,  gentlemen,  that  wields  the 
power  that  controls  the  oi^anization,  that  shapes  the  action  of  the 
members  of  the  New  York  Cotton  Exchange,  as  I  will  show  you  later 
on.  I  will  bring  you  the  admissions  of  an  exchange  member,  repre- 
sented on  the  revision  committee^  he  or  his  firm,  year  after  year,  and 
I  will  read  you  his  own  letter,  giving  his  views  about  New  York  as  a 
spot  market  [reading] : 

Philadelphia,  June  20,  1905, 
Mr.  Atwood  Violett, 

New  York  City. 
Dear  Atwood:  I  have  been  intending  to  write  you  regarding  your  circular  con- 
cerning the  certification  of  cotton  in  the  South,  so  that  it  would  be  a  good  delivery 
there  against  contracts  made  on  the  New  York  Cotton  Exchange. 

You  understand  there  are  two  factions  in  the  New  York  Cotton 
Exchange,  one  faction  contending  that  the  present  system  of  fixing 
differences  is  uneconomical,  uncommercial,  indefensible,  who  have  ex- 
pressed the  fear  that  if  it  was  not  changed  the  people  of  the  United 
States,  those  people  who  are  really  vitaUy  interested  in  the  cotton 
trade,  would  ultimately  wipe  the  exchange  out  of  existence.  [Continu- 
ing reading:] 

I  agree  with  your  opinion  in  the  matter  thoroughly,  and  if  you  ever  take  the  matter 
up  again — 

Evidently  some  matter  had  been  taken  up  before  the  Exchange  on 
a  former  occasion  and  had  been  defeated,  I  suppose,  through  the 

Sower  of  the  organization,  which  is  possible,  as  I  shall  show  you  later, 
continuing  reading:] 

If  you  agree  with  me,  I  would  go  a  step  further  and  ask  the  New  York  Exchange  to 
chiui^  their  differences  between  grades,  if  necessary,  semimonthly  or  monthly,  de- 
pendmg  upon  the  value  of  the  respective  grades  of  cotton. 

Now,  Mr.  Chairman,  this  comes  not  from  a  spinner  who  wants  the 
contract  charged  so  as  to  serve  his  selfish  ends.  This  is  not  from  a 
spinner,  and  1  regret  that  whenever  anything  has  been  read  during 
these  hearings  from  a  spinner,  or  when  the  representative  of  the 
American  Cotton  Manufacturers'  Association  came  before  you  to  pro- 
test against  the  practices  of  exchanges,  an  effort  has  been  made  to 
leave  tne  impression:  ''Oh,  you  can't  accept  what  he  waiits,  because 
he  is  controlled  entirely  by  selfishness.''  Gentlemen,  this  man  from 
whom  I  read  is  not  controUed  by  selfishness,  at  least  not  from  the 
standpoint  of  a  spinner.  I  do  not  mean  he  has  no  selfishness  in  him. 
We  all  have  selfishness  in  us.  I  believe  that  even  these  gentlemen 
are,  in  a  measure,  selfish.  But  he  is  one  of  the  great  cotton  merchants 
who  have  been  so  graphically  and  so  favorably  described  in  the  pres- 
ence of  this  committee. 

Mr.  Neville.  Won't  you  add  ''ably  1" 

Mr.  Burleson.  Yes,  I  do  it  most  cheerfuUy,  because  I  admit  now 
that  every  word  that  can  possibly  be  said  in  defense  of  the  New  York 
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Exchange,  its  rules,  its  relations,  and  its  practices,  has  been  most 
ably  presented  by  tne  gentlemen  selected  by  the  New  York  Exchange 
to  appear  before  this  committee  for  that  purpose  [continuing  reading]: 

To  avoid  any  effort  at  local  manipnlaifeion  of  theee  differences  it  could  be  arranged 
upon  the  avera^  of  the  differences  between  grades  at  five  or  six  of  the  prominent 
cotton  markets  m  the  South. 

My  reason  for  the  above  is  that  the  efforts  of  the  New  York  Cotton  Exchange  for  ths 
past  five  or  six  years  have  been  to  see  how  poor  a  contract  they  could  make  in  New 

Mr.  Mandelbaum  says  it  has  attained  perfection,  that  it  is  without 
a  blemish,  there  is  nothing  he  would  change.  Mr.  Neville  says  there 
is  only  one  slight  difference  he  would  make,  and  he  wanted  a  change 
so  that  the  spmnable  value  of  cotton  should  be  considered  in  fixing 
differences  between  grades.  If  I  do  not  forget  it — and  I  hope  I  wifl 
not — I  want  to  say  a  word  about  that  when  1  reach  that  phase  of  the 
question.  But  here  is  a  man  whq  has  been  represented  on  the  revision 
committee,  as  I  say,  for  years,  and  one  of  the  largest  spot  buyers  in 
the  world.     He  says: 

My  reason  for  the  above  is  that  the  efforts  of  the  New  York  Cotton  Exchange  for  the 
past  five  years  have  been  to  see  how  poor  a  contract  they  could  make  in  New  Yoi^ 
and  not  how  good  a  one  or  even  fair,  and  I  think  the  time  has  come  when  the  New  Yorx 
contract  ^omd  be  made  a  better  one  than  either  Liverpool  or  New  Orleans,  for  with 
proper  differences  and  the  certificate  system  there  is  no  reason  why  it  should  not  be. 
A  vital  reason  for  this  change  comes  from  the  fact  that  I  do  not  think  there  is  any  reason 
existing  why  New  York  should  not  be  a  cotton  market  for  the  sale  of  actual  cotton. 

You  know  actual  cotton  is  spot  cotton.    [Continuing  reading:] 

It  has  the  most  perfect  coastwise  connections  with  southern  ports  and  y&ry  reasonable 
rates  of  freight;  it  has  frequent  and  cheap  freight:  connections  with  all  the  cotton- 
consuming  centers  of  the  world ;  it  is  within  a  night  s  ride  of  all  the  mills  in  the  Middle 
States  and  New  England,  whose  consumption  is  2,000,000  bales  cotton  per  year  if  not 
more;  it  has  the  cheapest  storage  in  America. 

Geo.  H.  McFaddkn. 

But  you  will  say,  *'He  does  not  say  in  his  letter  that  New  York  is 
no  longer  a  spot  market.*'  I  will  read  further  in  a  moment  but  in 
passing  I  want  to  ask,  Is  there  a  cotton  producer  in  America,  is  there 
a  cotton  spinner  in  America  or  elsewhere  who  could  voice  before  this 
committee  a  severer  condemnation  of  the  New  York  Cotton  Exchange 
than  has  been  made  in  this  letter  by  George  H.  McFadden  ? 

Mr.  Neville.  What  is  the  date  of  that  letter? 

Mr.  Burleson.  Jime  20,  1905.  I  will  read  you  exactly  wliat  Mr. 
McFadden  said  two  years  later,  when  Commissioner  Smith  was 
making  his  investigation  of  the  Exchange: 

Mr.  McFadden  (the  author  of  this  letter),  when  asked  in  November,  1907,  whether 
he  cared  to  comment  upon  his  letter  said : 

''Simply  that  since  that  time  I  have  changed  my  mind  regarding  the  situation. 
New  features  and  new  interests  coming  into  the  cotton  market,  and  the  development 
of  the  manipulations  in  the  different  positions  and  months,  make  it  impossible  for 
New  York  to  be  what  I  once  hoped  it  would.  Also,  the  freight  situation,  which  has 
remained  unchanged,  has  not  operated  to  the  benefit  of  New  York  as  s^inst  New 
England  and  other  spinning  districts." 

Now  there  you  have  it.  First  there  is  a  loss  of  $1.50  a  bale  on  each 
bale  of  cotton  which  is  stopped  in  New  York,  which  makes  it  impos- 
sible for  it  to  become  or  continue  a  spot  cotton  market.  Second, 
the  actual  statistics — and,  by  the  way,  did  I  tell  you  the  sources  of 
these  statistics  I  read  to  you  a  moment  ago  from  Mr.  Smith's  report  t 
I  believe  I  neglected  to  do  that.     In  order  that  Commissioner  Smith 
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m9kTj[  not  be  put  in  the  attitude  of  going  out  and  cooking  up  statistics 
against  these  Exchanges  I  will  sa j  that  the  figui*^  for  the  commercial 
crop  are  from  the  government  census  pubfication,  and  the  figures 
showing  spot  sales  in  New  York  are — but  I  will  read  from  the  report: 

An  ideft  of  the  Bhiinkage  in  spot  sales  since  1870  may  be  obtained  from  the  following 
table— 

That  iS;  the  table  I  read  the  statistics  from  a  moment  ago — 

Compiled  from  figures  furnished  by  the  New  York  Cotton  Exchange. 

Their  own  figures.  Now,  can  the  conclusion  be  escaped  that  New 
York  has  ceased  to  be  a  spot  market  ? 

Now,  Mr.  ChairmaUy  not  only  will  I  demonstrate  that  New  York 
has  ceased  to  be  a  spot  market,  but  I  want  to  show  you  that  it  has 
ceased  to  perform  every  function  of  a  legitimate  exchange.  What 
«re  the  functions  of  a  legitimate  exchange  ?  From  the  day  of  Adam 
Smith,  who  was  referred  to  so  glibly  here  by  the  distinguished  gentle- 
men speaking  for  the  exchanges,  to  the  last  man  who  has  written 
upon  the  subject  of  economics,  it  is  agreed  that  the  primary  function 
oi  an  exchange  is  to  bring  the  buyer  and  the  seller,  the  producer  and 
the  consumer,  together.  That  is  fundamental.  It  is  to  bring  them 
together. 

Sefore  I  proceed  further  I  will  read  an  excerpt  from  au  article  pub- 
lished in  the  Atlanta  Constitution  in  1907,  which  has  just  been  called 
to  my  attention  by  Mr.  Beall,  in  which  it  is  said: 

Hie  New  York  market,  which,  as  a  refi;ular  market  for  spot  cotton,  was  doomed  earlv 
in  the  ei^ties  of  the  last  centur^,  found  a  new  reason  for  being  in  the  immense  deve(- 
opment  of  the  theory  and  practice  of  hedging  transactions  in  cotton  goods. 

Mr.  Leveb.  Who  said  that  ? 

Mr.  Burleson.  Mr.  Marsh. 

Mr.  Sims.  The  gentleman  who  testified  before  the  committee  ? 

Mr.  Burleson.  Mr.  Arthur  R.  Marsh,  the  vice-president  of  the 
cotton  exchange.    But  I  will  proceed. 

The  second  important  function  of  an  exchange  is  that  it  may  enable 
the  producer  ana  consumer  to  market  the  product  at  the  least  expense. 
The  third  function  of  an  exchange  is  to  aid  in  the  speedy  distribution 
of  the  product  with  which  it  attempts  to  deal.  I  ao  not  think  there 
can  be  any  division  of  opinion  that  those  are  the  important  functions 
of  an  exchange. 

Mr.  Chairman,  I  believe  I  can  show  you  that  the  New  York  Cotton 
Exchange  has  ceased  to  perform  a  single  one  of  these  functions. 

First.  Does  the  consumer,  the  buyer,  go  to  the  cotton  exchange  in 
New  York  in  order  to  get  his  cotton  supply  ?  Who  are  the  sellers  t 
The  producers,  the  farmers.  Who  are  the  buyers  of  raw  cotton? 
TTie  spinners.  Now,  if  the  producer  does  not  go  there  to  sell,  if  the 
spinner  does  not  go  there  to  buy,  if  it  can  be  conclusively  demon- 
strated that  they  do  not  go  there  for  those  purposes,  will  you  not  be 
forced  then  to  the  conclusion  that,  in  so  far  as  that  function  of  an 
exchange  is  concerned,  the  New  York  Cotton  Exchange  signally  fails  t 
You  heard  Mr.  Paricer  when  he  told  you  that  spinners  reauired  even- 
running  grades  of  cotton.  He  read  before  you  the  resolutions  that 
had  been  adopted  by  the  Cotton  Spinners'  Association,  of  which  he 
is  the  president.  I  read  you  yesterday,  and  I  will  read  it  again  now 
ifyou  want  to  hear  it,  what  Theophilus  Parsons  said  on  this  subject. 
Wno  is  Theophilus  Parsons  ?    No  antagonism  can  be  aroused  in  my 
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breast  against  the  consumers  of  cotton.  I  am  a  producer  of  cotton 
myself.  My  entire  fortune,  nearly,  is  invested  in  cotton-producing 
lands.  I  realize,  and  every  intelligent  farmer  realizes,  that  the  value 
:of  our  cotton  depends  upon  the  demand  for  this  cotton  for  consump^ 
tion.  Who  consumes  it  ?  As  I  have  said,  the  spinners.  Theophilus 
Parsons,  a  man  who  has  been  engaged  in  the  spinning  business  for 
decades,  honored  by  those  with  whom  he  has  been  associated  for 
years  by  being  elevated  to  the  presidency  of  the  greatest  organization 
of  cotton  consumers  in  the  world,  as  has  been  said  by  Mr.  Neville, 
expressed  himself  about  hi^  ability  to  go  there  for  cotton  and  what 
he  would  get  if  he  went  there. 

You  heard  me  read  from  Mr.  MacCoU^  the  president — I  never  can 
distinguish  between  the  two  manuf actunng  associations-^-the  North- 
ern and  the  Southern.  • 

Mr.  Neville.  He  is  the  former  president  of  the  National  Associa^ 
tion  of  Cotton  Manufacturers. 

Mr.  Burleson.  He  is  the  former  president  of  the  National  Associa- 
tion of  Cotton  Manufacturers,  the  northern  organization,  and  you 
have  heard  his  statement  with  reference  to  the  proposition  as  to 
whether  or  not  they  go  to  the  New  York  Cotton  Exchange  for  the 
purpose  of  doing  any  sort  of  business.  Grentlemen,  it  is  common 
flense.  If  you  were  incUned  to  beheve  that  Mr.  Parker  would  coine 
here  and  willfully  misrepresent  the  facts,  do  you  not  know  that  it  is 
stated  time  and  time  a^ain  in  this  report  that  even-running  grades 
of  cotton  are  required  oy  spinners,  generally  a  half  grade  above  or 
below  a  specified  grade  ?  It  is  admitted  that  if  you  go  to  the  New 
York  Exchange  and  purchase  a  future  contract  and  demand  deUvery 
on  that  contract,  you  will  get  or  may  receive  28  different  grades  of 
cotton  under  the  same  contract  if  they  see  fit  to  give  them  to  you. 
Gentlemen,  don't  you  know  it  is  human  nature  that  if  I  have  a 
•contract  to  deliver  to  you  certain  property,  and  I  have  the  option, 
as  the  seller,  to  deUver  to  you,  and  I  do  not  want  you  to  call  on  me 
for  deUvery,  that  I  wiU  tender  the  very  character  of  stuff  you  do  not 
want  to  receive,  in  order  to  make  you  run  away  from  the  contract? 
That  is  human  nature.  It  is  conclusively  shown  in  Commissioner 
Smith's  report  that  these  future  contracts  for  the  delivery  of  cotton 
are  formulated,  so  framed,  that  a  delivery  of  28  different  grades  can 
be  made  if  deliverv  is  demanded.  Every  spinner  woula  flee  from 
such  a  delivery  as  he  would  from  a  pesthouse,  a  leprosarium. 

This  legislation  has  been  imder  cnscussion  for  some  time.  Don't 
you  know  that  if  there  could  have  been  foimd  in  the  United  States  a 
spinner  who  had  gone  to  the  New  York  Cotton  Exchange  and 
demanded  a  deUvery  for  the  purpose  of  using  the  cotton  in  his  mill 
he  would  be  here  to  tell  you  of  it?  The  buyer,  then,  does  not  go 
there — to  the  New  York  Exchange  or  New  York  for  his  cotton,  and 
I  might  end  the  discussion  right  there,  because  if  the  buyer,  the 
consumer  of  cotton,  will  not  go  there,  there  would  be  no  necessity 
for  the  producer  to  carry  his  cotton  tnere  for  sale.  But  out  of  the 
lips  of  Mr.  Marsh  we  have  it  that  the  producer,  if  he  carried  his 
cotton  there,  would  lose  $1.50  on  each  bale,  and  of  course  he  will  not 
carry  it  there. 

Furthermore — and  on  this  proposition  there  can  be  no  mistake — 
Mr.  Marsh  in  his  testimony  used  the  language  that  the  New  Yoik 
Cotton  Exchange  is  not  a  mediimi  through  which  cotton  is  either 
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bought  or  sold.  Why?  That  is  literally  true;  he  meant  literally 
whait  ;he  said.  *  They  do  not  deal  in  cotton  on  the  New  York  Cottoni 
Exchange;  they  deal  in  cotton  future  contx^^.  And  right  on  that 
point  I  want  to  read  you  an  interview  some  friend  in  New  York  City 
clipped  out  of  the  New  York  Commercial  and  mailed  to  me  on  Decem-* 
ber  7.  It  is  an  interview  by  Mr.  T,  Ashley  Blythe,  a  director  of 
the  National  Cotton  Manufacturers'  Association.  He  gave  out  the^ 
following  statement: 
The  Commi88ioner*0  report- 
Speaking  of  the  Commissioner  Smith  report  on  the  cotton  ex- 
change— 

Covers  the  situation  in  most  respects,  but  unfortunately  does  not  go  far  enough. 
He  does  not  show  clearly  the  unfortunate  position  that  the  legitimate  spinner  or 
consumer  is  placed  in  by  the  gambling  methods  of  the  New  York  Cotton  Exchange. 
It  is  a  well-known  fact  that  no  lejntimate  cotton  spinner  in  the  world  can  spin^ 
cotton  yam  out  of  cotton  futures.  Trie  commissioner  does  not  state  what  is  known, 
to  every  well-posted  cotton  spinner — that  the  cotton  exchange  of  New  York  sells  vou 
cotton  on  a  middling  basis,  and  when  the  money  is  put  up  and  the  cotton  demanded, 

S'ves  you  for  every  100  bales  probably  not  more  tnan  6  or  10  bales  of  any  particu- 
r  grade.  In  other  words,  ana  to  be  as  brief  as  possible,  the  cotton  exchange  of 
New  York,  as  it  is  now  operated,  is  not  only  clearly  in  restraint  of  trade,  but,  fur- 
ther than  this,  obtains  money  under  false  pretenses. 

Theophilus  Parsons,  the  head  of  the  greatest  cotton  consumers' 
organization  in  the  world,  gave  you  his  opinion  about  the  danger 
of  consumers  going  there  to  purchase.  Mr.  Parker,  the  president  of 
the  American  Cotton  Manufacturers'  Association,  the  southern  or- 
ganization, tells  you  thejr  do  not  go  there.  Mr.  MacCoU,  who  was 
the  president  of  the  National  Association  of  Cotton  Spinners,  tells 
you  that  thousands  and  thousands  of  them  never  buy  futures  and 
that  the  exchange  has  been  used  to  a  very  limited  extent.  And 
here  is  Mr.  Blythe,  a  present  director  in  that  great  northern  associa- 
tion of  spinners,  expressing  his  views  on  the  subject.  Now.  gentle- 
men, can  there  be  any  question  about  it  that^  in  so  far  as  onnging 
the  producer  of  cotton  and  the  consumer  of  cotton  together,  the^ 
New  York  Cotton  Exchange  does  not  perform  that  legitimate  dnd 
primarily  most  important  Unction  of  an  exchange. 

Now,  does  the  cotton  exchange  perform  the  second  function  of  an- 
exchange?  I  do  not  want  to  forget  anything.  I  certainly  do  not 
want  to  evade  any  phase  of  this  question,  and  I  repeat  again,  if  anv 
member  of  the  committee  or  any  other  gentleman  nere  wanta  to  astr 
an]r  question  about  this  phase  of  the  question  before  I  proceed,  I 
invite  him  to  do  it,  because  if  I  am  in  error  I  want  to  know  it. 

Mr.  Cooks.  I  would  like  to  have  you  explain  what  became  of  aU 
this  cotton  that  has  been  in  New  York.  You  say  the  spinner  does 
not  go  there  to  buy  it.  Where  does  it  go  ?  The  same  cotton  does 
not  stav  there  from  year  end  to  year  end,  does  it  ? 

Mr.  Burleson.  Some  of  it  stays  there  year  in  and  year  out. 

Mr.  Hauoen.  How  much  of  it  ? 

Mr.  Cocks.  That  is  it.     How  much  do  you  suppose  ? 

Mr.  BuBLESON.  These  gentlemen  are  in  a  position  to  tell.  I  will 
show  you  tins;  I  will  show  you,  from  one  of  the  certificates  from 
their  warehouses,  that  they  certificate  more  cotton  in  a  year  than  was 
brought  there,  showing  conclusively  that  some  of  it  must  have  been 
brought  over  from  the  year  before.  You  ask  me  what  becomes  of 
it.     &id  you  not  hear  Mr.  Parker  when  he  stated  that  when  the- 
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future  contracts  were  selling  so  ei^tremely  low  in  New  York  he 
thought  surely  he  could  go  there  and  accept  deliyery  at  a  profit;  and 
he  went  there  to  one  of  the  great  speculators  on  the  excnan^,  for- 
merly a  member  of  the  exchange,  a  man  whom  I  heard  dehver  an 
address  in  Philadelphia  a  few  years  a^o  f  I  went  oyer  there  myself 
to  deliver  an  address  to  the  cotton  spmners,  at  their  invitation,  and 

Sst  before  I  deUvered  my  address,  or  just  after,  I  forget  whidi/ 
r.  Theodore  H.  Price  delivered  an  address  in  which  he  spoke  of  the 
New  York  stock.     He  said 

Mr.  Mandelbaum.  I  would  like  to  ask  Mr.  Burleson  one  question, 
and  that  is,  you  have  laid  great  stress  on  the  fact  that  it  costs  a 
dollar  and  a  half  to  bring  cotton  to  New  York  ? 

Mr.  BuBLESON.  Yes,  su*;  so  Mr.  Marsh  has  said. 

Mr.  Mandelbaum.  I  believe  Mr.  Neill.  one  of  the  parties  you  rep- 
resent, has  stated  that  it  cost  them  the  nrst  month  alone,  in  Galves- 
ton, one  dollar. 

Mr.  Burleson.  I  am  neither  defending  nor  explaining  conditions 
in  Galveston,  Tex.  I  am  explaining  the  effect  of  a  statement  of  fact 
made  here  by  the  vice-president  of  the  cotton  exchange  which  shows 
the  impossibility,  from  a  commercial  standpoint,  of  spot  cotton  reach- 
ing New  York.  I  do  not  feel  called  upon  to  discuss  Mr.  Neill's  state- 
ment about  storage  charges;  it  is  extraneous  matter,  and  I  do  not 
want  to  encumber  the  record  with  it. 

Mr.  Mandelbaum.  I  know;  but  I  do.  I  want  to  know  whether  my 
question  is  not  a  question  of  fact. 

Mr.  Burleson.  It  may  be;  I  do  not  doubt  it.     It  is  immaterial. 

Mr.  Mandelbaum.  A  question  of  fact  that  has  been  brought  out  at 
this  hearing  ? 

Mr.  Burleson.  I  do  not  doubt  it,  as  far  as  that  is  concerned. 

Mr.  Mandelbaum.  That  is  all. 

Mr.  Burleson.  I  take  no  issue  with  you  about  it. 

Mr.  Mandelbaum.  Do  you  not  know  it  is  so,  that  it  has  been 
brought  out  ? 

Mr.  Burleson.  Mr.  Mandelbaum,  I  do  not  know  it,  nor  do  I  for  the 
purposes  of  this  argument  care. 

Mr.  Mandelbaum.  You  do  not  know  it  ? 

Mr.  Burleson.  No. 

Mr.  Mandelbaum.  You  do  not  know,  in  other  words,  what  has  been 
going  on  or  what  Mr.  Neville  has  been  testifying  ? 

Mr.  Burleson.  I  will  accept  his  statement;  I  will  let  it  go  at  that. 

Mr.  Mandelbaum.  Let  it  go  at  that. 

Mr.  Beall.  Regardless  of  that,  it  is  a  fact  that  spot  cotton  does  go 
to  Galveston  in  lai^e  quantities. 

Mr.  Burleson.  Undoubtedly;  it  is  a  great  cotton  market. 

Mr.  Mandelbaum.  Is  it  not  a  fact  that  three-fourths,  or  practically 
seven-eighths,  of  the  cotton  that  goes  to  Galveston  goes  only  througn 
Galveston  ? 

Mr.  Burleson.  That  may  be  true;  it  is  also  a  great  export  market. 

Mr.  Mandelbaum.  Do  you  realize  that  there  is  nearly  as  much  cot- 
ton that  goes  to  the  port  of  New  York  as  goes  to  Galveston  t 

Mr.  Burleson.  On,  no;  the  facts  don't  show  that. 

Mr.  Mandelbaum.  We  will  show  you. 

Mr.  Burleson.  I  have  your  own  figures  upon  that  proposition. 

Mr.  Mandelbaum.  Never  mind. 
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Mr.  BuKLSSON.  Since  the  question  has  been  raised,  I  believe  it  was; 
but  you  gentlemen  are  in  the  trade;  you  should  know  more  about  that 
than  I  do. 

Mr.  Neville.  We  will  answer  you,  Mr.  Burleson. 

Mr.  Burleson.  I  say  there  is  more  than  2,000,000  bales  of  cotton 
that  goes  to  and  through  Galveston  each  year. 

Mr.  Neville.  We  will  give  you  the  whole  thing  when  you  get 
through. 

Mr.  Burleson.  I  wiU  read 

Mr.  Mandelbaum.  One  million  three  hundred  and  fifty-two  thou- 
sand bales  went  last  year  through  New  York. 

Mr.  Burleson.  I  doubt  that,  but  I  will  read  what  Commissioner 
Smith  said  in 

Mr.  Mandelbaum.  I  do  not  care  about  Commissioner  Smith;  I  am 
talking  abc^t  the  facts  in  the  matter. 

Mr.  McLaughlin.  I  would  like  to  hear  what  Commissioner  Smith 
savs. 

Mr.  Burleson.  I  will  read  the  figures  given  in  his  report. 

The  Chairman.  To  whom  does  he  crecfit  those  figures  ? 

Mr.  Burleson.  To  the  New  York  Cotton  Excnange.  On  page 
249  you  will  find  that.  '  Suppose  cotton  does  go  through  New  York 
for  export;  let  us  admit  for  the  purpose  of  this  argument  it  goes 
througn  there  for  purposes  of  export^  admit  that  2,000,000  or  2,500,- 
000  bales  go  through  there  for  export.  Does  that  make  it  a  spot 
cotton  market? 

Mr.  Mandelbaum.  Just  as  much  as  Galveston,  when  you  say  that 
seven-eighths  of  the  crop  goes  through  Galveston  without  being 
handled  there,  just  as  much.  • 

Mr.  Burleson.  On  page  249  of  this  report  are  given  the  New 
York  spot  sales,  *'for  export,''  **for  consumption,"  **on  speculation,' 
and  the  total.     I  will  take  the  last  year  we  have  here,  1906-7:  For 
export,  18,464  bales — I  really  hesitate  to  read  it  because  it  is  in- 
credible— for  consumption  99,801  bales.    Two  years  ago  I  was  reading 


Snepperson,  who  has  been  in  the  cotton  business  a  long,  long  time 
(he  IS  the  exchange's  principal  statistician),  nearlv  had  a  spasm 
when  he  read  my  aeductions  from  these  figures;  and  he  rushecl  into 
the  columns  of  the  New  York  Journal  of  Commerce  making  a  defense 
of  New  York  as  a  spot  market,  and  he  was  ably  supplemented  in 
this  effort  by  Henry  Hentz  &  Co.,  and  even  the  Evening  Chronicle 
took  a  whirl  at  me  on  the  proposition,  saying  I  was  either  wittingly 
or  unwittingly  falsifying  the  records  in  order  to  show  that  New  York 
had  ceased  to  be  a  spot  market  and  yet  George  H.  McFadden,  the 
greatest  spot  merchant  in  the  United  States — and  these  gentlemen 
can  not  deny  it — a  member  of  the  New  York  Exchange  admits  it 
has  ceased  to  be  a  spot  cotton  market,  and  that  he  has  abandoned 
hope  of  its  ever  again  being  a  spot  market. 

Mr.  Mandelbaum.  What  page  did  you  read  those  figures  off? 

Mr.  BtJBLEsoN.  Two  hundred  and  forty-nine,  volume  1. 

Mr.  Sims.  Mav  I  ask  you  a  question  right  there  ?  It  was  read 
yesterday  by  lufr.  Neville  in  reply  to  a  question  from  something^  I 
don't  know  what  he  read  from,  that  the  deliveries  and  redelivenes 
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of  cottx)n  in  New  York  on  the  cotton  exchange  for  a  year  were  about 
500,000. 

Mr.  Neville.  Five  hundred  and  six  thousand. 

Mr.  Sims.  A^d  .his  deduction  was  that  about  two-thirdd  was  the 
cotton  that  was  bought  and  sold  during  that  current  year. 

Mr.  Neville.  We  have  the  spot  sales  right  here. 

Mr.  Sims.  Now,  Mr.  Burleson,  if  the  whole  500,000  bales  had  been 
bought  and  sold  on  the  cotton  exchange  that  year,  if  they  would 
equal  one-twentieth  of  the  cotton  crop  of  that  ^ear,  I  would  like  to 
asK  if  one-twentieth  can  possibly  Sx  the  pnce  of  the  nineteen- 
twentieths  ? 

Mr.  BuBLESON.  Certainly  it  should  not. 

Mr.  Hubbard.  Is  Bartlett,  Tex.,  in  your  district? 

Mr.  Burleson.  Yes,  and  it  is  quite  a  cotton  market. 

Mr.  Hubbard.  Do  you  know  a  gentleman  there  by  tbe  name  of 
W.  B.  Cox? 

Mr.  Burleson.  Yes,  I  know  him. 

Mr.  Hubbard.  Will  vou  be  kind  enough  to  write  to  him  and  ask 
him  how  much  cotton  he  shipped  to  me  this  last  year? 

Mr.  Burleson.  Why  should  I  do  that  ?  I  do  not  doubt  he  shipped 
you  cotton,  but  for  the  purposes  of  this  discussion,  we  have  the  sta- 
tistics of  the  exchange  itself.  If  we  can  not  take  the  statistics  of  the 
exchange,  if  these  gentlemen  are  not  willing  to  stand  b^  their  own 
figures  compiled  by  their  own  statistician,  promulgated  m  their  own 
defense,  we  can  have  no  basis  for  fair  discussion,  and  this  controversy 
would  be  interminable.  Now,  Mr.  Chairman,  I  am  perfectly  willing 
to  answer  any  question  hereafter  propounded,  but  I  want  them  to  be 
short,  because  my  tirte  is  flying. 

Mr.  Marsh.  May  I  make  one  siinple  suggestion,  that  Mr.  Burleson 
give  the  figures  for  the  spot  sales  in  New  "S^k  and  then  the  figures  for 
the  spot  sales  in  Galveston  ? 

Mr.  Burleson.  I  think  I  have  that  right  here  in  this  speech  of 
mine^a  very  comprehensive  document,  by  the  way. 

I  will  read,  though  I  believe  it  does  not  give  spot  sales: 

In  1906,  as  I  have  shown,  the,  entire  receipts  at  New  York  amounted  to  6,576  bales 
and  in  1907  the  receipts  reached  a  total  of  23,108  bales.  For  the  same  year  (1907) 
the  receipts  at  Galveston  amounted  to  3,891,695  bales;  at  New  Orleans  to  2,296,971 
bales.  At  the  end  of  that  season  Galveston  had  30,820  bales  on  hand  and  at  New 
Orleans  there  remained  on  hand  31,964  bales. 

Now,  let's  see  what  stock  remained  on  hand  at  the  end  of  the  same  season  in  New 
York — 169,975  bales.  Its  receipts  during  the  three  years  preceding  in  the  aggregate 
were  less  than  65,000.  Thus  you  see  we  have  the  proof  of  the  truth  of  the  charge 
made  by  Mr.  Price  and  many  others  that  this  low-grade  cotton  has  been  accumulated 
and  held  in  New  York  for  several  years  for  purposes  of  tender  on  contracts  for 
futures. 

But,  gentlemen,  for  the  purposes  of  this  discussion,  understand  me^ 
suppose  I  admit  that  Galveston  is  not  a  spot  market  at  all;  Galveston 
is  not  under  discussion  here;  why  should  we  divert  attention  from  the 
real  issues  involved  before  this  committee  by  weaving  in  a  thread  of 
irrelevant  matter  to  cover  up,  confuse  the  real  woof  and  warp  of  mat- 
ters in  controversy  ?     Why  should  we  do  it  i 

Mr.  Cocks.  I  wUl  tell  vou  one  reason  why,  because  I  would  like  to 
know  where  in  the  world  there  is  a  spot  market. 

Mr.  Burleson.  There  are  innumerable  spot  markets.  ^ 

Mr.  Cocks.  All  right.  If  it  is  not  in  New  York,  I  would  ^Ike  to 
know  where  it  is.     I  am  al  mixed  up  on  this. 
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Mr.  BuBLEsoN.  I  will  say  to  the  gentleman  f?om  New  York  that 
Houston,  Galveston,  New  Orleans,  Savannah,  Memphis,  Taylor, 
Waco,  and  Greenville  are  OTeat  spot  cotton  markets  where  men  are  to 
be  found  day  by  day,  week  by  week,  and  month  by  month,  acting  for 
spioners  who  want  real  cotton,  buying  cotton  in  even-running  grades, 
for  purposes  of  legitimate  consumption. 

Mr.  Cocks.  What  I  would  like  to  know  is  how  does  the  cotton  get 
from  these  spot  markets  you  have  mentioned  to  the  spinner  in  New 
England,  for  instance;  is  it  slupi>ed  there  to  him? 

Mr.  Burleson.  Mr.  Cocks,  it  is  bought  either  by  the  merchant  or 
some  spinner's  agent  in  100  or  500  bale  lots  when  it  is  needed,  assorted 
into  even-running  grades,  and  that  is  sent  by  throi^h  bill  to  the  mill. 

Mr.  Neville.  Mr.  Cocks,  for  fear  you  get  a  false  impression  of  that, 
I  would  like  to  ask  Mr.  Burleson  if  the  farmers  sell  it  to  the  agents  in 
even-running  lots  ? 

Mr.  Burleson.  Certainly  not.  I  sell  my  cotton  frequently  in  what 
is  termed,  coUoquially 

Mr.  Nevili^.  Hog-round  ? 

Mr.  Burleson,  flog-round.  I  sell  ll  hog-round.  For  instance, 
I  have  a  number  of  bales  of  cotton  that  is  very  bad,  low  grade;  it 
was  the  last  pickings;  it  was  the  last  cotton  that  was  scraped  together 
in  the  ginnery,  before  it  was  put  through  the  gin,  and  finally  npened 
into  a  bale,  and  I  make  the  entire  lot  of  cotton  sell  this  low  stuff.  I 
make  the  good  sell  the  bad,  and  the  man  who  buys  it  culls  it.  selecting 
that  desired  by  spinners,  and  the  remainder  is  what  is  callea  "overs. 
The  low  grades  are  left  over,  and  it  is  these  overs,  as  I  will  show  you 
by  admission  of  the  exchange,  or  the  representatives  of  the  exchange, 
which,  as  a  result  of  the  action  of  the  revision  committee  of  the  New 
York  Cotton  Exchange,  finds  its  way  to  the  warehouses  of  the  New 
York  Cotton  Exchange  and  acts  as  a  thermometer  or  a  standard  by 
which  the  value  of  the  product  of  the  farmer,  yet  unsold,  is  frequently 
if  not  constantly  measured. 

Mr.  Marsh.  May  I  ask  a  question  at  that  point  ?  I  should  like  to 
ask  Mr.  Burleson  whether  he  has  been  encouraeed  by  the  New  York 
Cotton  Exchange  to  produce  and  pick  a  low  graae  of  cotton  ? 

Mr.  Burleson.  On,  no;  I  have  not  been  encouraged  to  do  that, 
but  I  will  sAy  this,  and  Mr.  Marsh  can  not  escape  the  conclusion,  and 
every  man  here  will  know  it  is  true — that  on  a  big  plantation  there  is 
not  that  care  exercised  about  protecting  the  cotton  from  trash. 
You  must  remembei;  that  in  white  cotton  it  is  trash  alone  that  either 
lowers  or  raises  the  grade,  and  when  I  know,  and  when  it  is  known  by 
every  practical  farmer  in  the  South,  that  some  one  will  take  this  low- 
grade  cotton,  that  you  can  force  them  to  take  it,  and  that  they  take 
it  because  of  the  fact  that  they  know  it  has  been  overvalued  in  New 
York  and  can  be  disposed  or,  I  will  show  you  this  cotton  is  over- 
valued in  New  York  so  that  no  one  can  possibly  get  away  from 
admitting  it — that  these  low  grades  of  cotton  or  undesirable  grades 
have  been  constantly  overvalued,  that  it  will  find  its  way  to  New 
York.  Undoubtedly  if  that  opportunity  of  disposing  of  this  cotton 
was  doneaway  with,  was  eliminated,  the  farmer  would  be  more  care- 
ful in  the  gathering  and  treatment  of  liis  crop  so  as  to  protect  it  from 
leaves  ana  trash. 

Mr.  Howell.  You  state  that  the  mills  buy  even  lots  of  cotton  ? 

Mr.  Burleson.  Ye^.     Cotton  of  even  running  grades. 
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Mr.  Howell.  And  yet  there  must  be  a  large  part  of  the  crop  that 
is  inferior  cotton  ? 

Mr.  Burleson.  No,  not  a  large  part,  Mr.  Howell;  it  has  been  esti- 
mated at  less  than  10  per  cent. 

Mr.  Neville.  You  referred  just  now  to  the  overs  being  low  grade 
xjotton. 

Mr.  Burleson.  Oh,  no,  overs  may  be  either  of  themselves  a  very 
low  grade  of  cotton  or  it  may  be  that  in  a  year  where  the  cotton  crop 
is  of  a  very  high  grade,  the  overs  may  be  extremely  high  grade  cotton. 
And  in  a  year  like  that,  instead  of  overvaluing  the  low  grades  of  cotton 
the  New  York  Cotton  Exchange,  because  this  very  high  grade  cotton 
is  the  least  desirable  cotton,  from  the  standpoint  of  the  spinner,  have 
overvalued  the  high  grades,  and  I  vnM  show  you  that  stated  emphat- 
ically in  Commi^oner  Smith's  report. 

Mr.  Neville.  One  more  question  on  the  subject  of  overs. 

Mr.  Burleson.  Yes,  sir. 

Mr.  Neville.  Does  it  ever  happen  that  a  buyer  in  your  territory, 
in  buying  your  run  of  cotton,  hog-round,  could  happen  to  have  overs 
running  from  strict  low  middling  to  good  middUng  ?  I  am  only  ask- 
ing because  I  want  to  get  the  record  straight;  these  are  not  antago- 
nistic questions. 

Mr.  Burleson.  Permit  me  to  assure  you  in  advance  that  I  always 
regard  you  as  friendly,  and  you  could  not  ask  a  question  that  would 
:arouse  antagonism  on  my  part.  I  want  to  answer  your  question  in 
the  utmost  candor.  Mr.  Chairman,  as  incredible  as  it  may  sound, 
lor  I  have  been  in  the  cotton-producing  business  all  my  Ufe,  from  the 
time  I  was  18  years  old,  when  I  commenced  to  look  after  and  manage 
my  own  farm,  I  have  been  producing  cotton,  and  I  pledge  you  my 
honor  I  can  not  tell  one  grade  of  cotton  from  another,  hence  I  can  not 
4tnswer  Mr.  Neville's  question. 

Mr.  Neville.  That  is  all. 

Mr.  Burleson.  You  must  have  cotton'  right  before  you  in  order 
;to  class  it,  and  then  you  must  be  able  to  keej)  in  mind  the  diflFerence 
in  grade.  That  is  one  of  the  reasons  prompting  me  to  introduce  my 
ibilla  few  years  ago  to  bring  about  a  uniform  standardization  of  cot- 
ton. I  did  it  in  order  that  the  farmers  and  producers  might  be  able 
to  secure  a  standard  to  show  the  different  grades  of  cotton. 

Mr.  Mandelbaum.  Were  you  not  indorsed  by  the  New  York  Cot- 
ton Exchange,  and  were  not  your  standards  approved  ? 

Mr.  Burleson.  No;  I  do  not  think  they  have  yet  been  approved. 

Mr.  Mandelbaum.  Were  you  not  indorsed,  and  were  you  not  told 
3t  would  receive  the  full  approval  of  the  exchange  ? 

Mr.  Burleson.  I  believe  that  is  true;  but,  as  I  said  before — and 
I  am  not  saying  it  just  to  hear  the  soimd  of  my  own  voice;  I  never 
was  more  honest  in  a  statement  in  my  life — ^1  sincerely  believe  if 
these  gentlemen  could  conduct  a  proper  exchange  in  New  York  they 
would  do  it.  I  have  no  feeUng  of  antagonism  in  my  heart  toward 
them.  I  told  you  just  now  that  geograpnic  conditions,  conditions  of 
trade,  are  such  that  it  is  utterly  impossible  to  maintain  a  cotton 
exchange  in  New  York^  and  these  gentlemen  must  recognize  that 
fact.  I  am  not  criticismg  them  harshly;  they  can  not  help  them- 
selves; and  I  make  that  statement  beUeving  sincerely  in  its  truth- 
fulness. I  do  not  know  whether  I  have  answered  the  gentleman 
from  New  York  about  how  it  ultimately  reaches  the  spinner.  It  is 
bought  by  such  men  as  Weld,  Neville  &  Co.,  McFadden  S;  Co. 
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Mr.  Neville.  And  thousands  of  other  parties. 

Mr.  Burleson.  No;  not  thousands,  but  numbers  of  others. 
Sometimes  they  buy  it  hog-round,  as  I  have  described,  and  some- 
times they  have  their  men  to  buy  it  in  large  lots  from  merchants. 
They  assemble  it  and  make  the  selection  otgrades  desired.  They 
make  the  assortment^  responding  to  the  demands  of  the  spinner,  and 
then  ship  it  to  him  direct. 

Mr.  Johnson.  You  were  diverted  from  what  you  were  about  to 
say  about  Mr.  Parker  going  to  New  York  to  buy  cotton.  I  would 
like  to  know  if  Mr.  ParEer  got  any  cotton. 

Mr.  Burleson.  Yes,  to  return  to  our  muttons,  we  all  recollect 
about  Mr.  Parker  saying  that  a  few  years  ago  he  thought  the  prices 
of  future  contracts  in  New  York  were  so  much  lower  than  spots  that 
he  could  surely  go  there  and  get  cotton  at  a  profit  that  he  could  use. 
He  said  ^*I  went  up  there,  and  I  went  to  Mr.  Theodore  Price.'^  Theo- 
dore Price  at  that  time  was  conducting  a  bull  or  bear  raid,  I  do  not 
know  which — and  in  this  connection  I  will  say  candidly  that  I  believe 
I  understand  the  economic  effects  of  certain  of  the  rules  of  the  New 
York  Cotton  Exchange,  which  I  am  going  to  discuss,  but  there  are 
transactions  that  take  place  on  the  exchange  with  which  I  am  not 
familiar.  I  do  not  pretend  to  be  familiar  with  them.  I  can  not 
explain  how  their  rules  can  be  evaded;  how  this  '*  scalping ''process 
takes  place;  how  '* turns"  are  made;  how  they  '* hammer  the  price 
down;  how  thej  create  or  bring  about  '*rings."  I  do  not  pretend 
to  be  familiar  with  those.  But  1  know  that  at  the  time  I  speak  of 
Mr.  Parker  said  Mr.  Theodore  Price  had  accepted  delivery  on  con- 
tract of  a  large  amount  of  certificated  cotton.  He  was  conducting 
some  sort  of  a  transaction  on  the  exchange  and  had  accepted  delivery 
of  a  large  amoimt  of  the  New  York  stocK.  Now,  gentlemen^you  re- 
member how  Mr.  Theophilus  Parsons  described  this  cotton.  What  did 
Mr.  Parker  say  about  it  ?  **I  went  there,  and  Mr.  Price  was  anxious, 
of  course,  to  ^et  rid  of  this  cotton  in  order  to  effect  his  corner,  or 
squeeze,  or  whatever  it  was."  He  had  taken  the  small  quantum  of 
cotton  in  New  York  at  that  time,  and  still  demanded  of  these — I  will 
not  say  gamblers — these  merchants,  that  they  come  forward  and 
comply  with  their  contracts.  Mr,  Parker  wanted  cotton,  and  looked 
into  some  of  this  Mr.  Price  had  on  hand.  He  opened  up  some  of  it, 
and  what  did  he  find  ?  I  will  not  attempt  to  describe  it,  but  leave  it 
to  your  recollection  as  to  what  Mr.  Parfeer  said  of  it.  I  will  not  at- 
tempt to  quote  him,  but  we  all  know  he  said  it  was  useless  to  him. 
And  I  suffered  another  diversion,  Mr.  Chairman,  when  I  started  to 
tell  vou  what  Mr.  Price  said  in  his  Philadelphia  address  about  the  New 
York  Exchange  stock  of  cotton.  I  will  in  this  connection  read  what 
he  said.     [Reading]: 

There  is  no  limitation  in  New  York  upon  the  delivery  of  cotton,  with  a  staple  so 
ehort  that  it  is  almost  unspinnable.  In  fact,  in  my  opinion,  there  is  in  the  New  York 
stock  at  present  a  considerable  quantity  of  cotton  that  approaches  dangerously  near, 
flo  far  as  Its  staple  is  concerned,  to  what  are  ordinarily  described  as  ^'linters.''^  This 
is  cotton  which  has  remained  in  New  York  for  an  indefinite  period. 

They  sell  what  they  do  not  have  in  the  hope  that  delivery  of  it  may  not  be  demanded, 
and  to  make  sure  that  it  will  not  be  demanded  the  process  of  rendering  the  stuff  that 
was  to  be  delivered  less  and  less  desirable,  year  by  year,  has  continued  until  to-day 
there  are  in  New  York  some  20,000  or  30,000  bales  of  cotton  which  I  think  have  been 
there  from  three  to  four  years,  and  some  of  it  longer,  and  which  no  one  can  be  induced 
to  buy  except  for  the  purpose  of  redelivering  it  as  a  means  of  depressing  the  market. 
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Mr.  Mandelbaum.  Mr.  Burleson  has  talked  about  the  geographic 
position  of  New  York. 

Mr.  BuBLESON.  Yes,  sir. 

Mr.  Mandelbaum.  On  that  point  1  want  to  ask  the  question  again, 
how  it  was  possible  that  if  the  geographic  position  is  so  against  New 
York,  1,352,000  bales  of  cotton  should  go  through  it  in  one  year? 

Mr.  BuBLESON.  Well,  I  should  like  very  much  to  be  sure  of  your 
premise  before  I  answer.  If  1,350,000  baleft  of  cotton  didgothrmigh 
New  York  for  export  purposes,  that  would  not  ma^o  it  a  spot-cotton 
market. 

Mr.  Mandelbaum.  Your  conclusion  about  the  geographic  position 
was  incorrect. 

Mr.  Bubleson.  Oh,  no;  the  geographic  position  alluded  to  is  with 
reference  to  the  section  where  the  cotton  is  produced,  and  I  think 
every  member  of  this  committee  understands  what  I  meant  by  that. 
I  thmk  I  have  shown  that  the  consumer  of  cotton  does  not  go  to  New 
York  for  his  stock,  nor  the  producer  to  sell.  That  is  one  function  of 
an  exchange  that  the  New  York  Cotton  Excliange  does  not  meet.  I 
do  not  think  anv  man  can  possibly  gainsay  that  proposition.  Now, 
let  us  go  a  step  farther.  Does  the  New  York  excnange  perform  the 
second  important  function  of  an  exchange?  Does  it  aid  in  the  mar- 
keting of  tne  crops  at  the  lowest  expense  to  producer  and  consumer  I 
Mr.  Haugen.  I  infer  from  what  you  say  Air.  Parker  said  that  the 
cotton  carried  in  New  York,  in  the  warehouses  of  New  York  exchange, 
is  of  very  inferior  auaUty — poor  quality  cotton  ? 

Mr.  Bubleson.  Mr.  Haugon,  I  will  give  you  a  clean-cut  answer  to 
that  querry  with  which  these  gentlemen  will  not  take  issue.  The 
New  York  stock  depends  on  the  general  character  of  the  cotton  crop. 
K  the  general  character  of  the  cotton  crop  is  low,  I  mean  low  in  grade, 
and  the  revision  committee  of  the  exchange  has  overvalued  the  low 
grades,  then  the  cotton  which  finds  its  way  to  the  exchange  for  cer- 
tification is  low-grade  stuff;  but  if  the  general  character  of  the  crop  is 
of  high  grade,  then  the  revision  committee  will  overvalue  the  higner 
grades  of  cotton,  and  instead  of  being  low-grade  stuff  seeking  certifica- 
tion by  the  exchange,  it  is  the  very  highest  grades  of  cotton;  it  is  the 
character  of  the  cotton  crop  which  determines  what  kind  of  cotton 
finds  its  way  to  New  York.  I  will  put  it  to  you  in  a  word — as  was 
said  by  Mr.  Marsh,  the  cotton  brought  to  New  York  is  that  grade 
being  least  freely  bought  by  the  spinner. 

Mr.  Haugen.  But  my  inquiry  is  as  to  the  quaUty  of  cotton.  I 
want  to  know  if  you  contraaict  the  statement  made  by  Mr.  Marsh. 
He  says  the  quaUty  of  cotton  is  good ;  that  is,  it  comes  up  to  a  certain 
^ade.  Do  you  agree  with  Mr.  Marsh  as  to  that  statement,  the  qual- 
ity of  cotton  held  in  the  warehouses  in  New  York  and  sold  to  the 
warehouses  of  New  York  ? 

Mr.  Bubleson.  As  I  said,  Mr.  Haugen,  it  depends  on  the  general 
character  of  the  crop. 

Mr.  Haugen.  I  do  not  think  you  answer  my  question  as  to  the 
quaUty  now  of  the  cotton. 

Mr.  Neville.  If  you  will  let  me  put  a  word  in  right  there,  I  think 
you  will  make  this  clear  to  Mr.  Burleson.  Say,  if  the  spinning  quality 
of  the  cotton  in  New  York  is  tlie  same. 

Mr.  Haugen.  It  is  not  necessary  to  have  spinning  quality  if  it  has 
quality. 
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.  Mr.  Mandelbauh.  The  gentleman's  question  is  whether  the  cotton 
furnished  is  of  the  correct  grade. 

Mr.  BuRi^soN.  I  will  answer  your  question  as  best  I  can.  I  have 
never  seen  any  of  this  cotton  myself.  But  if  I  had  to  pass  on  its 
quality,  I  would  rather  accept  the  testimony  of  men  who  spin  cotton, 
like  Theophilus  Parsons,  like  Mr.  Parker,  like  Mr.  Blytne,  or  Mr. 
McCaJil,  than  the  testimony  of  men  who  speculate  in  cotton.  You 
heard,  also,  what  Mr.  Price  said  on  this  subject. 

Mr.  Hauobn.  Then  do  you  except  to  the  statement  made  by 
Mr.  Marsh  that  the  quaUty  of  the  cotton  is  good,  and  the  same  quality 
of  cotton  is  handed  out  tliat  is  received  ?  My  question  is^s  the  cotton 
dumped  on  the  New  York  market  of  that  quality?  He  says  that 
the  quaUty  was  good,  up  to  a  certain  standard — I  do  not  remember 
the  term  used.     Do  you  except  to  that  statement  ? 

Mr.  BuBLEsoN.  I  do  not  deny  that  the  character  of  cotton  cer- 
tificated there  is  the  character  of  cotton  that  they  turn  out,  as  you 
put  it;  but  I  do  deny 

Mr.  Hauqen.  Your  contention  is  that  they  manipulate  the  price 
of  it? 

Mr.  Burleson.  Not  only  that,  but  as  to  its  quaUty,  permit  me  to 
read  to  you 

Mr.  Haugen.  I  do  not  want  to  take  up  your  time.  I  do  not 
question  your  statement  about  the  price.  I  simply  wanted  to 
know  as  to  the  quaUty  of  cotton  that  is  being  deUvered  at  the  exchange 
in  New  York. 

Mr.  Neville.  If  Mr.  Burleson  wiU  pardon  me,  I  introduced  yester- 
day, before  this  committee  as  a  witness,  a  gentleman  who  is  now  in 
the  employment  of  the  Agricultural  Department,  making  the  standard 
types  tnat  Mr.  Burleson  oflfered  the  resolution  tor  a  year  ago.    That 

fentleman  testified  as  an  expert  and  imder  oath  of  aUegiance  to  the 
Jnited  States,  in  the  honest  discharge  of  his  duties,  that  he  had 
classed  the  cotton  referred  to — some  of  the  cotton  referred  to — ^in 
the  New  York  stock,  and  that  it  was  aU  merchantable  and  spinable 
cotton  caUed  for  in  the  trade  certificate. 

Mr.  Haugen.  Now,  what  I  want  to  know  is  if  Mr.  Burleson  excepts 
that  statement. 

Mr.  Burleson.  No.     I  do  not. 

Mr.  Haugen.  As  a  fact  ? 

Mr.  Burleson.  No;  I  do  not  beUeve  this  cotton  i$  desired  by 
spinners. 

Mr.  Haugen,  That  is  what  I  wanted  to  know. 

Mr.  Burleson.  I  wiU  read  from  Mr.  Marsh  himself  on  that  point : 

The  reserve  (actual  cotton)  of  the  New  York  Cotton  Exchange  must  always  be 
taken  from  those  kinds  of  cotton  which  for  the  time  being  spinners  are  not  buying 
freely,  and  which  consequently  holders  of  cotton  in  the  South  are  willing  to  part  with 
at  a  concession  for  the  sake  of  getting  their  money  out  of  them. 

Mr.  Howell.  Then,  I  think  my  question  comes  in. 

Mr.  Burleson.  ^Permit  me  to  finish  my  answer  to  Mr.  Haugen. 
What  is  the  quahty  of  cotton  ?  Mr.  Marsh  says  it  is  cotton  the 
spinners  are  not  buying  freely — in  other  words^  cotton  thev  do  not 
want.  What  character  of  cotton  is  it?  I  will  now  read,  from  a 
report  by  the  chairman  of  one  of  the  important  committees  of  the 
New  York  Cotton  Exchange.     Are  you  wiuing  to  accept  declarations 
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made  in  his  report  ?    You  ought  to  be  willing  to  accept  his  admissions. 
What  did  he  say  [reads]: 

The  cotton  world  is  demanding  that  we  must  represent  the  real  trading  basis,  the 
spot  prices,  for  spinners*  cotton,  not  prices  based  on  overs,  low  grades,  and  speculations. 

Now  you  will  remember  I  asked  Mr.  Marsh  the  question:  *'Mr* 
Marsh,  what  is  it  that  fixes  the  price  of  future  contracts  ?"  He  says, 
*'It  is  an  offer  to  sell  on  the  part  of  one  man  and  the  acceptance  or 
this  offer  by  another  that  fixes  the  price  of  the  future  contract." 
"What  are  those  prices  based  on  ? "  *  *They  are  based  upon  the  cotton 
that  is  in  the  warehouses  of  the  New  York  Cotton  Exchange  tender- 
able  on  these  contracts.  This  is  true,  because  a  man  bids  with  the 
expectation  of  paying  for  that  which  he  is  going  to  receive."  '*What 
is  he  going  to  receive  ?"  "He  isgoing  to  receive  the  quality  of  cotton 
that  IS  in  the  warehouse."  "What  is  in  the  warehouse?"  "Low 
grades,  or  cotton  not  being  bought  by  spinners,  and  overs."  You 
can  not  get  away  from  it. 

Mr.  Cocks.  les;  but  you  said  sometimes  it  was  very  high  grade 
cotton. 

Mr.  Burleson.  Oh,  yes.     Now^  wait  a  minute. 

Mr.  Cocks.  I  am  confused.  1  am  getting  a  little  mixed  about 
this. 

Mr.  Burleson.  And  yet  there  is  no  reason  why  you  should  be. 
I  tried  to  make  it  as  plain  as  I  could.  When  the  trade  does  not  want 
high-grade  cotton,  when  there  is  a  great  superabundance  of  high 
grades,  then  the  accumulation  in  the  New  YorK  Cotton  Exchange  is 
of  the  very  high  grades,  because  those  are  the  characters  of  grades 
that  the  spinners  are  not  buying  freely. 

Mr.  Cocks.  Then  would  not  that  raise  the  price  ? 

Mr.  Burleson.  Raise  the  market  price  ? 

Mr.  Cocks.  Yes;  deliverable  on  contract? 

Mr.  Burleson.  On  the  contrary,  the  fact  that  these  grades  not 
wanted,  but  at  the  same  time  overvalued,  makes  a  man  run  away 
from  it.  They  can  not  sell  them,  hence  the  price  of  futures  are 
depressed. 

Mr.  Cocks.  Yes;  but  it  ought  to  make  the  price  higher  of  the  poor 
cotton. 

Mr.  Burleson.  Oh,  not  at  all;  because  those  grades  are  over- 
valued and 

Mr.  Cocks.  'If  1  have  a  carload  of  horses  to  sell  and  the  valuation 
is  based  on  the  best  horse  in  the  car,  of  course  a  low-priced  horse  is 
going  to  bring  what  I  consider  an  over-high  price. 

Mr.  Burleson.  Yes;  but  when  they  overvmue  the  high  grades,  and 
you  do  not  want  them  and  they  have  them,  and  you  laiow 

Mr.  Cocks.  Yes;  but  even  so,  if  my  other  horse  is  going  to  be  deliv- 
ered, that  low-priced  horse,  at  the  price  of  the  high  one 

Mr.  Burleson.  You  must  remember  that  this  is  a  basis  contract. 
You  do  not  get  all  high  grades  of  cotton;  it  is  a  basis  contract.  That 
is  where  the  diflBculty  comes  in  of  understanding  it. 

Mr.  Hawley.  You  read  an  extract  there  from  some  remarks  of 
Mr.  Marsh  a  moment  ago,  and  I  did  not  hear  your  conclusion.  Did 
you  deduce  from  his  remarks  that  he  admitted  that  the  cotton  in  the 
warehouses  in  N^w  York  was  not  merchantable  or  spinable  ? 
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Mr.  BuBLBSON.  It  was  the  character  of  cotton  that  the  spmners  are 
buying  least  freely;  that  is,  the  cotton  that  is  the  least  desirable  by 
them  at  the  particular  time. 

Mr.  Hawley.  I  wanted  to  know  whether  you  thought  that  was  an 
admission  on  his  part  that  the  cotton  there  was  not  what  you  call 
spinable  ? 

Mr.  Burleson.  When  it  is  a  low-grade  crop,  when  the  character  of 
the  crop  is  low  grade,  it  undoubtedly  is. 

Mr.  Mandelbaum.  Mr.  Chairman,  the  only  thing  that  puzzles  me 
in  the  explanation  of  Mr.  Burleson  is  this,  that  he  spoke  that  we  are 
dealing  in  nothing  but  phantom  and  spook  cotton,  and  I  do  not  under- 
stand, therefore,  what  the  cotton  has,  according  to  his  opinion,  to  da 
with  the  whole  matter.     [Laughter.] 

Mr.  Burleson.  If  Mr.  Mandelbaum  will  contain  his  soul  in  patience, 
I  will  shortly  discuss  that  phase  of  the  matter.  I  wiD  show  mm  how 
much  of  this  cotton  is  spook  or  phantom  cotton  and  how  much  of  it  is 
actual  cotton.  But  I  wanted  to  show,  if  I  could,  and  I  think  I  have — 
that  the  New  York  stock,  whether  high  or  low  grade,  is  always  imde- 
sirable.  I  am  anxious  to  proceed  to  the  next  branch  of  this  discussion, 
because  I  want  to  agree  with  Mr.  Marsh.  I  want  to  show  that  as  to  the 
second  function  of  an  exchange  the  New  York  Cotton  Exchange  fails 
to  meet  the  test.  That  is,  does  it  aid  in  marketing  the  cotton  crop 
at  the  least  expense  to  the  producer  and  consumer  ? 

Mr.  Lever.  Before  you  leave  this  point,  I  think  if  you  will  just 
explain  this  proposition  jou  will  maKe  it  clear  to  these  gentlemen 
what  you  have  been  driving  at,  and  I  think  you  have  not  made  it 
clear.  Whenever  there  is  a  very  high  grade  of  cotton  raised  during 
the  course  of  the  year  the  New  i  ork  Cotton  Exchange  overvalues  the 
hiffh  grades  ? 

Mr.  Burleson.  That  is  what  I  have  said  as  plainly  as  I  could 
state  it. 

Mr.  Lever.  If  there  is  a  large  crop  of  low  grades,  they  overvalue 
the  low  grades  ? 

Mr.  Burleson.  I  have  so  stated. 

Mr.  Lever.  For  the  purpose  of  drawing  those  grades  into  the 
stocks  of  New  York,  for  the  purpose  of  defivering  upon  future  con- 
tracts, for  the  purpose  of  depressing  the  prices  or  future  contracts; 
is  that  true  ? 

Mr.  Burleson.  I  will  not  say  that  is  the  purpose  of  it.  That  is 
the  inevitable  effect.  If  it  is  not  wanted,  a  grade,  whether  high  or  low, 
if  tendered  on  contract,  depresses  the  price  of  futures. 

Mr.  Lever.  Is  that  the  effect  ? 

Mr.  Burleson.  That  is  undoubtedly  the  effect  of  it;  and  just  one 
more  assertion.  I  do  not  know  how  I  can  make  it  plainer  than  I 
have  already  made  it  by  reading  Mr.  Marsh's  statement  about  it. 

Mr.  Cocks.  I  understand  Mr.  Marsh's  statement  exactly,  I  think,, 
but  the  point  I  do  not  understand  is,  how  does  overvaluing  the  high- 
grade  cotton  depress  the  spot  market  or  the  price  to  the  producer  ? 
That  is  what  I  can  not  see. 

Mr.  Burleson.  I  have  not  reached  in  my  discussion  the  effect  of 
the  price  of  futures  on  spots  but  I  promise  to  submit  data  bearing 
thereon  which  will  be  to  your  complete  satisfaction.  The  point  now 
is  the  character  of  the  New  iTork  stock,  and  I  could  not  make  my 
meaning  plainer  if  I  were  to  state  it  a  thousand  times.     Mr.  Marsh 


Digitized  by  VjOOQ IC 


392  PRF.VENTION   OP  DKALTNG   IN   FUTURES. 

expresses  it  exactly  in  his  statement.  With  a  wonderful  facility  for 
conveying  the  thought  in  his  mind,  he  expressed  it  exactly,  and  much 
better  than  I  could,  when  he  said : 

The  reserve  of  actual  cotton  in  New  York  niudt  always  be  derived  from  those  kinds 
of  cotton  which  for  the  time  being  spinners  are  not  buying  freely,  and  which  conse- 
quently holders  of  cotton  in  the  Soutn  are  willing  to  part  with  at  a  concession. 

That  is,  the  men  who  grow  the  cotton,  whether  it  is  high  or  low 
grade  cotton,  which  at  the  particular  time  is  not  being  sou^t  by  the 
spinner,  are  willing  to  get  rid  of  it  at  a  concession  in  order  to  dispose 
of  it. 

Mr.  Cocks.  Is  not  that  true  in  regard  to  everything?  If  I  go  into 
Kansas  City  with  a  carload  of  heavy  hogs,  and  there  happens  to  be  an 
overplus  of  heavy  hogs  on  the  market,  I  may  have  to  carry  those 
particular  hogs  over  until  the  next  day. 

Mr.  Burleson.  That  is  all  right,  but  suppose  it  was  within  some 
one's  power  to  use  the  price  offered  or  given  you  for  this  undesirable 
load  of  hogB  as  a  standard  to  measure  tne  vame  of  the  desirable  hoes 
that  were  Deing  brought  there  by  other  people;  would  not  that  be 
unfair  ? 

Mr.  Cocks.  Sure. 

Mr.  Burleson.  Would  it  not  be  unjust  ? 

Mr.  Cocks.  And  on  the  other  hand,  suppose  the  high-priced  load 
of  hogs  was  used  as  a  standard  to  value  the  hogs  of  everybody  else. 
[Laugnter.] 

Mr.  Burleson.  But  suppose  that  those  hogs  must  be  disposed 
of 

Mr.  Cocks.  Oh,  never  mind ;  they  are  good  hogs  and  they  will  keep. 
[Laughter.] 

Mr.  Sims.  I  think  there  is  a  misunderstanding  of  what  you  are  get- 
ting at. 

Mr.  Burleson.  There  is  absolutely  no  misunderstanding  on  my 
part. 

Mr.  Sims.  The  cotton  exchange,  as  I  understand,  puts  a  value  on 
that  high-grade  cotton  at  a  time  in  excess  of  what  you  could  seU  the 
cx)tton  for  m  market  if  delivered  to  you  on  the  contract  1 

Mr.  Burleson.  That  is  it. 

Mr.  Sims.  And  therefore,  instead  of  taking  the  delivery  and  selling 
out  the  cotton 

Mr.  Burleson.  They  run  away  from  it. 

Mr.  Cocks.  I  understand  that,  but  I  do  not  see  how  that  depresses 
the  price  to  the  man  who  brings  a  bale  of  cotton  in  that  very  day. 
It  looks  to  me  like  he  must  be  getting  a  big  price  for  his  cotton  if  it 
is  based  on  the  low-grade  cotton. 

Mr.  Ellerbe.  Is  it  true  or  is  it  not  true — I  must  confess  I  have  not 
seen  a  published  statement  in  some  months,  but  is  it  not  true — that 
approximately  a  year  a^o  there  was  in  the  neighborhood  of  35,000  or 
40,000  bales  of  cotton  in  New  York  that  was  considered  unspinable, 
and  that  that  cotton,  according  to  all  newspaper  reports,  was  used  to 
depress  prices  ? 

Mr.  Burleson.  Of  course  I  have  no  knowledge  of  that.  I  read 
what  Mr.  Price  said  about  it. 

Mr.  Eli.erbe.  Is  it  not  true  that  two  months  ago,  taking  the  grades 
of  cotton  from  the  top  to  the  bottom^  there  was  a  very  small  percent- 
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Xof  cotton  in  the  wi^rehouses  ol  New  York  that  was  middling  or 
vel 

Mr.  Burleson.  I  have  no  knowledge  about  that.  I  have  not 
seen  it. 

Mr.  Ellerbb.  is  it  or  not  true  that  there  are  a  great  many  millB  in 
this  country  tliat  can  not  spin  cotton  below  strict  low  middling  ? 

Mr.  Burleson.  I  have  no  personal  knowledge  on  that  proposition. 
When  I  reach  that  phfwe  of  the  question  in  my  discussion,  I  have  a 
certificate  of  the  ^ew  York  warehouses  of  the  New  York  Cotton 
Exchange  which  I  will  submit  to  this  committee,  which  shows  exactly 
the  character  of  the  cotton  that  it  had  in  its  warehouses  at  that  time. 

Hie  Chairman.  Allow  me  to  suggest  that  it  is  growing  late,  and  we 
want  to  finish  the  hearings  on  this  branch  of  the  subject  this  evenii^, 
and  I  think  you  had  better  proceed  with  your  ar^ment,  Mr.  Burledon. 

Mr.  Burleson.  Let  us  see  whether  the  New  Y  ork  Cotton  Exchai^ 

Erforms  this  functi<XQ  of  an  exchange  by  marketing  this  cotton  at  thb 
kst  expense.  It  has  been  brought  out  in  this  testimony  that  the 
commission  is  $7.50  for  each  100  bales  for  the  buver  and  $7.50  for  the 
seller,  or  $15  on  every  100  bales  of  sales  that  take  place  on  the  New 
York  Cotton  Exchange.  That  is  an  admitted  fact.  Now,  these 
gentlemen  who  operate  the  New  York  Cotton  Exchange  maintain 
elaborate  establishments  in  New  York.  They  have  typewriters  and 
stenographers  and  elaborately  furnished  offices,  and  tne  New  York 
Cotton  Exchange  itself  is  a  palatial  structure,  and  it  costs  some 
money  to  operate  that.  Many  members  operate  private  telegraph 
lines  to  wire  houses  and  local  agents  throughout  the  country.  These 
expenses,  added  to  commissions  which  amoimt  to  $7,500,000,  must 
amount  to  a  vast  s\im.  Is  this  all  ?  By  no  means.  It  takes  a  vast 
iunount  of  money  to  finance  future  transactions — not  based  on  actual 
cotton,  it  is  true — I  have  shown  that  the  actual  cotton  does  not  go  to 
New  York — ^nevertheless,  the  burden  of  all  this  expense  rests  on  the 
actual  crop. 

Consider  for  a  moment  the  money  required  for  future  transactions. 
If  $2  |>er  bale  is  required  by  way  of  margin  on  each  transaction  of  100 
bales,  the  buyer  and  seller  between  them  put  up  $400.  It  is  a  simple 
matter  of  calculation  to  arrive  at  the  result  showing  that  first  and  last 
on  50,000,000  bales  of  cotton  $100,000,000  would  be  required  in  mar- 
gins from  the  seller  and  a  like  amount  from  the  buyer.  Of  course 
these  vast  sums  are  not  all  required  at  one  and  the  same  time,  but 
when  it  is  used  some  one  pavs  interest  thereon.  Now,  if  a  fluctuation 
in  price  takes  place,  a  furtner  margin  is  required;  for  every  twenty 
points  an  additional  dollar  per  bale  must  be  put  up.  And  if  a  violent 
fluctuation  occurs  and  a  change  of  as  much  as  100  points  is  made  in 
the  market  price,  it  would  represent  on  the  year's  transaction  one- 
quarter  of  a  oillion  dollars.  I  would  not  have  you  believe  for  a  mo- 
ment that  any  such  smn  of  money  or  credit  is  called  in  use  at  one 
time,  but  during  the  cotton  season  covering  the  full  year  this  vast  sum 
in  the  aggregate  may  be  reqiured,  and  if  so,  some  one  pays  tribute 
therefor  m  the  way  oi  interest.  What  in  the  way  of  additional  burden 
does  this  place  on  the  actual  crop  ?  It  staggers  one  who  attempts  to 
make  the  calculation.  Upon  wnom  does  tne  burden  of  that  rest  ? 
Where  does  it  fall  1  Mr.  Beall  repeatedly  during  the  hearings  asked 
the  question,  ^' Where  does  it  rest;  where  does  it  rest?''     I  do  not 
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agree  with  the  statement  contained  in  Commissioner  Smith's  report 
that  it  rests  upon  the  speculator.  Not  a  bit  of  it.  Mr.  Chairman, 
there  is  no  peculiarity  hedging  around  cotton  which  exempts  it  from 
the  operations  of  the  ordinary  laws  of  trade.  If  I  have  a  horse  that  I 
want  to  sell,  and  I  propose  to  sell  through  a  broker  and  that  broker 
is  going  to  charge  me  5  per  cent  for  his  services,  and  I  wanted  to  realize 
$95  for  my  horse  I  would  just  add  $5  to  my  price  and  sell  my  horse 
for  $100.  The  man  who  bought  it  would  of  course  bear  the  ourden 
of  the  broker's  commission. 
Mr.  Cocks.  He  might  make  you  split  the  commission.  [Laughter.] 
Mr.  Burleson.  He  would  if  he  was  as  smart  as  the  people  on  Long 
Island.  You  may  reverse  the  proposition.  If  a  man  wants  to  buy  a 
horse  and  he  is  going  to  buy  through  a  broker  and  he  has  got  S 1 00 ,  he  goes 
to  his  broker  and  says,  **I  want  to  buy  a  horse  and  I  have  $100,"  and 
the  broker  replies  *'I  will  charge  $5  to  buy  a  horse  for  you.  I  know 
all  about  horses,  I  am  a  good  judge  of  horses,  and  I  will  do  the  best  I 
can  for  you. "  The  man  says  *  *  Here  is  my  $100.'  Go  out  and  buy  the 
horse."  The  broker  takes  the  $100,  deducts  from  it  his  5  per  cent, 
goes  oiit  and  buys  for  his  customer  a  horse  that  costs  $95.  There  is  no 
escaping  the  proposition  that  the  burden  of  this  broker's  commission 
rests  on  the  buyer  or  seller.  Mr.  Marsh  laid  down  the  correct  rule* 
It  is  a  rule  of  trade  that  is  as  old  as  the  hills.  No  modem  develop- 
ment can  possibly  change  it  or  enable  anyone  to  evade  it.  On  a  de- 
clining market  the  seller  Dears  the  burden  and  on  an  advancing  market 
the  consumer  bears  the  burden.  In  principle  I  agree  with  i&.  Marsh 
exactly,  but  I  do  not  exactly  ajgree  with  him  when  he  sa^s  that 
finally  on  a  rising  market  the  ultimate  consumer  in  Canton,  m  Man- 
churia, or  in  the  jungles  of  Africa,  wherever  cotton  goods  are  bought, 
bears  this  burden.  Now,  in  one  state  of  the  case  that  may  be  true, 
because  it  is  human  nature  for  the  original  buyer — consumer — of  the 
cotton  goods  to  unshoulder  this  burden,  if  he  can,  and  if  the  price  con- 
tinues to  advance  he  does  unshoulder  it  on  the  ultimate  consumer. 
But  suppose  the  price  fluctuates  just  at  the  time  he  is  ready  to  dispose 
of  his  goods  and  a  decline  takes  place;  then,  as  has  been  stated  here, 
there  is  in  a  measure  a  parity  between  the  cost  of  raw  cotton  and  the 
cost  of  cloth,  and  if  the  price  fluctuates  before  he  sells  his  goods,  and 
begins  to  decline,  then  the  original  consumer,  the  spinner,  is  unable  to 
upload  the  burden  on  the  ultimate  consumer,  and  he  must  bear  it 
himself.  Consider  for  a  moment  this  stupendous  burden.  Can  you 
conceive  of  a  more  uneconomical  situation  ?  A  product  of  5,000,000 
of  people,  consumed  by  a  few  thousand  spinners  here  and  a  few 
thousand  spinners  abroad ;  can  anyone  offer  a  reason  why  the  cost  of 
marketing  their  crop  should  be  increased  by  these  stupendous  charges  t 
Can  any  man  Question  the  proposition  that  at  the  least,  under  these 
conditions,  under  the  admissions  made  by  Mr.  Marsh  himself,  this 
crop  is  not  marketed  at  the  least  expense  to  the  producer  and  the  con- 
sumer ?  So  you  see  the  cotton  exchanges  fail  to  perform  the  second 
important  function  of  the  legitimate  exchange. 

Now,  let  us  see  whether  the  cotton  crop  is  distributed  expeditiously 
throug:hout  the  world  by  the  aid  of  these  exchanges.  That  is  the 
third  important  and  necessary  function  of  an  exchange.  I  have 
shown  you  that  they  have  signally  failed  in  performing  the  first  two 
functions  of  an  exchange.     Now,  let  us  see  whether  tliey  fulfill  the 
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third  function  of  an  exchange — to  aid  in  expeditiously  distributing 
this  crop  throughout  the  world  wherever  it  is  needed,  I  say  they  do 
not.  I  nave  omy  to  cite  the  testimony  of  Mr.  Hubbard  this  morning 
in  response  to  a  question  asked  by  Mr.  Heflin,  *^Do  you  know  or 
cotton  bein^  shipped  back?"  Now,  catch  exactly  what  the  function 
is.  The  third  function  of  a  cotton  exchange  is  to  expeditiously  dis- 
tribute the  cotton  to  those  who  are  going  to  consume  it,  to  distribute 
the  raw  material  to  those  who  are  goin^  to  use  it — to  the  mills.  And 
yet  Mr.  Hubbard  said  that  the  conditions  on  the  New  York  Cotton 
Exchange  had  been  such  that  he  had  known,  or  had  heard,  and 
admitted  it  to  be  a  fact,  that  cotton  grown  in  America,  after  it  had 
reached  the  coasts  of  Great  Britain  or  Europe,  en  route  to  the  con- 
sumer, had  been,  for  the  purposes  of  gambling  pure  and  simple,  in 
order  to  meet  the  demands  of  speculation  by  cotton  merchants, 
turned  in  its  course  and  found  its  way  back  across  the  ocean  to  be 
tendered  on  future  contracts  at  the  New  York  Cotton  Exchange.  Is 
that  the  only  ground  upon  which  I  can  base  an  assertion  that  these 
exchanges  do  not  aid  in  expeditiously  distributing  the  cotton  crop  t 
By  no  means.  Did  you  not  hear  Mr.  Parker,  did  you  not  hear  Mr. 
Mandelbaum,  did  you  not  hear  Mr.  Neville  sav  that  when  these 
violent  fluctuations  take  place  on  the  New  YorK  Cotton  Exchange 
and  prices  go  down,  cotton  farmers  stop  selling?  No  sales  occur 
while  fluctuations  are  taking  place.  The  farmer  lives  in  hope  that 
the  price  will  advance,  and  mstead  of  disposing  of  his  crop  expedi- 
tiously, in  order  that  it  may  find  its  way  into  the  ordinary  channels  of 
trade  to  those  who  are  going  to  consume  it,  he  holds  it.  Thus  these 
exchanges  obstruct  commerce,  obstruct  and  interfere  with  the  dis- 
tribution of  the  cotton  crop  rather  than  assist  it.  Now,  is  there  a 
man  here  who  will  question  that  ?  Can  any  fair-minded  man  ques- 
tion it  ? 

Now,  gentlemen,  let  me  move  on  to  what  I  regard  as  the  most 
indefensible  feature  connected  with  this  whole  business.  The  New 
York  Cotton  Exchange,  during  the  period  of  its  usefulness,  operated 
under  a  rule  of  fixing  differences  between  grades,  so  that  such  differ- 
ences were  measured  by  the  commercial  difference  in  the  values 
between  the  grades.  The  law  of  supply  and  demand  measured  what 
that  difference  in  value  should  be.  Now  understand,  gentlemen,  we 
have  reached  the  period  in  the  history  of  the  world  where  the  con- 
sumption of  cotton  is  in  excess  of  production  by  probably  1,000,000 
bales.  There  is  no  question  about  this.  The  suggestion  has  been 
made  about  the  spinner  not  taking  cotton,  that  the  producers  might 
become  the  victims  of  the  spinners  who  might  not  buy.  Yet  if  they 
should  cease  to  take  cotton,  if  they  did  not  buy  the  product  to  keep 
the  spindles  moving  in  Manchester,  for  instance,  there  would  be  riots 
in  the  streets  of  that  city  within  sixty  days. 

Mr.  Cocks.  Even  though  they  were  manufacturing  cotton  at  a 
loss? 

Mr.  Burleson.  Well,  Mr.  Cocks,  I  have  never  yet  found  any 
business  where  a  man,  either  in  law  or  in  morals,  is  entitled  to  an 
insurance  that  he  will  make  a  profit. 

Mr.  Cocks.  Except  imder  the  tariff.     [Laughter.] 

Mr.  Burleson.  It  is  claimed  by  some  that  they  do  not  always 
make  it,  even  if  high. 
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Mr.  Cocks.  I  oan  not  auite  get  your  point.  As  I  understmid^  vo« 
would  try  to  make  me  believB  that  the  cotton  spinner  »  going  to  imf 
this  cotton  anyhow,  whether  he  is  going  to  make  a  profit  or  not» 
because  there  would  be  a  riot  if  he  cud  not.  That  is  the  point  I  do 
not  see. 

Mr.  BuBLESON.  I  do  not  say  that  he  has  to  buy  cotton  Miyhow. 
He  can  not  buy  it  unless  the  producer  selh  it.  If  the  producer  mimed 
his  cotton,  of  course  the  spinner  could  not  buy  it.  But,  Mr.  Cocks,  It 
is  a  law  of  economics  that  when  one  man  has  something  he  wants  to 
sell  and  another  man  has  a  use  for  that  something  and  wants  to  buy 
it,  it  is  natural  that  they  should  get  together,  and  I  have  no  fear  thai 
the  cotton  ^ower  and  the  cotton  spmner  will  fail  to  get  togethca*. 
When  the  New  York  Cotton  Exchange  started  upon  its  career  uikfer 
Its  rules  it  fixed  the  difference  between  the  grades  of  cotton  in  accord- 
ance with  the  values  as  determined  by  the  law  of  supply  and  demand. 
Durinc  the  first  ten  years  of  its  existence  the  New  i  oric  exchange 
fixed  tnese  differences  just  as  they  are  now  fixed  in  Liverpool  and  just 
as  they  have  always  been  fixed  in  New  Orleans.  Then  the  period 
arrived  when  New  x  ork  commenced  to  decline  as  a  spot  market.  As 
you  know,  it  is  impossible  to  operate  the  exchange  without  havii^ 
some  cotton  there  to  be  used  for  purposes  of  tender  on  contracts,  fi 
cotton  will  not  go  there  at  a  loss,  they  must  create  a  condition  that 
will  bring  it  there.  How  did  they  do  it?  Why,  it  was  a  serious 
problem  confronting  these  gentlemen,  how  they  were  going  to  get  the 
necessary  cotton  to  come  there.  Now,  who  is  my  authority  for  thait 
Mr.  Marsh.     He  says: 

One  of  the  most  serious  problems  of  the  cotton  exchange  has  been  and  is  to  so  frame 
these  contracts  that  a  sufficient  supply  of  actual  cotton  will  readily  come  to  New  Yoik 
to  insure  the  maintenance  of  the  reserve. 

How  can  they  get  the  necessary  cotton  to  come  there?  He  tells 
you  now  that  the  cotton  that  comes  there  is  the  cotton  that  is  not 
being  freely,  bought  by  the  spinners. 

Mr.  Marsh.  At  the  time. 

Mr.  BxjRLESON.  At  the  time.  Oh,  yes;  at  the  time.  Now,  gentle- 
men, I  will  tell  you  how  they  do  get  the  necessary  cotton  there,  and 
this  is  the  secret  of  the  adoption  of  the  fixed  difference  plan,  their 
fixed  difference  system.  The  exchange  would  not  have  it  if  it  could 
exist  without  it.  They  would  prefer,  if  it  were  possible,  to  adopt  some 
other  system,  but  the  only  way  they  can  get  the  cotton  there  for  this 
necessary  reserve  is  by  an  arbitrary  overvaluation  of  certain  grades. 
This  action  draws  these  grades  to  their  reserve.  Do  they  overvalue 
it?*  Let  us  see.  By  reference  to  the  chart  opposite  page  160  in 
volume  1  of  this  report — and  you  gentlemen  will  nave  this  tefore  you 
when  you  come  to  the  consideration  of  this  bill — it  will  be  seen  that  for 
several  years  past  the  New  York  differences  for  low  middling  and  good 
ordinary  cotton  have  as  a  rule  been  much  too  narrow.  In  otner  words, 
these  grades  were  overvalued  relatively  to  middling.  What  is  the 
effect  of  overvaluing  them?  The  grades  thus  overvalued  seek  the 
place  where  they  command  the  best  price.  Understand,  Mr.  Chair- 
man, that  these  grades  are  not  being  bought  freely  by  the  spinnen. 
Why  is  it  that  in  a  crop  year  where  it  is  a  low-graae  crop  they  over- 
value the  lower  grades  and  if  the  crop  is  a  high-grade  crop  they  over- 
value the  higher  grades  ?     Why  is  it  they  overvalue  the  grades  that 
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ihe  apimners  are  not  buying  freely?     I  will  show  you  why.     I  read 
fvom  page  291 : 

At  the  same  time  there  can  be  no  doubt,  in  view  of  etatemente  obtained  in  the 
comee  of  the  investigation,  that  large  operators,  in  the  New  York  market  particulaity^ 
were  able  years  ago,  when  the  commercial  differences  were  applicable  on  future 
contracts  or  when  revisions  were  made  monthly,  to  manipulate  prices  on  a  rather 
extensive  scale.  This  raises  the  question  whether  this  manipulation  may  not  have 
been  due  in  large  degree  to  the  narrowness  of  the  New  York  spot  market.  As  shown 
vJsewhere  (see  p.  247),  transactions  in  spot  cotton  in  New  York  at  that  time  had 
already  decreased  very  sharply  from  the  totals  of  earlier  years.  Furthermore,  the 
range  of  grades  principally  received  in  the  New  York  market  had  narrowed  greatly. 


that  market  in  the  mam  receiving  only  the  surplus  or  temporarily  undesirable  grades 
It  is  obviously  easier  to  manipulate  the  prices  of  such  grades  than  of  those  which  are 
in  active  demand,  since  in  the  case  of  the  latter  any  important  change  in  price  ordi- 
narily will  be  vigorously  contested  as  the  result  of  free  competition. 

For  instance,  they  could  not  easily  manipulate  the  grades  that  the 
spinners  wanted.  They  could  not  overvalue  the  grades  that  the 
spinners  wanted,  because  the  spinners  would  say,  *'We  want  these 
grades,  and  we  will  contest  the  matter  with  you."  They  overesti- 
mate the  value  of  those  grades  that  the  spinners  do  not  want.  In  a 
low-grade  crop  the  lowest  ^ades  are  least  in  demand,  in  a  highest- 
grade  crop,  ordinarily  the  highest  grades  are  being  bought  less  freely. 

Now,  directly  on  that  point,  go  oack  to  page  263 : 

For  the  high  grades  the  differences  on  the  New  York  Cotton  Exchange  have  been 
more  nearlv  in  lina  with  commercial  differences.  Nevertheless,  in  the  hi^h-grade 
•rap  3rear  ot  1903-4  the  difference  at  New  York  for  good  middling  was,  for  a  coasiderabla 
period,  materially  greater  than  the  commercial  differences  existing  at  New  OrleaiiB» 
thus  overvaluing  tlmt  grade. 

Good  middling  is  one  of  the  hi^er  grades  and  hence  in  1904,  a 
hifh-grade  cropyear,  it  waa  overvalued 

Mr.  Cocks.  How  did  the  overvaluing  of  these  low  grades  that  the 
spinners  did  not  want,  hurt  the  producer? 

Mr.  BuBLBSON.  Because  they  sell  a  basis  contract,  and  it  pulls 
down  the  price  of  the  futures. 

Mr.  Cocks.  That  is  a  future  for  that  stock  ? 

Mr.  Burleson.  Yes. 

Mr.  Cocks.  And  yet  you  say  it  is  overvalued ;  and  yet  the  cotton 
would  be  overvalued,  the  spot  cotton? 

Mr.  BuKLESON.  The  seller  would  not  have  to  deliver  to  you  a 
single  bale  of  that.  As  a  matter  of  fact,  the  buyer  bids  less  because  of 
this  overvalued  cotton.  The  seller  coiUd  deliver  any  of  the  different 
sorts  of  grades  on  this  contract  but  of  course  will  deliver  such  grades 
aa  will  prove  most  profitable  to  him. 

Mr.  uooKS.  But  that  would  be  quoting  the  future  that  day  in  New 
York,  upon  which  would  be  based  the  pay  at  Houston,  we  will  say, 
for  spot  cotton  ? 

Mr.  Burleson.  Yes. 

Mr.  Cocks.  Would  not  that  be  a  little  bit  higher  than  usual,  then? 

Mr.  Burleson.  Because  of  the  fact  that  certain  grades  are  over- 
valued, if  a  man  was  going  to  buy  one  of  these  future  contract!,  it  is 
natural  that  he  would  bid  lower  for  it  because  he  would  probably 
have  to  take  these  grades  at  a  price  higher  than  their  commercial 
value.  EYery  contract  on  the  New  York  Cotton  Exchange  is  of  that 
character.  They  do  not  sell  a  contract  for  a  particular  grade  of 
cotton ;  they  sell  a  basis  contract  upon  which  at  present  28  different 
grades  are  deKverable. 
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Mr.  Lamb.  Before  my  friend  finishes  his  earnest  speech  aloD^  this 
Une,  I  want  to  say  that  this  committee,  and  I  am  a  member  ofit,  is 
deeply  interested  in  this  question^  and  if  we  look  at  itpureljr  from  ui 
economic  and  business  standpoint,  as  he  has  been  arguing  it  so  well 
here,  I  claim  that  this  Congress  has  no  right  in  this  matter  to  pass  this 
bill.  On  the  other  hand,  if  the  New  York  Exchange  is  engaged  in  a 
gambling  enterprise,  and  this  is  a  moral  question,  such  as  the  question 
m  regard  to  the  Louisiana  lottery  was,  then  we  have  some  right.  I 
would  like  to  hear  the  gentleman  on  that  point. 

Mr.  Burleson.  I  want  to  be  perfectly  candid  with  the  committee 
on  that  point.  I  will  not  say  tnat  the  moral  phase  of  this  matter 
does  not  appeal  to  me,  but  I  have  not  considered  tnese  moral  phases  in 
arriving  at  my  conclusions  nor  do  I  make  them  the  basis  for  my 
earnest  insistence  for  the  adoption  of  this  measure.  It  is  true, 
gentlemen,  that  the  Federal  Government  passed  a  law  that  destroyed 
the  Louisiana  lottery,  denying  it  the  use  of  the  tele^aph  and  the 
telephone  and  the  mails,  solely  because  of  its  demoralizing  effect  on 
the  people.  It  is  true  there  is  no  one  here  who  will  say  that  there 
ever  was  a  suicide  that  resulted  because  of  the  existence  of  the 
Louisiana  lottery;  there  never  was  a  bankruptcy  brought  about  by 
the  existence  of  that  institution;  there  never  was  an  embezzlement 
or  a  defalcation  or  a  betrayal  of  trust  by  reason  of  the  purchase  of  a 
dollar  ticket  in  order  to  secure  a  chance  for  the  capital  prize  in  the 
New  Orleans  Lottery.  It  is  true  we  can  not  say  that  with  reference 
to  the  New  Orleans  Cotton  Exchange. 

Mr.  Beall.  You  mean  the  New  York  Cotton  Exchange  ? 

Mr.  Burleson.  Well,  the  New  Orleans  Cotton  Exchange  or  the 
New  York  Cotton  Excnange  either;  it  makes  no  difference  to  me, 
because  I  am  against  them  both.  You  can  not  say  that  with  reference 
to  these  exchanges.  But  that  phase  of  this  matter  has  not  controlled 
me  in  the  least  in  the  conclusions  I  have  reached  on  my  earnest 
insistence  that  this  bill  should  become  a  law.  I  am  opposed  to  these 
future-trading  exchanges,  because  I  believe  they  have  become  an 
incubus  on  the  cotton  trade.  They  are  a  great  burden  on  the  spinners 
and  the  producers  of  cotton  in  this  country,  who  have  a  right  to  look 
to  the  Federal  Government  for  relief  after  having  done  everything 
possible  to  relieve  themselves.  Their  practices  interfere  with  the 
freedom  of  trade  between  the  cotton  producer  and  consumer,  obstructs 
and  hinders  trade  between  the  cotton-producing  States  and  cotton 
consumers,  domestic  and  foreign.  Mr.  Chairman,  we  have  passed 
laws  in  the  Southern  States  driving  the  representatives  of  these 
exchanges  from  their  confines;  in  every  State  with  the  exception  of 
two.  This  action  has,  in  a  measure,  curtailed  their  hurtful  operations, 
but  we  have  not  been  able  to  interfere  with  the  interstate  traffic  in 
these  future  contracts.  The  Senate  bill  strikes  at  that  evil.  When 
the  propaganda  was  inaugurated  in  the  South  against  these  exchanges, 
a  seat  on  the  New  York  Cotton  Exchange  was  worth  about  $23,^)0, 
or  in  'the  neighborhood  of  that  sum.  As  we  passed  laws  excluding 
them  from  the  States,  thus  diminishing  the  supply  of  *' lambs,"  year 
by  year  the  value  of  a  seat  on  this  exchange  depreciated  in  value  until 
tne  year  1908,  and  I  have  not  looked  into  it  since  than,  but  I  did  look 
into  it  then,  getting  the  information  that  a  seat  had  ^one  down  to 
$10,000.  Mr.  Chairman,  I  deplore  the  moral  degradation  caused  by 
these  exchanges;  I  regret  the  crimes  and  suicides  traceable  to  specula- 
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tions  thereon,  but  for  the  purposes  of  this  discussion  what  I  object 
to  is  the  uneconomical  practices  of  this  exchange  and  the  resulting^ 
obstructions  and  interferences  with  commerce  and  to  think  that  these 
exchanges  have  the  hardihood  to  contend  that  they  are  necessary 
because  of  the  assistance  they  render  the  cotton  trade.  But  I  desire 
to  return  to  a  discussion  of  the  fixed-difference  system,  the  crux  of 
this  whole  controversy.  The  fixing  of  the  differences  in  September- 
amounts  to  but  little. 

The  Chairman.  Before  you  start  on  that  fixed-difference  proposi- 
tion, let  me  make  this  suggestion,  which  I  think  will  come  in  properly 
in  connection  with  that  discussion. 

Mr.  Burleson.  Yes,  sir. 
V  The  Chairman.  That  one  of  the  features  of  this  whole  controversy 
which  I  am  sure  interests  every  member  of  the  committee,  is  the  con- 
tention on  the  part  of  the  representatives  of  the  exchange  that  elimi- 
nation of  the  exchange  would  harass  and  hamper  the  whole  cotton 
trade  to  the  detriment  of  the  producer,  to  the  detriment  of  the  mer- 
chant, and  to  the  detriment  of  the  spinner,  for  the  reason  that  it 
would  compel  all  of  them  to  transact  tneir  business  on  wider  margins 
and  that  it  would  force  out  of  the  trade  the  small  man  who  would  not 
command  great  capital.  Before  you  close,  I  hope  you  will  touch  on 
that  point. 

Mr.  Burleson.  I  will,  Mr.  Chairman,  before  I  conclude.  But  let 
me  show  you  what  the  fixing  of  the  differences  under  the  rule  of  the 
New  York  Exchange  involves.  In  November,  before  it  is  possible  for 
human  wisdom  to  forecast  the  character  of  the  crop 

The  Chairman.  In  September,  you  mean? 

Mr.  Burleson.  No;  the  September  fixing  amounts  to  very  little. 

Mr.  Beall.  Is  it  not  a  fact  that  in  many  instances,  even  since  the 
September  fixing  was  adopted,  there  is  no  action  taken  ? 

Mr.  Burleson.  Frequently  it  happens  that  there  is  no  action 
taken  at  the  September  meeting,  sometimes  only  to  reaffirm  the 
action  taken  at.  the  last  November  meeting.  They  will  not  deny  that. 
This  practically  means  the  fixing  of  the  differences  in  value  between 
these  grades  oi  cotton  only  once  during  the  year.  Now,  gentlemen, 
is  such  a  thing  possible,  considered  either  economically  or  from  a 
standpoint  of  justice  and  fairness?  How  can  these  men  making  up- 
the  revision  committee  determine  the  character  of  the  crop  yet  to  be 
matured  and  gathered?  Even  if  it  were  possible  to  eliminate  self'- 
ishness  on  the  part  of  the  individual  member  entirely  from  con- 
sideration, how  can  this  committee  know  whether  the  crop  is  to  be 
of  low  or  high  grade,  whether  there  are  to  be  a  small  per  cent  of 
the  higher  grades  or  a  large  per  cent?  And  these  factors  determine 
the  vdue  of  the  different  grades.  How  can  they  tell  what  these 
differences  in  the  value  between  the  grades  will  be  ?  They  can  not 
forecast  the  weather.  And  right  on  that  point — I  will  return  to 
a  discussion  of  this — I  want  to  tell  you  of  a  conversation  I  had 
with  Col.  John  H.  Inman,  who  in  his  time  was  the  greatest  spot-cotton 
merchant  in  the  world.  On  one  occasion  I  met  him,  and  m  conver- 
sation the  topic  arose  as  to  the  real  cause  of  gambling  in  cotton.  I 
said  **  You  have  devoted  your  life  to  the  cotton  trade,  and  I  want 
you  to  tell  me  this.  Here  are  four  textile  fibers — silk,  flax,  wool, 
and  cotton — out  of  which  the  raiment  of  the  world  is  manufactured. 
Why  is  it  that  those  who  want  to  speculate  select  cotton,  and  aot^' 
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ton  alone,  for  that  purpose  f'  He  replied,  **  Mr.  Burleson,  it  is  easy 
of  explanation;  there  are  more  elements  of  doubt  and  uncertainty 
entering  into  the  making  and  marketing  of  a  cotton  crop  than  of  any 
other  crop  in  the  world.  He  further  said  *^  Speculation  thrives  upon 
uncertainty,  and  for  that  reason  speculators  have  seized  upon  cotton 
as  the  product  with  which  they  will  gamble. "  Do  you  not  see  how 
convincing  and  satisfying  this  explanation  is  ?  And  yet  I  have  lived 
to  see  the  time  when  Mr.  Mandleoaum  and  Mr.  Marsh  come  here  and 
assert  that  there  are  more  uncertainties,  more  different  conditions, 
environing  the  wool  trade  and  the  manufacture  of  wool  than  the  cot- 
ton trade.  Gentlemen,  just  in  a  word  I  want  to  say  to  you,  and  I 
speak  from  an  experience  of  twenty-odd  years,  cotton  is  a  most  un- 
certain crop  to  plant  and  the  most  difficult  in  the  world  to  grow.  In 
the  first  place  it  is  dependent  upon  a  proper  season  to  bring  up  the 
seed  after  it  is  planted.  If  you  do  not  ^et  a  proper  season,  and  then 
plant  at  the  proper  time,  the  uncertainties  of  the  weather  are  against 
you.  Your  seea  may  lie  dormant  in  the  earth  and  never  come  to  the 
period  of  germination. 

Mr.  Beall.  Just  as  it  did  in  mv  count^^  this  year. 

Mr.  BuKLESON.  Just  as  it  did  ttis  year  in  Ellis  County,  the  greatest 
cotton-producing  county  in  the  world.  They  produce  more  cotton 
in  Mr.  Beall's  home  county  than  in  any  other  in  the  world;  and  yet 
Mr.  Beall  will  tell  you  that  the  conditions  were  such  this  year  that  the 
cotton  did  not  properly  germinate  in  that  county  and  from  a  prac- 
tical standpoint  did  not  germinate  at  all.  That  is  not  the  only  un- 
certainty tne  cotton  planter  must  contend  against.  Cotton,  to  be 
successfully  grown,  must  be  plante<i  during  the  early  part  of  the 
year.  There  is  the. uncertainty  of  the  effects  of  inclement  weather. 
It  is  the  tenderest  plant  in  the  world,  as  Mr.  Neville  knows  and  as  these 
gentlemen  know;  the  lightest  frost  destroys  it.  It  is  more  tender 
than  any  pot  plant  grown  in  a  hothouse. 

Mr.  Neville.  And  it  is  likewise  the  toughest  plant  in  the  world. 

Mr.  BuBLESON.  In  a  certain  way,  yes;  when  it  re^hes  a  certain 
stage  of  growth  it  is  capable  of  great  resistance,  especially  to  heat. 

Mr.  Neville.  Yes. 

Mr.  Burleson.  I  repeat,  it  is  the  tenderest  plant  in  the  world,  and 
the  most  difficult  to  secure  a  proper  stand.  Are  these  the  only  un- 
certainties^ Oh,  no.  After  you  have  germinated  your  seed,  es- 
caped the  frost,  and  secured  your  stand,  gentlemen,  I  assert,  and 
without  fear  of  successful  contradiction,  as  I  speak  from  a  store- 
house of  sore  experience,  there  are  more  creeping,  crawling,  flying, 
boring  insects  that  prey  upon  cotton  than  upon  any  other  plant  ever 
tended  by  man.  Now,  afteT  the  uncertainties  of  weather,  after 
all  these  insects  are  combated,  after  the  Mexican  boll  weevil  has 
preyed  upon  it,  is  it  possible  that  you  are  going  to  deliver  the  pro- 
ducer of  cotton  over  to  the  tender  mercies  of  tne  worst  pests  of  all. 
the  bull  and  the  bear^     [Laughter.] 

Mr.  Heflin.  The  chairman  asked  you  if  the  New  York  Cotton 
Exchange,  or  the  speculative  features  of  it,  were  abolished,  would  it 
not  injure  the  three  or  four  different  classes  of  people  that  dealt  in 
cotton — the  prcnlucer,  the  spinner,  and  the  mUl  man,  and  so  forth? 

Mr.  Burleson.  I  will  come  to  that. 

Mr.  Ueflin.  Do  you  think  that  if  the  speculative  features  of  the 
exchange  should  be  abolished  we  would  have  spot  cotton  exchanges 
all  over  the  South  'i 
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Mr.  Burleson.  Undoubtedly.  There  are  no  dealings  in  futures 
on  the  cotton  exchange  at  Bremen,  and  that  is  one  of  the  greatest, 
most  helpful  exchan^  in  the  world.  Only  one  exchange  in  the 
cotton  section  deals  m  futures.*  And  why  this  soUcitude  upon  the 
part  of  these  gentlemen  from  New  York  about  the  welfare  of  the 
cotton  producer?  The  farmer  is  the  man  who  produces  and  fur- 
nishes tne  cotton  for  everybody,  and  Mr.  Neal,  who  spoke  for  all  the 
farmers'  organizations  the  other  day,  challenged  the  production  of  one 
resolution  ^opted  by  them  which  does  not  appeal  for  this  legislation. 
But,  gentlemen,  this  is  a  mere  shaking  of  the  bush.  Let  me  go  back 
to  the  fixed  differences  of  the  New  York  exchange. 

Mr.  Mandelbaum.  Before  you  leave  that  subject,  I  would  like  to 
ask  you  one  question. 

Mr.  BuRtESON.  Yes. 

Mr.  Mandelbaum.  One  is  in  regard  to  the  fixing  in  November  of 
these  differences. 

Mr.  Burleson.  Yes. 

Mr.'MANDELBAUM.  That  is  about  the  time  that  you  and  your 
farmer  friends  agree  that  the  cotton  has  been  gathered,  fixed,  and 
sold. 

Mr.  Burleson.  Oh,  no.    We  do  not  so  agree. 

Mr.  Mandelbaum.  Do  you  think  it  is  possible  on  the  13th  of 
November  to  form  any  opinion  as  to  the  character  of  the  crop  ? 

Mr.  Burleson.  Not  with  any  degree  of  certainty. 

Mr.  Mandelbaum.  I  understood  you  to  say  so. 

Mr.  Burleson.  Oh,  no.  I  said  you  could  not  tell.  That  is  the 
burden  of  my 

Mr.  Mandelbaum.  I  said  that  you  said  that  you  could  not  tell. 

Mr.  Burleson.  That  is  what  I  say;  you  can  not  teU. 

Mr.  Mandelbaum.  You  deny  that  the  crop  on  the  13th  of  Novem- 
ber could  be  ascertained  to  any  degree  of  certainty  as  to  the  character? 

Mr.  Burleson.  I  think  not. 

Mr.  Mandelbaum.  Now,  you  said  something  about  the  riots  in 
Manchester.  I  would  like  to  know  whether  you  would  hold  the  New 
York  Cotton  Exchange  responsible  for  the  riots  in  Manchester? 

Mr.  Burleson.  Oh,  no;  I  do  not  hold  it  responsible  for  anything 
it  does  not  do.  All  I  am  trying  to  hold  it  for  is  what  it  actually  does, 
and  God  knows  if  I  can  put  upon  its  shoulders  responsibility  for  that 
I  wiU  be  satisfied 

Mr.  Mandelbaum.  But  why  do  you  expect  those  riots  in  Man- 
chester ? 

Mr.  Burleson.  Oh,  you  say  "riots?"  I  thought  you  said  rises — 
in  prices.     [Great  laughter.] 

Mr.  Mandelbaum.  Yes,  riots.  Why  do  you  expect  them  in  Man- 
chester? 

The  Chairman.  Pardon  me;  I  do  not  think  it  is  necessary  to  go 
into  that.  I  can  explain  that  in  one  minute  to  Mr.  Mandelbaiun — 
because  I  speak  his  languaffe  and  Mr.  Burleson  does  not — that  Mr. 
Burleson's  reference  to  the  oread  riot  in  Manchester  was  simply  his 
rhetorical  expression  of  his  opinion  that  if  they  did  not  keep  the 
spindles  going  in  Manchester  tnere  would  be  riots. 

Mr.  Mandelbaum.  There  is  another  thing  I  want  to  get  at,  why  he 
expects  those  riots;  why  he  thinks  cotton  is  so  high.  That  is  the 
basis  of  those  riots,  or  would  be  the  basis  of  those  riots. 
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Mr.  BuBLESON.  The  chairman  says  we  are  not  to  discuss  it.  Now, 
back  to  the  fixed  differences. 

Mr.  Heflin.  Mr.  chairman,  I  rise  to  a  parliamentary  inquiry.  Is 
Mr.  Burleson  making  the  closing  argument  in  these  hearings,  and  is 
it  the  fact  that  any  mterruptions  and  statements  of  fact  must  come 
in  while  he  is  speaking  now  i 

Mr.  BuKLESON.  I  am  perfectly  willing  to  be  interrupted. 

The  Chaibman.  Yes,  out  I  think  if  we  are  going  to  bring  these 
matters  to  a  close  to-night,  we  will  have  to  let  ^.  Burleson  ^o  ahead 
and  finish  his  statement.  He  has  said  he  was  willing  to  Be  inter- 
rupted, but  I  think  we  had  better  let  him  finish  without  further 
interruption. 

Mr.  Heflin.  My  question  is  whether  when  he  gets  through  any- 
body else  may  mate  any  speech  ?  ^ 

The  Chairkan.  No  speech.  If  there  is  anything  that  any  gentle- 
man wants  to  submit  he  will  have  that  opportunity;  but  I  hope  Mr. 
Burleson  will  proceed  with  as  little  interruption  as  possible. 

Mr.  BuBLESON.  Now,  Mr.  Chairman,  tnere  is  a  limitation  upon 
human  wisdom.  The  wisest  man  makes  mistakes.  Even  wnen 
self-interest  is  not  inyolyed,  eyen  when  you  eliminate  entirely  the 
element  of  self^  we  are  liable  to  mistakes.  Do  you  think  it  is  right; 
do  you  think  it  is  commercial  in  November  to  attempt  to  forecast 
the  character  of  this  important  crop  and  fix  the  difference  between 
grades  ?  It  is  the  only  commercial  body  in  the  world,  the  New  York 
Cotton  Exchange — save  the  coffee  exchange — that  attempts  this 
impossible  task 

Mr.  Neville.  And  the exchange.  • 

Mr.  BuBLESON  (continuing).  Which  attelnpt,  arbitrarily,  by  the 
action  of  a  committee  of  17  members,  to  annul  the  law  of  supply 
and  demand.  That  is  what  it  means.  Not  only  do  they  assume 
the  ability,  in  November,  before  the  character  of  the  crop  can  be 
forecast,  to  determine  the  character  that  the  crop  is  going  to  ulti- 
mately develop  into,  but  to  also  determine  and  nx  the  differences 
between  the  grades  without  knowledge  of  the  proportion  these  grades 
will  bear  to  the  whole  crop.  When  you  consider  the  fact  that  New 
York's  is  the  greatest  cotton  exchange  in  the  world,  as  was  said  by 
Mr.  Mandelbaum,  when  you  consider  the  volume  of  transactions  taking 
place  on  this  exchange,  so  stupendous  as  compared  to  transactions 
taking  place  elsewhere  that  they  exert  a  controlling  influence  on  the 
trade;  when  these  differences  are  fixed  by  this  exchange  out  of  line 
with  their  real  commercial  value,  the  value  determined  oy  the  law  of 
supply  and  demand,  what  a  vehicle  for  wrong  it  becomes;  what  a 
great  injury,  Mr.  Chairman  and  gentlemen  of  the  committee,  through 
this  instrumentality  is  done  to  the  five  million  helpless  people  who 
are  engaged  in  the  production  of  this  staple.  What  a  great  wrong 
can  be  done  to  those  who  consume  this  cotton,  and  upon  whose 
prosperity  those  who  produce  it  must  at  last  depend.  And  when 
they  come  before  you  practically  wringing  their  hands — the  con- 
sumers— and -tell  you  that  this  uneconomicid  rule,  this  uncommercial 
rule  of  the  New  York  Cotton  Exchange,  works  to  their  hurt,  will  you 
not  give  ear  to  them  ? 

A  further  suggestion,  Mr.  Chairman,  and  I  proceed  upon  the 
assumption  that  the  17  members  of  the  exchange  on  the  revision 
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committee  are  going  to  do  the  very  best  they  can.  I  am  not  going 
to  impugn  the  nonesty  of  these  men;  not  at  all.  But,  gentlemen, 
when  you  consider  the  fact  that  the  men  who  have  the  power  to  fix 
these  diflferences  are  the  large  operators  upon  this  exchange,  when 
ou  consider  that  they  are  the  men  who  are  goin^  to  make  or  lose 
y  virtue  of  the  character  of  differences  that  are  fixed,  how  exceed-  • 
ingly  dangerous  this  rule  becomes;  how  indefensible  it  becomes. 
A^am,  gentlemen,  suppose,  as  a  matter  of  fact,  that  on  this  com- 
mittee of  17  there  should  find  their  way,  year  after  year,  the  men 
who  are  lar^e  spot  buyers  in  the  south;  suppose,  through  the  great 
influence  which  they  exert  upon  the  membership  of  the  exchange, 
it  should  become  possible  for  these  large  buyers  of  spot  cotton  to 
control  that  revision  committee;  not  only  does  it  then  become  a 
vehicle  through  which  great  wrong  can  be  done,  but  it  becomes 
a  vehicle  through  which  disaster  itself  may  be  brought  to  the  entire 
cotton  trade.     Now  let  us  see  just  for  a  mmute. 

Mr.  Cocks.  What  would  be  the  result  of  having  these  differences 
fixed  by  an  impartial  body  ? 

Mr.  BuBLESON.  You  mean  just  arbitrarily  fixed,  as  they  now  fix 
them? 
Mr.  Cocks.  Yes. 

Mr.  Burleson.  It  would  be  uneconomical,  imcotnmercial,  and  in- 
defensible. 
Mr.  Cocks.  I  mean  arbitrarily  fixed  in  January,  say. 
Mr.  Burleson.  That  is  utterly  impossible.     I  say  this  because  the 
seed  for  the  crop  will  not  then  be  in  the  ground.     It  is  utterly  impos- 
sible for  any  tribunal.    Why,  we  have  not  had  a  prophet  on  earth 
since  the  days  of  sacred  history. 
Mr.  Cocks.  When  would  be  the  time  to  have  them  fixed  ? 
Mr.  BuBLESON.  Let  them  be  fixed  by  the  law  of  supply  and  demand, 
changing  from  time  to  time  as  values  change. 
Mr.  Lever.  Each  day  ? 

Mr.  Burleson.  Yes,  let  them  be  fixed  each  day. 
Mr.  Cocks.  By  whom  ? 

Mr.  Burleson.  As  the  merchant  offers  his  price  or  as  the  spinner 
offers  his  price  for  these  products  of  the  farmer,  and  an  acceptance  ia 
given  by  him,  thus  fixing  these  values. 

Mr.  Cocks.  Then,  as  1  imderstand  that  you  emphasize  so  much 
fixed  differences,  why  not  eliminate  any  differences  as  arbitrary? 
That  is  what  you  want  to  do. 

Mr.  Burleson.  They  should  be  eliminated,  so  far  as  they  are 
sought  to  be  fixed  arbitrarily.  This  power  should  not  be  vested  in 
this  revision  committee  or  in  any  other  committee  upon  earth.  Now, 
to  resume.  I  was  about  to  show  you  who  goes  on  this  revision  com- 
mittee, how  it  is  made  up,  but  before  I  get  to  the  question  of  who 
non  this  committee  I  want  to  say  this:  We  have  heard  here  a  great 
about  the  action  of  the  revision  committee  of  1906.  I  used  that 
year  myself  in  a  speech  that  I  made  on  the  floor  of  the  House,  and 
Commissioner  Smith  used  it  because  it  was  to  abnormal  year,  and  it 
accentuated  the  situation;  it  made  it  stand  up,  so  that  the  ordinary 
layman  could  imderstand  the  resulting  wrongs  and  injustices.  That 
is  the  only  reason  we  have  used  that  year.  We  do  not  use  it  because 
it  is  the  only  year  when  these  differences  have  been  fixed  out  of  line 


Digitized  by  VjOOQ IC 


404  PREVENTION   OP  DEALING  IN  FUTURES. 

with  their  commercial  value.     Not  at  all.     It  is  a  frequent  occurrence. 
I  read  from  page  238  of  the  report  of  the  Commission  of  Corporations: 

These  revisions  of  November,  1903,  and  November,  1906,  and  particularly  the 
latter,  are,  in  the  opinion  of  some  members  of  the  cotton  trade,  only  exaggerated 
instances  of  a  more  or  less  general  policy  on  the  part  of  revision  committees  of  the 
New  York  Cotton  Exchange  to  systematically  manipulate  differences  in  their  own 
interests. 

Now,  I  am  not  goin?  to  say  that  this  is  the  case.  It  is  not  necessary 
for  me  to  say  that,  although  I  will  say,  God  spare  us  from  being  vear 
after  year  subjected  to  the  temptation  or  benefiting  ourselves, 
where  the  opportunity  is  absolutely  placed  in  our  hands,  where  we 
are  given  the  power  to  benefit  ourselves  at  the  expense  of  our  fellows. 
God  deliver  me  from  such  temptation.  I  will  not  make  this  accu- 
sation, but  suppose  the  large  buyers  of  spot  cotton,  members  of  the 
exchange,  could  shape  the  action  of  the  revision  committee.  What 
opportunities  this  would  afford!  Does  it  occur?  (Continuing  to 
read  from  pages  238  and  239  of  the  Smith  report:) 

The  essence  of  this  contention  is  that  a  clique  of  spot-cotton  merchants  in  New 
York  have  for  years  controlled  the  revision  committees  of  the  exchange,  and  have 
through  them  established  improper  differences  for  the  express  purpose  of  reaping 
illegitimate  gains.  A  member  of  the  New  York  Cotton  Exchange  said  in  this  con- 
nection : 

"  The  money  that  has  been  made,  particularly  by  ten  or  a  dozen  firms,  in  this  market 
in  the  past  ten  years  in  consequence  of  these  conditions  has  been  very  large,  and 
in  individual  cases  it  has  been  extremely  large." 

This  charge  that  spot-cotton  merchants  in  the  New  York  market  have  controlled 
revision  committees  of  the  exchange  and  have  systematically  established  improper 
differences  with  the  particular  object  of  reaping  illegitimate  profits  is  almost  impoe- 
aible  to  prove,  even  if  true.  Owing  to  the  very  wide  discretion  allowed  members 
of  the  revision  committee — 

What  is  that  discretion?  ''Is  there  a  standard  by  which  you  are 
governed,  if  you  are  fixing  these  differences?^'  I  asked  the  leading 
member  of  this  committee.  ''No  standard/'  Absolutely  no  stand- 
ard or  rule  to  guide  these  men  in  this  all-important  work  which  they 
undertake.     (Continues  reading:) 

Owing  to  the  very  wide  discretion  allowed  members  of  the  revision  committee 
and  the  variety  of  factors  that  its  members  ma^  take  into  consideration,  it  is  virtually 
impossible  to  prove  that  members  of  any  revision  committee  have  deliberately  abused 
their  tnist,  even  though  circumstances  may  point  very  strongly  to  such  a  conclusion. 

I  suggested  a  moment  ago.  Suppose  the  great  injury  to  the  trade 
which  could  be  wrought  if  the  great  firms  deahng  in  spot  cotton 
throughout  the  South  could  find  their  way  upon  this  committee. 
If  they  have,  what  a  vehicle  of  wrong  and  injustice  it  is  possible  for 
them  to  make  of  it.  Let  us  see  who  gets  on  this  committee.  (Con- 
tinues reading  from  the  Smith  report:) 

It  is  a  fact  that  the  revision  committees  of  the  New  York  Cotton  Exchange  have 
for  several  years  been  selected  from  a  limited  group  of  members  of  the  exchange, 
and  mainly  from  so-called  spot-cotton  interents.  For  six  >[ears,  beginning  with  1901, 
nine  such  firms  were  constantly  represented  on  the  revision  committee,  and  four 
other  such  firms  had  been  so  represented  for  five  years. 

For  six  years  nine  of  the  great  spot  cotton  firms  dealing  with  spot 
cotton  in  the  South  have  controlled  (because  nine  is  a  majority  of 
seventeen)  the  action  of  this  committee  which  fixes  the  differences 
in  value  between  the  grades  of  the  product  of  five  millions  of  people. 
I  am  going  to  embody  in  my  remarks  the  list  showing  who  they  are. 
I  will  now  read   only  three:  George   H.  McFadden  &  Bro.;  S.  M. 
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Weld  &  Co.,  and  Hubbard  Brothers  &  Co.  They  are  the  three  that 
lead  the  band.  What  can  they  do  ?  They  can  so  fix  these  differences 
as  to  shape  the  market  price  of  the  entire  crop.  I  do  not  say  these 
gentlemen  do  it;  but,  should  they  have  such  power?  Why,  gentle- 
men, talk  about  the- poor  little  speculator  aoout  whom  there  has 
been  so  much  talk  before  this  committee,  and,  as  you  will  recall,  Mr. 
Marsh  particularly  discussed  him,  he  is  harmless  compared  with 
these  otners.  Sometimes  I  fear  we  are  not  getting  at  the  real  vitals 
of  this  danger.  Mr.  Marah  spoke  of  the  subsidiary  broker,  the  little 
chap  who  scalps  around  day  by  day  for  the  purpose  of  making  a  Uving, 
profcably  impecunious,  with  very  little  capital.  What  do  they  care 
lor  him  ?  Nothing  at  all.  It  is  the  'opportunity  afforded  these 
stronger  men;  it  is  the  danger  and  menace  of  these  great  firms  which 
fix  the  price  of  all  cotton  at  last,  under  the  operation  of  this  rule;  the 
price  they  pay  to  the  producer  for  his  product,  and  in  the  end  the  price 
that  they  will  grind  out  of  the  spinner  which  cdncems  us.  Now,  am 
I  mistaken  about  that  ? 

Mr.  Cocks.  Do  you  not  think  they  have  let  the  price  get  up  a 
little  high  lately  ? 

Mr.  Burleson.  Yes;  and,  gentlemen,  I  want  to  say  to  you  in 
that  connection  that  when  we  inaugurated  the  campaign  against 
the  wire  houses  throughout  the  South,  having  long  before  destroved 
the  bucket  shop,  one  of  the  stock  a^ments  used  against  their 
suppression  was  that  if  we  drove  the  wire  houses  from  the  South  we 
would  largely  ehminate  from  the  market  the  bull  element  (which  is 
naturally  found  in  the  cotton  section)  and  in  consequence  we  would 
never  have  high  prices  again.  As  suggested  by  the  gentleman  from 
New  York  (Mr.  Cocks)  the  price  has  been  a  httle  nigh  lately — in 
fact,  higher  at  one  time  in  my  opinion  than  is  justifiecT even  by  the 
fact  that  the  crop  is  more  than  2,000,000  bales  short.  The  advance 
in  price  is  largely  attributable  to  the  short  supplj,  but  not  wholly, 
ana  I  am  just  as  much  opposed  to  the  manipulation  of  prices  when 
it  operates  against  the  consumer  as  I  am  wnen  it  operates  against 
the  producer.  I  oppose  the  gambler  putting  up  the  price  and  like- 
wise oppose  his  puttmg  it  down.  By  the  way,  auring  these  hearings 
we  have  heard  the  bucket  shop  roundlv  denounced.  I  want  to  say 
here  with  full  recollection  of  tne  fact  that  I  am  under  oath,  that  so 
far  as  the  bucket  shop  is  concerned  it  does,  in  my  opinion,  infinitely 
less  harm  than  the  operations  of  the  great  exchanges.  Now,  why? 
I  can  tell  it  to  you  in  a  breath.  The  men  who  operate  in  the  Uttle 
bucket  shops,  put  up  their  money;  one  wins  and  tne  other  loses;  the 
man  who  wins  is  the  oeneficiary,  the  man  who  loses  is  the  sole  sufferer; 
the  only  man  affected  by  the  transaction;  nobody  else  is  hurt. 

But  when  these  great  spot  operators  go  upon  the  floor  of  the 
exchange  and  milk  the  exchange — *'milk  the  exchange" — now,  gen- 
tlemen, I  am  not  going  to  say  what  that  means — they  are  the  ones, 
gentlemen,  who  do  the  serious  hurt  to  the  producer  and  the  consumer 
of  cotton,  these  members  0t  the  exchange,  within  whose  power  it  has 
been  given,  by  reason  of  the  fact  that  they  know  the  character  of  cot- 
ton that  is  in  the  warehouses,  by  reason  of  the  fact  that  they  are 
engaged  in  the  spot  business  and  probably  control  the  major  portion 
of  the  certificated  cotton  in  the  exchange  warehouses,  these  men  who 
can  go  upon  this  exchange  and  when  they  see  fit  to  do  it  **  hammer  the 
prices  down;"  they  are  the  men  whose  actions  bring  serious  hurt. 
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These  injuries,  as  compared  with  those  coming  from  the  bucket  shop, 
would  be  like  comparing  the  misery,  woe,  and  misfortune  that  comes 
from  Monte  Cario^  where  they  say  there  is  an  average  of  a  suicide  a 
month,  to  the  effects  coming  from  a  couple  of  little  pickaninnies 
shooting  craps  for  pennies  in  a  back  alley. 

Now  I  want  to  read  a  little  further  from  Comnaissioner  Smith's 
report.  I  do  not  want  anyone  to  ask  me  what  cei:tain  of  these  terms 
or  expressions  mean,  because,  as  I  told  you,  I  understand  the  effect 
of  the  exchange  rules,  these  uneconomical  rules,  upon  the  cotton  trade 
as  affecting  both  the  producer  and  the  consumer — I  think  I  understand 
that — but  there  are  certain  phrases  used  in  transactions  which  take 
place  upon  this  great  mart  where  merchants  are  engaged  in  business 
with  which  I  am  not  familiar  and  which  I  can  not  elucidate  for  you  if 
you  ask  questions  about  them. 

Mr.  Mandelbaum.  I  think  I  have  some  questions  that  had  better 
come  in  before  you  read  that. 

Mr.  BuBLESON.  I  am  perfectly  willing  to  be  interrupted. 

Mr.  Mandelbaum.  I  want  to  ask  only  one  question,  and  I  have  to 
frame  it  a  little,  because  I  want  to  ask  you  only  one  question. 

Mr.  BuBLESON.  All  right. 

Mr.  Mandelbaum.  You  stated  at  first  that  the  cotton  exchange 
dealt  only  in  spook  and  phantom  cotton. 

Mr.  BuBLESON.  I  will  tell  you  what  I  will  do 

Mr.  Mandelbaum.  Wait,  and  let  me  ask  my  question,  and  then 
you  answer  it. 

Mr.  BuBLEsoN.  All  right,  if  I  can. 

Mr.  Mandelbaum.  After  that  you  stated  about  the  great  wrong 
that  is  brought  about  in  cotton  or  in  the  fixing  of  grades  or  valuing 
of  grades.  Of  course  the  spook  and  phantom  grades  are  not  inter- 
ested in  that;  and  in  fact,  m  accordance  with  vour  own  conclusion, 
nobody  is,  because  you  stated  that  neither  tKe  producer  nor  the 
consumer  trades  on  the  New  York  Cotton  Exchange.  Now,  if  that 
be  the  case,  they  certainly  do  not  pay  the  charges,  either  the  one  or 
the  other,  because  neither  of  them  trades  there. 

Mr.  Bubleson.  Mr.  Mandelbaum 

Mr.  Mandelbaum.  Wait  a  minute;  there  is  something  else  in  this. 
Then  comes  the  question  of  the  revision  committee  made  by  a  lot 
of  spot  men.  Now,  I  ask  you  in  all  fairness,  by  whom  should  they 
be  made  unless  by  the  men  who  are  familiar  with  the  cotton  ?  I)o 
you  want  them  made  by  the  speculator  or  the  gambler  ? 

Mr.  Bubleson.  Oh,  no. 

Mr.  Mandelbaum.  Then  by  whom  do  you  want  them  made? 

Mr.  Bubleson.  I  am  trying  to  show  here  that  the  way  you  make 
them 

Mr.  Mandelbaum.  No;  you  said  that  the  biggest  spot  dealers  in 
the  country  make  those  differences.  I  will  nail  you  down  exactly  to 
what  you  said. 

Mr.  Bubleson.  Well,  I  stick  to  that  statement. 

Mr.  Mandelbaum.  I  nail  you  to  it.  Now,  who  should  make  the 
differences — the  speculators  and  the  gamblers  ? 

Mr.  Bubleson.  That  is  not  what  I  call  them,  but  what  you  call 
them. 

Mr.  Mandelbaum.  The  speculators  and  gamblers  ?  Who  under 
heaven  should  make  them  ? 
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Mr.  BuBLEsoN.  I  can  answer  you  in  a  word.  I  think  tiiey  should 
be  made  in  accordance  with  the  law  of  supply  and  demand. 

Mr.  Mandelbatjm.  By  whom  ? 

Mr.  BuKLESON.  There  are  a  dozen  different  ways  they  might  be 
reached. 

Mr.  Manbelbaum.  By  the  gambler  and  speculator,  or  by  whom  ? 

Mr.  Burleson.  By  tne  way.  since  Mr.  Mandelbaum  has  alluded  to 
the  gambler,  I  want  to  direct  tne  attention  of  these  gentlemen  to  the 
fact  that  the  bill  introduced  by  the  chairman  of  this  committee  deals 
alone  with  the  transaction  where  the  seller  does  not  expect  to  deliver 
and  the  buyer  does  not  expect  to  receive.  A  transaction  denounced 
by  the  Supreme  Court  as  a  gambling  transaction. 

Mr.  Mandelbaum.  This  is  no  answer  to  my  question.  You  can 
go  to  that  after  you  answer  that  question.  .  i  our  oratory  must  stop 
somewhere.     ^Laughter.] 

Mr.  Heflin.  Mr.  Chairlnan,  Mr.  Mandelbaum  said  '^Who  in  hell" 
should  make  these  differences. 

Mr.  Mandelbaum.  I  did  not  say  '*Who  in  hell." 

Mr.  Neville.  He  said  '^Who  under  heaven."     [Great  laughter.] 

Mr.  Heflin.  Oh,  I  beg  your  pardon. 

Mr.  Mandelbaum.  I  said  who  imder  heaven  should  make  them. 

The  Chairman.  This  is  a  serious  matter,  gentlemen. 

Mr.  Haugen.  Have  you  any  remedy  to  suggest  ? 

Mr.  BuBLESON.  Pass  the  Scott  bill;  it  will  remedy  the  evil. 

Mr.  Haugen.  That  has  nothing  to  do  with  the  revision. 

Mr.  BuBLEsoN.  Why  ? 

Mr.  Haugen.  I  understand  this  bill  does  away  with  the  whole 
business,  the  whole  transaction  ? 

Mr.  Burleson.  Oh,  no.  It  is  directed  against  only  one  character 
of  transaction. 

Mr.  Haugen.  Oh,  yes^  it  does. 

Mr.  Burleson.  Well,  if  the  New  York  Cotton  Exchange  people  say 
that  by  the  elimination  of  transactions  which  the  Supreme  Court  of 
the  United  States  has  repeatedly  held  were  gambling  transactions 
their  business  will  be  destroyed,  then  I  say  it  ought  to  be  destroyed. 
I  direct  attention  to  the  fact  that  the  provisions  of  the  Scott  bill 
define  one  character  of  transaction,  and  is  directed  exclusively  against 
such,  *' where  the  seller  does  not  expect  to  deliver  and  wnere  the 
buyer  does  not  expect  to  receive."  If  no  such  transactions  take 
place  upon  the  cotton  exchange  in  New  York,  then  it  can  not  be  hurt. 
And  I  will  get  to  the  phantom  cotton  in  a  minute,  if  I  am  ever  per- 
mitted to  proceed. 

And  in  passing  I  desire  to  say  that  the  only  way  to  fix  these  differ- 
ences is  to  permit  the  law  of  supply  and  demand  to  fix  them. 

Mr.  Mandelbaum.  Through  whom? 

Mr.  Burleson.  For  instance,  it  might  be  ascertained  what  the 
price  of  spot  cotton  was  in  halt  a  dozen  different  markets,  the  real 
spot  cotton  markets  in  the  South,  and  average  them.  That  is  one 
way  it  could  be  done.  Or  it  could  be  done  (and  the  only  reason  why 
the  New  York  exchange  can  not  do  this  is  because  they  can  not  exist 
if  they  adopt  the  plan)  by  fixing  differences  day  by  dav  based  on  their 
spot  sales,  as  they  do  in  Liverpool.  They  can't  do  this  because  of  a 
lack  of  spot  sales. 

Mr.  Haugen.  Or  in  New  Orleans  ? 
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Mr.  Burleson.  Yes;  aa  they  do  in  New  Orleans. 

Mr.  Mandelbaum.  I  want  to  state  right  here  that  the  prices  of  the 
revision  committee  in  the  last  few  years  have  been  exactly  fixed  by 
the  ruling  price  of  the  markets  of  the  South,  and  that  the  exchange 
has  thriven  under  that  system. 

Mr.  Burleson.  *' When  the  devil  was  sick,  the  devil  a  monk  woulc 
be :  when  the  devil  was  well,  a  devil  of  a  monk  was  he.''     [Laughter. 

Mr.  Mandelbaum.  Would  you  have  them  quote  the  prices  of  ai 
grades  of  cotton  ? 

Mr.  Burleson.  I  desire  to  discuss  that  in  a  few  minutes,  and  show 
you  what  grades  of  cotton  are  actually  guoted  in  the  spot  market. 
I  will  do  so  before  I  conclude,  but  I  would  like  to  get  along  now;  there 
are  a  number  of  matters  I  want  to  direct  attention  to,  and  if  I  am  in 
error  I  want  it  pointed  out. 

Mr.  Cocks.  That  seems  to  me  one  of  the  very  important  things, 
and  I  do  not  quite  get  it  in  my  mind  yet  what  it  would  be  if  we 
eliminate  this  fixed  difference,  how  it  could  be  provided  for. 

Mr.  Burleson.  Fix  them  at  what  they  actually  are  in  the  cotton 
markets,  as  they  are  fixed  by  the  law  of  supply  and  demand. 

Mr.  Cocks.  Fix  it  each  day  ? 

Mr.  Burleson.  Yes.  each  day  as  at  Liverpool  and  New  Orleai^. 

Mr.  Cocks.  It  would  not  be  fair  to  fix  it  for  a  week  or  a  month? 

Mr.  Burleson.  Who  can  anticipate  market  conditions  that  far 
ahead  ? 

Mr.  Cocks.  You  can  average  it,  and  cotton  runs  about  such  grades, 
and  it  seems  to  me  you  could  do  that.  It  is  all  Dutch  to  me,  of 
course. 

Mr.  Burleson.  I  understand  that,  Mr.  Cocks. 

The  Chairman.  I. hope  the  gentlemen  of  the  committee  will  allow 
Mr.  Burleson  to  proceea. 

Mr.  Burleson.  This  part  of  Commissioner  Smith's  report  has 
some  bearing  on  the  matter  of  differences  and  I  was  about  to  read 
it  when  interrupted.     I  read  from  page  261  of  the  report: 

In  addition  to  the  charge  that  the  fixed-difference  system  of  the  New  York  Cottoo 
Exchange  has  tended  to  attract  mainly  the  surplus  grades  of  cotton  to  that  market, 
the  further  complaint  is  made  that  this  stock  has  been  used  by  lax^e  operators,  in  con- 
nection with  the  fixed-difference  system,  to  systematically  hammer  the  New  York 
contract  price.  It  has  already  been  shown  that  the  effect  of  differences  which  over- 
value certain  ^des  of  cotton  when  delivered  on  contract  is  to  depress  the  contract 
price.  A  etrilnng  illustration  of  this  occurred  in  the  New  York  nuurket  in  November, 
1906.  It  is  charged  that  such  sacrifice  of  contracts  as  took  place  at  that  time  has  oc- 
curred again  and  again  on  a  smaller  scale  in  the  New  York  market  as  a  result  of  improptf 
difference  in  connection  with  an  undesirable  stock  of  deliverable  cotton.  The  argu- 
ment is  that  because  the  New  York  contract  differences  frequently  overvalue  certain 
grades,  and  because  deliveries  of  cotton  are  usually  so  mixed  as  to  be  undesirable  to  the 
receiver,  holders  of  contracts,  even  though  they  were  aware  of  these  conditions  at  the 
time  they  bought  such  contracts,  nevertheless,  when  the  date  of  delivery  actually 
arrives,  are  unwilling  to  take  up  the  cotton,  but  instetad  "run  from  notices;**  that  is, 
sell  out  their  contracts  when  they  receive  notice  of  delivery  from  the  seller. 

The  chaise  here  outlined  is  substantiallv  that  large  spot  houses  on  the  New  York 
Cotton  Exchange  have  taken  advantage  of  the  general  character  of  the  New  York  stock, 
and  of  the  artificial  differences  established  by  the  New  York  CJotton  Exchange,  to 
"milk"  the  market  by  tendering  undesirable  deliveries  at  false  diflerences,  tnus 
inducing  the  buyers  of  such  contracts  to  sell  them  out  at  a  sacrifice.  In  this  case,  it 
is  alleged  J  these  same  spot  interests  have  purchased  these  contracts  at  the  decline, 
thus  making  a  profitable  turn.  It  is  alleged  that  spot  merchants  in  the  New  York 
market  have  thus  been  able  to  keep  in  their  possession  a  stock  of  cotton  and  to  use  it 
over  and  over  again  as  a  very  effective  weapon  for  clubbing  the  New  York  contract 
market. 
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Now,  is  that  true  ?  If  that  is  true,  will  anyone  say  it  is  not  a  griev- 
ous wrong  ?  Do  I  oflfer  it  as  my  ipse  dixit  ?  Why,  no ;  I  offered  it  as 
defined  by  Mr.  Smith  in  this  report.  But  suppose  my  friend  here 
says  he  will  not  accept  that  ? 

Mr.  Mandelbaum.  I  do  not  want  to  sajr  that,  but  I  say,  Did  you 
yourself  not  find  some  fault  with  some  of  his  conclusions  ? 

Mr.  BuBLESON.  I  find  fault  with  his  conclusions.  I  agree  with 
Mr.  Marsh  that  the  burden  of  marketing  the  crop  does  not  mil  on  the 
speculator,  but  is  borne  by  the  producer  and  the  consmner.  I  aCTee 
with  Mr.  Marsh  on  that,  and  not  with  Mr.  Smith.  I  accord  to  Mx. 
Smith  honesty  in  the  conclusion  that  he  reached,  but  I  do  not  agree 
with  him:  just  as  M^.  Mandelbaum  and  I  do  not  agree  about  many 
things.  It  is  the  viewpoint.  But  suppose  there  is  somebody  here 
who  says,  ''Well,  I  will  not  take  this  disinterested  government  offi- 
cial; I  decUne  to  accept  his  statement."    Then  let  me  read  you  this: 

In  this  connection  one  of  the  largest  spot  merchants  in  the  ^ew  York  market,  who 
is  also  a  member  of  the  exchange,  said 

Mr.  Mandelbaum.  Who  said  ? 

Mr.  Burleson.  Who  is  the  member?  Grentlemen,  that  is  one  of 
the  mysteries  I  am  unable  to  fathom.  I  receive  letters  from  the 
members  of  the  exchange  denoimcing  the  nefarious  practices  that 
they  sav  exist  there,  and  yet  they  are  unwiUing  to  come  forward,  and 
speak  before  this  comnuttee.  I  could  have  explained  about  the 
yellow  paper,  but  I  will  not,  because  I  am  not  authorized  to  do  so. 

Mr.  McLaughlin.  But  it  is  evidently  somebody  that  Mr.  Smith 
thinks  worthy  of  being  quoted. 

Mr.  Burleson.  Yes ;  and  who,  Mr.  Smith  says,  is  a  large  spot  dealer 
and  a  member  of  the  exchange. 

Mr.  McLaughlin.  Or  he  would  not  have  quoted  him. 

Mr.  Burleson.  I  so  understand  it. 

Mr.  McLaughlin.  Let  us  see  what  he  says. 

Mr.  Burleson.  Unless  Mr.  Smith  is  a  liar,  he  is  a  large  spot  dealer 
and  a  member  of  the  exchange.  Are  you  not  willing  to  take  out  of 
the  mouths  of  these  people  themselves  what  they  say  about  it: 
when  the  spinners  themselves  come  here  pleading  that  they  be  rehevea 
of  this  great  burden  that  has  been  placed  upon  them?    He  says: 

In  this  connection  one  of  the  largest  spot  merchants  in  the  New  York  market,  who 
L**  ab»o  a  member  of  the  exchange,  said:  "There  is  no  question  but  that  there  is  a  large 
amount  of  that  (i.  e.,  inferior  cotton)  here.  These  men  who  get  control  of  a  lot  of  con- 
tracts and  want  to  weaken  the  market — that  is,  the  spot  brokers." 

That  is,  the  spot  brokers  want  to  weaken  the  naarkct;  these  large 
spot  dealers,  nine  of  them,  on  the  revision  committee,  who  want  to 
weaken  the  market  before  they  buy — ought  such  power  to  rest  with 
men  who  are  buying  the  product  of  a  helpless  people,  to  weaken  the 
market  price  and  then  buy  ?  I  want  some  man  with  a  conscience  to 
answer  tnat  question.  Should  this  be  permitted  ?  Hear  the  further 
reading  from  this  member  of  the  exchange: 

These  men,  who  get  control  of  a  lot  of  contracts  and  want  to  weaken  the  market — 
that  is,  the  spot  brokers— do  not  want  to  handle  and  finance  actual  cotton.  They  will 
throw  a  lot  of  this  stuff  over  which  they  have  got  to  transfer  to  a  different  month  or 
themselvee  finance  it.  This  has  been  acting  as  a  club,  and  I  think  it  is  one  of  the  worst 
features  of  the  exchange.  A  combination  will  ^et  together  a  lot  of  this  low-grade 
cotton,  and  before  notice  day  there  would  be  a  high  market  and  they  would  throw  it 
right  on  Uie  market,  and  of  course  it  would  force  the  market  down — sometimes  a  half 
a  cent. 
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Q.  And  then  tliey  take  back  their  contracts? — ^A.  Yee;  and  very  often  at  a  lower 
price  and  thereby  make  what  is  called  a  'Hum/'  They  mig^t  have  sold  short  and 
they  throw  this  low  cotton  on  the  market  and  lower  the  price  a  hall  a  cent  soul  then 
but  it  in  again. 

Q.  Has  that  been  an  extensive  practice? — ^A.  Right  along. 

Q.  So  that  the  same  cotton  has  been  sold  again  in  this  way  a  great  many  times? — ^A. 
Without  question.  • 

The  Chairman.  Let  me  interrupt  yoU  there  to  make  a  sugg^tion. 

Mr.  Burleson.  With  pleasure. 

The  jDhairman.  I  thi^ik  the  committee  is  quite  willing  to  a^ee  to  a 
proposition  which  nobody  would  deny,  that  with  fixed  differences 
which  did  not  represent  actual  commercial  relations  between  ^ades, 
manipulation  might  be  possible  under  which  the  market  could  oe  un- 
fairly depressed  or  advanced. 

Mr.  BtJRLESON.  It  is  undeniably  true. 

The  Chairman.  And  the  emphasis  which  you  have  laid  upon  the 
proposition  I  think  might  perhaps  fairly  warrant  the  conclusion  that 
if  this  one  wrong  practice  could  be  remedied,  you  might  have  no  objec- 
tions to  the  ex<3iai^e. 

Mr.  Burleson.  Oh,  no;  there  are  many  others. 

The  Chairman.  And  I  think  before  you  close  it  would  be  a  good 
idea  for  you  to  bring  up  other  reasons,  u  you  have  any  other  reasons. 

Mr.  Burleson.  I  have.  I  think  this  is  the  most  indefensible 
practice  of  the  exchange  under  their  rules.  And  I  contend  it  can  not 
correct  it ;  that  is  the  point  I  make.  The  New  York  Exchange  can  not 
abandon  this  system  of  fixed  differences,  because  if  it  did  it  could  not 
draw  cotton  to  New  York  upon  which  to  bank  as  a  reserve;  it  must 
have  a  certain  amount  of  actual  cotton  in  New  York  or  it  can't 
operate.  It  canH  draw  this  cotton  there  if  it  abandons  its  practice 
of  overvaluing  certain  grades.  That  is  the  point  that  I  make,  and 
it  can  not  be  gotten  away  from. 

Mr.  Beall.  Bearing  on  the  question  of  this  quotation  that  Mr. 
Burleson  has  just  read,  I  notice  that  it  is  in  the  form  of  question  and 
answer.     This  statement  must  have  been  made  in  some  investigation. 

Mr.  Burleson.  Yes,  sir;  an  investigation  by  Mr.  Herbert  Knox 
Smith,  and  he  put  the  questions  and  answers  m  this  report  so  that 
you  could  get  exactly  at  the  meaning  of  the  member  of  tne  exchange 
who  was  speaking. 

The  Chairman.  Were  the  witnesses  under  oath  ? 

Mr.  Burleson.  I  do  not  know  whether  they  were  or  not;  but  they 
are  a  lot  of  reputable  merchants  who,  when  the  suggestion  was  made 
that  there  might  be  transactions  through  the  exchange  where  there 
was  no  expectation  of  delivery  or  receipt  of  the  actual  cotton,  became 
much  offended.  Now  I  will  proceed  to  other  matters,  although  I  have 
not  exhausted  this  subject  of  fixed  differences. 

Mr.  Lever.  I  would  Uke  you,  before  you  get  away  from  that  point, 
to  answer  this  question.  Why  is  it  necessary  to  keep  a  reserve  oi 
cotton  in  New  iprk? 

Mr.  Burleson.  Because  they  are  bound  to  have  a  certain  amount 
of  cotton  there  to  tender  on  these  future  contracts  if  the  cottoil  should 
be  demanded.  And  now,  right  on  that  point,  how  many  bales  on 
contracts  are  demanded  ?  I  want  to  be  perfectly  fair  to  the  exchange 
about  it;  I  want  to  take  what  they  say  about  it  themselves.  On 
page  264  we  find  table  No.  23,  which  is  headed  **Total  tenders  of 
cotton  on  contract  in  New  York  and  contract  deliveries  in  New 
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Orleans,  crop  years  1892-93  to  1906-7."  These  are  the  last  data  that 
I  have  on  the  subject  at  hand.  This  was  in  the  year  1906-7,  the  year 
that  we  raised  the  14,000,000-bale  crop,  the  big  crop;  and  when  Mr. 
Neville  was  before  you  the  question  was  asked  now  many  bales  were 
annually  delivered  on  contract,  and  he  said  about  500,000.  That 
does  not  mean  500,000  bales  of  cotton.  Oh,  no!  I  read  from  page 
264,  of  the  Smith  report: 

It  may  be  noted  that  theee  large  tenders  o!  cotton  at  New  York  unqueetionably 
mean  that  a  considerable  amount  of  cotton  was  retendered  again  and  again,  since  for 
several  years  the  total  tenders  at  New  York  have  greatly  exceeded  the  total  amount 
of  cotton  certificated  by  the  inspection  bureau  of  the  New  York  Cotton  Exchange. 

Now,  out  of  their  own  establishment  comes  this  information,  and 
surely  they  can  not  be  heard  to  deny  it. 

Mr.  Mandelbaum.  Can  you  not  include  New  Orleans,  too  ? 

Mr.  Burleson.  New  Orleans  is  pitiful. 

Mr.  Mandelbaum.  That  is  a  spot  market.  I  want  you  to  read 
that,  too. 

Mr.  Burleson.  The  New  Orleans  spot  market  is  one  thing,  and 
the  New  Orleans  Cotton  Exchange  dealing  in  future  contracts  is  quite 
another.  I  hold  no  brief  for  the  defense  of  the  New  Orleans  Cotton 
Exchange.  If  it  can  not  exist  under  the  operation  of  the  Scott  bill, 
let  it  go  out  of  business,  and  I  hope  it  will. 

Now,  how  many  bales  are  handled  on  the  New  York  Cotton 
Exchange  on  these  contracts  ?  That  is  an  interesting  question.  We 
have  had  some  difficulty  in  getting  these  figures.  1  want  to  show 
you,  and  I  think  I  can,  to  your  satisiaction,  approximately  how  many 
there  were. 

Mr.  Bball.  This  number  that  you  have  read  is  the  number 
tendered,  not  the  number  delivered  ? 

Mr.  BuBLEsoN.  No,  sir. 

Mr.  Beall.  Then,  although  the  same  bale  might  be  deUvered  over 
and  over,  this  is  the  total  number  tendered. 

Mr.  Mandelbaum.  DeUvered. 

Mr.  Beall.  Well,  is  it? 

Mr.  Mandelbaum.  Yes. 

Mr.  Beall.  It  does  not  mean  actual  deUverv. 

Mr.  BuKLESON.  I  will  read  this  which  is  handed  to  me  by  Mr. 
Beall,  which  is  particularly  apropos: 

It  should  be  emphasized  that  the  figures  given  for  the  New  York  Exchange  are  not 
necessarily  actual  deliveries  of  cotton  on  contract,  but  the  total  of  notices  of  delivery; 
in  other  words,  the  total  does  not  mean  that  there  was  an  actual  transfer  of  ownership 
of  cotton  to  the  extent  of  the  figures  given. 

Mr.  Mandelbaum.  That  is  absolutely  wrong.  I  will  state  that 
under  oath. 

Mr.  Burleson.  I  am  perfectly  wiUing  to  take  it  as  Mr.  Mandelbaimi 
wants  it. 

The  Chairman.  There  is  no  controversy  over  the  proposition  that 
an  enormouslv  greater  number  of  bales  are  dealt  in  than  are  actually 
deUvered.    Tnere  is  no  question  about  that. 

Mr.  Mandelbaum.  Yes. 

Mr.  Burleson.  There  is  no  Question  about  that.  We  have  had 
Mr.  Hubbard,.  Mr.  Neville,  Mr.  Mandelbaum,  and  Mr.  Marsh  before 
the  committee,  and  we  have  struggled  to  find  out  how  many  bales 
are  bought  and  sold,  and  I  want  to  say  in  that  connection  that  every 
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future  transactioji  on  the  New  York  exchange  exercises  its  influence 
ultimately  upon  the  market  price  of  cotton.  I  lay  down  that  propo- 
sition ana  do  not  think  it  can  be  refuted.  The  particular  innuence 
exerted  by  an  isolated  transaction  may  be  imperceptible,  but  ulti- 
mately this  transaction  enters  into  an  aggregate  which  finally  either 
depresses  the  price  or  raises  it.  There  can  be  no  question  about  that. 
The  question  is  how  many  of  these  transactions  take  place. 

Mr.  Cocks.  What  would  be  the  objection  to  that  from  an  economic 
point  of  view  ? 

Mr.  Burleson.  It  does  not  make  any  difference  whether  we  object 
to  it  or  not.     It  is  a  law  of  trade. 

Mr.  Cocks.  Whom  does  it  hurt  ?    That  is  what  I  mean. 

Mr.  Burleson.  If,  imder  the  rules  and  operations  of  the  principal 
exchange,  where  these  future  contracts  are  dealt  in,  it  exercises  a 
depressing  influence  upon  the  market  price  of  spot  cotton;  it  hurts 
the  producer.  If  it  has  the  reverse  result,  it  hurts  the  spinner. 
Speaking  for  the  producer,  I  want  to  say  that  he  does  not  desire  an 
abnormal  price,  an  unnatural  price,  or  an  artificial  price  for  his  cot- 
ton. All  he  wants  is  the  price  fixed  by  the  legitimate  law  of  supply 
and  demand. 

Mr.  Mandelbaum.  One  question,  Mr.  Burleson.  According  to  your 
explanation  that  you  have  given  us,  we  depress  the  price  if  we  deliver 
cotton  and  we  do  something  wrong  when  we  do  not  deliver  it.  Now, 
will  you  kindly  point  out  what  we  should  do  ? 

Mr.  Burleson.  Abandon  your  present  practices. 

Mr.  Beall.  Turn  from  the  evil  of  your  ways. 

Mr.  Burleson.  Yes,  turn  from  the  evil  or  your  ways.  But,  Mr. 
Chairman,  we  are  trying  to  get  at  how  many  bales  of  this  spook  cot- 
ton are  annually  bought  and  sold.  I  want  to  distinguish  between 
the  phantom  cotton  and  the  bales  tendered  on  contracts,  and  I  will 
approximately  arrive  at  the  truth.  Of  course  it  rests  with  these 
gentlemen  alone  to  tell  us  the  real  facts.  They  say  they  can  not  do 
it.  Consequently  we  must  enter  upon  a  process  of  reasoning  and 
get  at  the  facts  as  best  we  can.  We  knew  these  annual  sales  until 
they  adopted  the  fixed  difference  system  in  1897,  but  since  then  we 
do  not  know;  but  when  that  practice  was  adopted,  undoubtedly,  as 
admitted  by  everybody,  it  greatly  stimulated  speculation  in  cotton. 
Now,  how  many  bales  were  Bought  and  sold  the  last  year  of  which  we 
have  the  record  ?  But  I  will  not  take  the  last  year.  The  last  year 
was  not  satisfactory  to  them,  and  that  was  the  reason  they  adopted 
the  fixed  difference  system;  consequently  it  is  not  fair  to  take  the 
last  year.  I  am  going  to  take  the  year  before  the  last,  and  use  figures 
the  exchange  itself  has  furnished. 

Mr.  Sims.  By  '*the  last  year*'  you  mean 

Mr.  Burleson.  The  last  year  before  the  New  York  Exchange 
adopted  the  fixed  difference  system,  in  1896.  In  1896  there  was  a 
total  crop  of  7,140,000  bales.  That  year,  according  to  their  own 
admissions,  they  sold,  for  future  deUvery  on  the  New  York  Cotton 
Exchange,  56,469,000  bales,  with  a  crop  of  7,140,000.  The  total 
crop  in  1906,  speaking  in  round  numbers,  was  practically  doubled,  or 
14,000,000  bales.  Remember  that  the  adoption  of  the  fixed  difference 
system  greatlv  stimulated  speculation.  At  the  lowest,  allowing  for 
no  increase  or  speculation,  we  have  100,000,000  bales  of  future  con- 
tracts bought  and  sold  on  the  exchange  for  that  year.    Am  I  not 
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fairly  justified  in  this  estimate  ?  Mr.  Marsh  was  asked  what  was  an 
ordinary  day's  transactions  on  the  exchange.     He  said  350,000  bales. 

Mr.  Beall.  He  said,  in  answer  to  Mr.  Lever's  question,  that  that 
would  be  a  normal  day's  transactions. 

Mr.  Burleson.  Three  hundred  and  fifty  thousand  bales  in  one  day. 
What  would  be  an  active  day,  he  was  asked.  He  said  that  1,000,000 
bales  would  be  an  active  day.  Now,  gentlemen,  are  we  justified  in 
this  estimate  ?  Are  we  not  moderate  wnen  we  fix  its  annual  sales  and 
purchases  at  100,000,000  bales?  Knock  off  10,000,000  and  say  it  is 
90,000,000  bales. 

Mr.  Sims.  May  I  ask  you  a  question  there  right  on  that  line  ? 

Mr.  Burleson.  Yes. 

Mr.  Sims.  I  want  to  ask  you  if  ujjon  the  average  the  entire  certifi- 
cated stock  in  New  York  is  not  sold,  in  and  out,  every  day  of  the  year? 

Mr.  Burleson.  Yes,  it  usually  has  about  130,000  bales  in  its  ware- 
houses— an  ordinary  day's  salfes  is  about  350,000  bales. 

The  Chairman.  Let  me  suggest  again  that  that  is  not  the  contro- 
verted point,  and  let  us  not  spena  any  more  time  on  it.  It  is  5 
o'clock  already.     How  soon  can  you  complete  your  speech  t 

Mr.  Burleson.  I  have  no  set  speech. 

Mr.  Mandelbaum.  I  thought  you  were  only  going  ta  speak  for 
thirty  minutes. 

Mr.  Haugen.  You  stated  that  we  had  difficultv  in  finding  out  the 
number  of  bales  bought  and  sold  on  the  New  York  Cotton  fbcchange. 
I  think  that  you  want  to  be  fair.  They  were  very  candid  in  giving 
that  information. 

Mr.  Burleson.  Yes;  I  said  they  could  not  give  the  aggregate. 
I  did  not  understand  either  one  of  them  to  give  an  aggregate.  If  he 
did,  I  beg  his  pardon. 

Mr.  Haugen.  His  statement  was  corroborated  by  the  statement  of 
Mr.  Lever. 

Mr.  Burleson.  I  am  accepting  his  statement  as  to  a  normal  day's 
trade,  and  I  have  based  nay  calculation  on  it. 

Mr.  Haugen.  I  rather  inferred  from  what  you  said  that  this  infor- 
mation had  been  furnished  reluctantly. 

Mr.  Burleson.  I  say  we  have  had  some  difficulty  in  getting  at  the 
annual  sales.  We  have  not  gotten  it  at  all.  They  have  not  given  it 
to  us.  I  will  not  assign  any  reason  for  their  failure  to  do  so.  Now, 
how  many  bales  of  cotton  were  hedged  during  the  year  ?  How  many 
is  it  possible  for  them  to  have  hedged  ?  Let  us  take  the  90,000,000 
bales  of  futures,  how  many  of  this  number  was  it  possible -for  them  to 
have  hedged?  We  spun  in  this  country  about  6,000.000  bales  of 
cotton.  We  all  know,  Mr.  McCall  says,  that  thousanas  of  spinners 
do  not  hedge  at  all.  6ut  for  argument's  sake,  take  every  single  bale 
that  was  used  here,  and  eliminate  the  Liverpool  Exchange  and  elimi- 
nate the  New  Orleans  Exchange,  and  say  that  it  was  all  hedged  in 
New  York,  this  whole  6,000,000  bales  that  was  consumed  here  m  the 
United  States,  that  would  give  us  only  12,000,000  bales  hedged, 
6,000,000  bales  bought  and  6,000,000  bales  sold.  Now  take  the 
12,000,000  bales  of  hedges  from  90,000,000  bales  of  futures  dealt  in 
and  it  leaves  78,000.000  bales  of  phantom  cotton  dealt  in.  Now, 
can  this  conclusion  be  escaped  ?  If  so,  I  would  like  the  error  to  be 
pointed  out  by  someone  right  now. 
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Mr.  McLaughlin.  Without  expressing  an  opinion,  suppose  it  was 
to  be  conceded  that  a  very  large  part  or  the  transactions  on  that  ex- 
change were  speculations,  that  they  were  dealing  in  phantom  cotton, 
that  their  transactions  were  mereljr  a  bet  as  to  what  quotations  woxUd 
he  at  a  future  day,  just  as  we  might  bet  on  what  the  temperature 
would  be  on  the  1st  day  of  next  July.  What  do  vou  say  to  the  propo- 
sition that  the  cotton  exchange  is  necessary  and  does  good  as  a  pro- 
tection to  the  producer  and  U)  the  consumer  of  cotton,  because  the 
prices  prevailing  do  bear  some  relation  to  the  actual  value  as  it  might 
oe  determined  by  the  supply  and  demand,  and  is  practically  the  only 
means  that  the  producer  nas  of  learning  tne  prices  and  that  he  would 
be  at  the  mercy  of  the  spinner,  and  so  on,  if  there  were  no  such  system ; 
that  the  cotton  exchange  really  serves  a  good  purpose  ?  Suppose  it 
to  be  conceded  that  all  you  speak  of  is  true,  what  do  you  say  as  to  the 
good  that  is  claimed  for  it  ? 

Mr.  BuKLESON.  The  only  justificaticm  that  they  claim  for  it  them- 
selves is  the  protection  it  affords  as  a  place  for  hedging,  and  I  contend 
that  according  to  their  own  figures,  with  the  fluctuations  that  con- 
stantly take  place  and  the  wide  margins  that  exist  between  the  price 
of  futures  and  the  price  of  spots,  that  it  really  affords  no  hedge. 

The  Chaieman.  It  appears  that  you  will  not  be  able  to  answer  that 
question  to-night. 

Mr.  Burleson.  It  will  take  quite  an  elaborate  discussion  to  do 
that;  but  there  is  one  other  phase  that  I  would  Uke  to  present,  and 
then  I  will  stop. 

Mr.  Mandelbaum.  One  question  about  that  phantom  cotton. 
Suppose  I  sell  a  horse  to  Mr.  Lever,  and  he  seUs  it  to  the  next  gentle- 
man, and  the  next  gentleman  sells  it  to  the  chairman,  and  the  chair- 
man sells  it  to  Mr.  Cocks.  Are  four  of  those  horses  phantom  horses  ! 
PLiaughter.] 

Mr.  Burleson.  No,  and  I  would  not  so  claim. 

Mr.  Neil.  The  committee  has  given  the  other  side  a  good  deal  of 
time  on  this  proposition,  and,  if  it  is  not  trespassing  upon  the  commit- 
tee too  much,  I  would  ask  that  Mr.  Burleson  have  time  to-morrow  to 
conclude  his  speech. 

Mr.  Bltilbsgn.  I  reaUze,  Mr.  Chairman,  that  the  date  set  for  hear- 
ing the  representatives  of  the  grain  exchanges  is  to-morrow,  but  I 
want  to  discuss  the  hedjging  faciUties  of  the  New  York  Cotton  Ex- 
change, and  I  do  not  beUeve  I  can  do  it  at  this  late  hour  with  fairness 
to  the  committee  or  myself. 

The  Chairman.  I  beUeve  the  committee  would  Uke  to  have  Mr. 
Burleson  answer  the  question  which  has  just  been  asked  him.  It  is 
very  true  that  we  have  heard  the  gentlemen  representing  the  cotton 
exchange  for  the  last  five  or  six  days,  but  it  is  only  fair  to  state  that 
the  time  has  been  pretty  evenly  divided,  because  they  were  engaged 
in  answering  questions  which  the  members  of  the  committee  a^ed 
for  the  purpose  of  eUciting  information,  so  that  I  think  the  time  has 
been  fairly  divided,  so  far  as  that  is  concerned.  But  that  is  not  the 
question.  What  the  committee  desires  is  to  get  information,  no 
matter  from  whom  it  comes,  and  if  there  is  not  objection,  I  think  it 
might  be  understood  that  Mr.  Burleson  will  have  some  time  to-morrow 
momiM. 

Mr.  Burleson.  If  you  will  give  me  twenty  minutes  without  inter- 
ruption, I  can  finish  what  I  have  to  present. 
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The  Chairman.  Suppose  we  have  it  understood  that  he  shall  have 
thirty  minutes  in  the  morning  to  conclude  his  remarks,  and  at  the  con- 
elusion  of  his  remarks  there  are  a  few  questions  that  I  desire  to  ask 
Mr.  Marsh  or  some  other  gentleman,  and  perhaps  other  members  of 
the  committee  will  have  Questions  they  would  like  to  ask,  so  that  on 
the  whole  we  will  extend  tnis  hearing  for  an  hour,  and  take  that  much 
time  off  the  time  of  the  grain  men  to-morrow  morning. 

Mr.  Burleson.  Will  you  permit  me  to  present  one  further  matter 
at  this  time  ?    It  will  take  only  a  few  minutes  to  do  so. 

Mr.  Mandelbaum  asked  about  phantom  horses,  and  did  it  hurt 
anybody?  Let  us  see  whether  such  transactions  hurt  anybody. 
Wnat  are  the  effects  of  these  transactions  ?  Have  I  not  read  of  the 
effects  of  manipulation  by  large  spot  buyers,  members  of  the  cotton 
exchange,  who  are  also  members  of  the  revision  committee  ?  Have  I 
not  shown  that  they  can  hammer  prices  of  futures  down  ?  If  I  have, 
then  we  are  face  to  face  with  the  question.  Does  the  price  of  futures 
control  the  price  of  spots,  or  does  the  price  of  spots  control  the  futures? 
as  these  gentlemen  have  so  very  earnestly  contended  here.  I  can 
show  you  in  Commissioner  Smith's  report,  where  the  statement  b 
made  that  the  prices  of  spots,  if  not  controlled  by  futures,  are  largely 
influenced.    This  report  says  on  this  subject: 

A  tact  oi  great  importance  in  this  discuasion  is  that  the  prices  paid  by  cotton  mer- 
chants for  a  laige  part  of  the  cotton  crop  are  based  directlv  upon  tne  future  quotations 
of  some  cotton  exchange.  It  is  imperative  that  this  be  kept  clearly  in  mind.  Such 
merchants  send  their  buying  agents  directly  to  the  large  plantations,  or  to  the  small 
country  towns  where  cotton  is  brought  in  from  farms  in  wagonloads  of  a  few  bales  each. 
Instead  of  instructing  these  agents  to  pay  a  flat  price  for  cotton,  such  merchants  usually 
direct  them  to  make  their  purchases  within  a  certain  number  of  points  '^on ''  or  *'off  " 
(above  or  below)  some  cotton-exchange  quotations  of  futures.  These  points  on  or  off 
are  known  as  ''limits.'' 

I  am  not  going  to  ask  you  to  accept  this  statement.  You  heard 
Mr.  Parker  say  mat  instruction  coming  from  New  York  merchants, 
lai]ge  spot  operators,  to  buy  spot  cotton  was  usually  to  h\ij  it,  so  many 

?>ints  on  or  off  futures.  I  will  not  ask  you  to  accept  his  statement, 
ou  heard  Mr.  Lathrop,  in  reply  to  a  question,  state  that  frequently 
orders  came  to  him,  ^*Duy  spot  cotton,  so  many  points  on  or  on 
futures."  I  will  not  ask  you  to  take  his  testimony.  I  think,  how- 
ever, I  have  the  right  to  ask  your  acceptance  of  the  testimonv  I  now 
offer.  One  of  the  ablest  and  most  earnest  defenders  of  the  New 
York  exchange,  who  was  in  the  thick  of  the  fray  at  the  time  of  the 
Hatch  and  the  George  bills,  was  the  firm  Latham,  Alexander  &  Co. 
Mr.  Latham  and  Mr.  Alexander  are  both  dead,  but  the  firm  is  still 
conducted. 

Mr.  Neville.  No,  it  is  not. 

Mr.  BuKi-ESON.  Well,  if  it  is  not  conducted,  there  is  some  member 
of  your  exchange  operating  under  their  name. 

The  C^AiUBfAN.  That  is  an  immaterial  matter. 

Mr.  BuBLESON.  It  is  immaterial,  for  I  hold  in  my  hand  a  pamphlet 
defending  the  New  York  Exchange,  which  was  mailed  from  one  end 
of  this  country  to  the  other  last  year,  containing  a  discussion  of  this 
matter  and  prepared  by  Latham,  Alexander  &  Co.  This  was  issued 
and  bears  date  March  16,  1908. 

Mr.  Sims.  Mr.  Latham  has  only  recently  died. 

Mr.  Burleson.  I  do  not  know  when  he  died,  but  he  was  a  member 
of  the  exchange  at  the  time  this  statement  was  issued.     He  was  put 
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forward  to  attack  these  bills,  and  when  speeches  were  made  two  years 
ago  attackinjg  the  exchanges  the  first  document  received  by  Members 
or  Congress  in  defense  of  the  New  York  Cotton  Exchange  was  issued 
by  Latham,  Alexander  (&  Co.  I  read  from  this  defense  of  the  exchange 
by  one  of  its  members: 

If  there  were  other  exchanges  throughout  the  United  States  dealing  in  cotton  for 
future  delivery,  they  would  nave  to  look  to  the  controlling  market,  which  is  New 
York,  for  quotations. 

That  shows,  first,  just  what  I  have  contended  all  the  time,  that  the 
New  Orleans  Cotton  Exchangee  is  completely  overshadowed  by  the 
colossal  New  York  affair,  that  it  merely  trails  along  in  the  wake  of  the 
New  York  concern.     Now,  let  us  see  what  else  he  says: 

The  price  of  cotton  contracts — 

Not  spot  cotton — ^but  the  price  of  cotton  contracts,  futures — 

in  New  York  oftentimes  controls  the  price  of  cotton  in  the  whole  world,  because  this 
city  is  presumed  to  know  more  about  the  supply  than  any  other,  and  our  operations 
and  dealings  are  therefore  generally  followed. 

There  you  have  it — the  price  of  futures  oftentimes  controls  the 
price  of  spot  cotton  throughout  the  world. 

The  issue  is  fairly  raised,  and  bearing  on  it  Mr.  Parker  tells  you  that 
futures  exercise  a  controlling  influence  on  spot,  that  merchants  in  the 
South  buy  spots  so  many  points  on  or  off  futures,  ifr.  Latham  says 
that  that  is  frequently  the  practice.  Conmiissioner  Smith,  in  his  re- 
port, says  that  futures  exercise  a  psychological  influence  over — does 
not  control  absolutely  but  exercises  great  iimuence  over — the  price  of 
spot  cotton,  and  last  we  have  Latham,  Alexander  &  Co.  in  this  defense 
of  the  New  York  Cotton  Exchange,  admitting  that  futures  control  the 
price  of  spots  and  not  spots  the  price  of  futures. 

Now,  gentlemen,  I  am  going  to  testify  myself.  Not  once,  not 
twice,  but  many  times  has  this  happened.  I  seU  cotton  in  Waco, 
Tex.,  where  I  believe  Mr.  Neville  has  an  agent.  That  is  my  market 
place.  I  do  not  sell  it  myself.  The  man  wno  manages  the  plantation 
and  ia  associated  with  me  sells  it.  I  have  stood  by  his  shoulder 
dozens  of  times  and  heard  him  ask  the  cotton  buyer  over  the  phone 
'*What  wiU  you  give  for  cotton  this  morning?"  The  answer  would 
be,  ''I  can  not  make  you  an  offer  because  I  have  not  heard  from 
New  York." 

Mr.  Cocks.  Would  not  they  make  any  price  ? 

Mr.  Burleson.  Oh,  yes;  but  he  knew  that  we  are  not  fools;  that 
we  wanted  approximately  what  the  cotton  was  worth. 

Mr.  Mandelbaum.  You  wanted  what  the  cotton  was  worth  t 

Mr.  Burleson.  Yes^  we  wanted  the  highest  price  we  could  get. 

Mr.  Mandelbaum.  You  did  not  want  to  sell  it  for  nothing? 

Mr.  Cooks.  It  seems  to  me  that  would  apply  to  everything  on 
earth. 

Mr.  Burleson.  Then  you  admit,  you  concede  the  proposition,  that 
futures  control  the  price  of  spots  ? 

Mr.  Mandelbaum.  So  far  as  you  are  concerned,  yes.  You  would 
not  seU  before  you  got  that  quotation. 

Mr.  Cocks.  That  is  evidently  true  so  far  as  you  are  concerned. 

Mr.  Bltileson.  Not  once,  not  twice,  but  hundreds  of  times  has 
that  happened,  and  my  practice  is  not  different  from  others.  The 
cotton  buyers  would  say  We  can  not  give  you  the  price,  because  we 
have  not  heard  from  tne  market;"  ana  then  when  this  information 
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would  come,  we  would  frequently  be  told  '*If  jrou  had  called  us  up 
yesterday,  we  could  have  given  you  so  many  pomts  more  than  we  can 
this  morning,  because  the  market  has  dechned  to  that  extent/' 

Mr.  Cocks.  Would  not  that  have  been  a  stand  off,  then?  What  is 
the  difference  ?  If  you  had  sold  yesterday,  somebody  else  would  have 
been  out. 

Mr.  Burleson.  It  sometimes  was  a  stand  off  to  the  extent  of  $2  a 
bale  to  me — $2  less,  because  futures  in  New  York  had  dechned. 

Mr.  Cocks.  But  if  you  had  sold  yesterday,  you  would  have  made  $2 
a  bale. 

Mr.  Howell.  What  is  to  hinder  you  from  taking  out  contracts  with 
the  actual  consumer — the  mill  ? 

Mr.  Burleson.  The  trade  conditions  do  not  permit  it. 

Mr.  Howell.  Upon  the  actual  demand  ? 

Mr.  Burleson.  The  bulk  of  the  cotton  crop  is  made  bv  small 
producers.  There  are  very,  very  few  men  who  make  100  bales  of 
cotton,  and  mill  owners  buy  in  100  or  500  bale  lots.  My  colleague, 
Mr.  Beall,  represents,  as  I  said  a  moment  ago,  the  largest  cotton- 
producing  County  in  the  world.  I  should  liEe  Mr.  Beall*  to  state 
approximately  what  per  cent  of  farmers  in  his  county  make  100  bales 
of  cotton. 

Mr.  Beall.  I  should  say  not  over  5  per  c^nt ;  perhaps  not  more  than 
2  per  cent. 

Mr.  Howell.  You  failed  to  state,  when  vou  said  that  you  wanted 
to  hear  the  price  of  cotton.in  New  York,  at  Waco,  that  it  was  the  price 
of  futures. 

Mr.  Burleson.  Of  course,  that  cotton  buyer  had  instructions  to  buy 
within  certain  hmits — so  many  points  off  or  on  the  future  price. 

Mr.  Mandelbaum.  You  wanted  to  sell,  did  you  not,  and  you  would 
not  sell  until  you  got  that  price  ? 

Mr.  Burleson.  I  wanted  to  sell  and  I  wanted  to  get  the  best 

Erice  I  could.  I  must  profess  my  profound  astonishment  when  I 
eard  even  an  attempt  at  denial  of  the  proposition,  not  that  futures 
absolutely  controlled  spots  (because  they  do  not),  but  that  they 
exercise  a  controlling  influence  oyer  tbe  price  of  spots;  and  no  candid, 
fair-minded  man  ought  to  deny  it. 

Mr.  Beall.  On  what  was  that  bid  on  your  cotton  based  ? 

Mr.  Burleson.  It  was  based  upon  the  price  of  future  contracts 
in  New  York.  There  is  no  doubt  about  it  that  large  spot  dealers 
in  New  York  and  elsewhere  send  out  instructions.  I  am  able  to 
state  it.  I  have  seen  such  instructions  time  and  time  again — instruc- 
tions to  buy  cotton  at  so  manv  points  on  or  off  futures. 

Mr.  Cocks.  Suppose  we  admit  that;  I  understand  that.  That  is 
simple  and  plain.  What  I  can  not  understand  is  how  you  are  hurt 
any.    Suppose  spots  are  the  basis,  how  are  you  hurt  ? 

Mr.  Burleson.  Under  the  operation  of  the  rules  of  the  New  York 
Cotton  Exchange  one  large  operator  on  the  exchange  can  depress 
the  price  of  futures.  I  tmnk  I  have  shown  it  here.  If  I  have  not 
shown  that,  then  I  do  not  think  that  any  proposition  is  susceptible 
of  demonstration.  I  have  shown  it  by  Commissioner  Smithes  report, 
by  spinners,  by  cotton  merchants,  and  by  the  confessions  of  the 
memoers  of  the  exchange. 

Mr.  Cocks.  Probably  you  have,  but  my  mental  capacity  has  not 
been  able  to  grasp  it  thoroughly.     It  seems  to  me  you  are  only  on 
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all  fours  with  the  man  who  has  a  carload  of  cattle  and  he  calk  up 
on  the  telephone  and  wants  to  know  what  the  market  is,  and  be 
ships  to  Kansas  City  and  the  market  has  dropped  2  or  3  cents 
while  the  cattle  are  on  the  way,  and  he  loses  that  much.  What  is 
the  difference  ? 

Mr.  Burleson.  One  is  operating  in  the  actual  cattle,  and  the 
price  is  offered  for  actual  cattle  by  the  man  who  is  going:  to  buy  these 
cattle  from  him.  In  the  other  case  the  man  who  is  selling  the  cotton 
is  compelled  to  take  a  price  for  his  spot  cotton,  for  his  actual  cotton, 
that  is  influenced  by  the  price  of  a  future  contract  which  has  been 
fixed  in  New  York,  which  has  been  manipulated,  which  may  have 
been  hammered  down  by  the  very  man  offering  to  buy  tlie  spot 
cotton. 

Mr.  Cocks.  The  shipper  of  the  cattle  believes  that  the  price  of 
his  cattle  is  fixed  by  the  beef  trust. 

.  Mr.  Burleson,  bh,  well.  I  think  there  is  no  analog}^  between 
the  two  cases. 

Mr.  Cocks.  I  wanted  to  know  what  you  think  would  happen  if 
you  had  not  a  cotton  exchange  ? 

Mr.  Burleson.  Then  prices  would  be  regulated  by  the  law  of  supply 
and  demand. 

Mr.  Cocks.  Why  does  not  the  law  of  supply  and  demand  regulate 
it  now  ? 

Mr.  Burleson.  Because  of  these  unnatural  conditions  which  are 
brought  about  under  the  rules  of  the  cotton  exchanges  dealing  in 
futures. 

Mr.  Cocks.  Why  does  not  the  same  thing  happen  in  regard  to 
cattle? 

Mr.  Burleson.  Because  they  have  no  exchange  on  which  cattle 
can  be  gambled  in,  as  they  gamble  in  cotton. 

Mr.  Cocks.  But  the  trust  affects  that  in  the  same  way.  Would  it 
not  be  possible  for  the  same  thing  to  exist  in  the  cotton  market  ? 

Mr.  Burleson.  There  is  a  dinerent  economic  principle  involved 
there,  entirely.  With  the  permission  of  the  chairman,  I  Will  now 
suspend  until  to-morrow  morning. 

(At  5.30  o'clock  p.  m.  the  committee  adjourned  until  to-morrow, 
Friday,  February  18,  1910,  at  10.30  o'clock  a.  m.) 


Commfttee  on  Agriclt-ture, 

Friday,  February  18,  1910, 

The  committee  met  at  10.30  o'clock  a.  m.,  Hon.  Charles  F.  Scott, 
(chairman)  presiding. 

The  Chairman.  It  was  the  expectation  of  the  committee  to  take 
up  this  morninff  that  phase  of  the  pending  bills  relating  particularly 
to  the  grain  excnanges,  and  it  is  still  our  expectation  to  do  that  before 
the  morning  expires.  But  Representative  Burleson,  of  Texas,  who 
was  addressmg  the  committee  yesterday,  was  unable  to  finish  within 
the  time  allowed  and  it  was  agreed,  before  adjournment  on  yester- 
day, that  he  should  proceed  this  morning  for  tnirty  minutes,  and  in 
order  that  he  may  nave  all  of  that  time  in  which  to  present  the 
matters  which  he  regards  of  importance,  the  chair  will  ask  that  he  be 
not  interrupted  until  he  has  concluded  his  statement.  I  will  ask 
Mr.  Burleson  to  proceed.     He  is  to  be  called  down  in  thirty  minutes. 
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TESTIMONT  OF  HON.  A.  S.  BTTBLESON— Continued. 

Mr.  Burleson.  Mr.  Chairman  and  gentlemen  of  the  committee, 
it  is  my  purpose  to  confine  myself  this  morning,  in  the  main,  to  a  dis- 
cussion of  two  phases  of  the  question  now  l)efore  you.  First,  as 
to  the  necessity  for  the  existence  of  these  exchanges  for  hedging  pur- 
poses; second,  what  will  be  the  result  upon  the  cotton  trade  il  we 
eliminate  the  speculative  feature  from  these  exchanges.  But  before 
I  enter  upon  a  discussion  of  those  two  questions,  just  for  a  minute  or 
two,  I  want  to  answer  one  or  two  questions  that  were  asked  me  yes- 
terday, which,  by  reason  of  interruptions  and  diversions,  I  did  not 
answer.  One  question  was  asked  by  the  gentleman  from  Iowa, 
Mr.  Haugen,  and  it  was  with  reference  to  whether  cotton  carried  in 
the  reserve  stock  at  New  York  was  spinable  or  usuable  cotton,  and, 
if  so,  when  one  purchased  that  cotton  where  was  the  serious  hurt  to 
him? 

Now,  gentlemen,  just  in  a  word  that  can  be  answered.  It  has 
been  shown  here  that  during  the  entire  period  of  the  crop  season  of 
1906  and  1907,  and  at  frequent  intervals  since  that  time,  there  has 
been  a  lack  of  parity  between  the  pric^  of  future  contracts  and  spot 
cotton  amounting  sometimes  from  80  to  196  points.  This  means 
from  $4  to  $10  a  bale  less  for  futures  on  the  New  York  Cotton  Ex- 
change than  the  market  price  for  spot  cotton  in  the  South.  Now,  if 
it  were  practicable  for  spinners  of  the  East  to  go  to  New  York  and 
secure  tne  actual  cotton  on  these  contracts  wouldn't  they  jump  at 
the  chance  to  save  that  $4  to  $10  a  bale  and,  in  addition,  the  freight 
charge  from  the  South,  which  the}^  could  do  if  by  going  there  they 
could  get  the  cotton  they  want?  Why,  you  know  they  would. 
And  yet  they  do  not  do  it  because  it  is  unsafe  and  dangerous  for  them 
to  attempt  an  acceptance  of  the  cotton  tenderable  on  contract. 
Take  the  case  of  Representative  Lovering,  who  recently  died,  who, 
with  his  brother,  spun  200,000  bales  a  year;  think  a  moment  what  a 
saving  it  would  have  been  to  him  if  he  could  have  gone  to  New  York 
and  bought  his  cotton  through  the  New  York  Cotton  Exchange;  by 
saving  $4  a  bale  his  savings  would  reach  $800,000  or  more  each  year, 
an  amount  probably  greater  than  his  entire  profits  for  the  year.  I 
think  this  answers  the  question  of  the  gentleman  from  Iowa.  Rep- 
resentative Cocks,  of  New  York,  also  said  that  he  could  not  under- 
stand why,  if  there  was.  an  overvaluation  of  the  high  grades  deliverable 
on  the  future  contract,  and  the  prices  of  spots  were  being  influenced 
by  reason  of  that  overvaluation  of  the  nigh  grades,  it  would  not 
be  beneficial  to  the  people  of  the  South  or  the  producers  of  cotton 
rather  than  hurtful  to  them.  It  should  be  kept  in  mind  that  the 
grades  overvalued  are  deliverable  by  the  seller,  and  the  buyer  if  he 
accepts  delivery  must  take  these  grades  on  the  basis  of  their  over- 
valuation. 

Now,  gentlemen,  I  can  illustrate  the  effect  of  this.  I  went  by 
Woodward  &  Lothrop's  this  morning  and  bought  some  cotton  goods. 
A  spinner  is  controlled  in  the  character  of  cotton  he  bujj^  by  the  use 
he  intends  to  put  it  to;  by  the  character  of  cotton  goods  he  intends  to 
manufacture.  I  hold  in  my  hand  two  samples  of  cotton  goods  made 
from  the  verv  lowest  grades  of  cotton,  one  worth  4  cents  a  yard,  the 
other,  I  think,  worth  about  10  or  12  cents  a  yard  [exhibiting  pieces  of 
cloth].     These  goods  are  made  from  the  low  grades  of  cotton;  the 


Digitized  by  VjOOQ IC 


420  PBEVENTION   OF  DBAUNG  IN   FUTURES. 

spinners  who  make  this  character  of  stuff  do  not  want  the  higher 
grades  of  cotton.  It  would  be  a  useless  expense  to  them  to  purchase 
the  higher  grades  and  use  them.  Now,  suppose  a  spinner  wanted 
low-grade  cotton  and  the  high  grades  of  cotton  had  been  overvauled 
by  the  revision  committee  of  the  New  York  Cotton  Exchange,  and  ho 
demanded  deUvery  on  a  future  contract  (and,  as  Mr.  Parker  says, 
and  as  other  spinners  have  said  to  you,  the  seller  has  the  option  and 
always  gives  you  what  you  do  not  want),  and  they  should  give  to  this 
spinner  who  uses  a  low  grade  of  cotton  for  the  purpose  of  making  this 
cneap  cloth — they  can  manufacture  a  suit  of  clothes  out  of  such  cot- 
ton tor  a  dollar  and  a  half,  an  entire  suit  of  clothes — and  they  tender 
to  this  spinner  who  maniifactures  this  sort  of  material,  the  highest 
grade  of  cotton,  which  costs  from  $8  to  $10  a  bale  more  than  the  cot- 
ton which  enters  into  the  manufacture  of  this  cheap  cloth,  he  would 
promptly  refuse  to  accept  delivery  and  sell  his  contract  at  a  loss. 
Can't  you  see  how  dangerous  it  would  be  for  him  to  go  to  the  exchange 
for  the  purpose  of  acquiring  his  stock  of  cotton,  because  if  he  acquired 
high-grade  cotton  to  manufacture  into  this  character  of  stuff  he  would 
suner  a  great  loss.  If  he  accepts  delivery,  it  might  cost  him  $10  a 
bale  more  than  he  would  pay  if  lie  bought  tne  kind  of  cotton  suitable 
for  his  purpose,  and  consequentlj  he  runs  away  from  the  notice  of 
delivery  J  he  promptly  sells  out  his  contract. 

Keep  m  mind  at  all  times  this  proposition,  that  one  can  not  buy  a 
future  contract  and  expect  to  receive  delivery  of  a  particular  grade  of 
cotton.  The  contract  sold  is  a  basis  contract,  and  the  sfeller  may 
deliver  15  or  20  or  even  28  different  grades  of  cotton  on  it,  and  one 
may  expect  an  excess  of  the  particular  grades  he  can  not  use  and  does 
not  want.  A  spinner  who  manufactures  this  cloth  [exhibiting  same], 
a  fine  grade  of  cotton  cloth,  could  not  use  the  grade  of  cotton  used  to 
make  this  cheap  cloth.  An  entire  suit  of  clothes  out  of  this  cheap 
cloth  can  be  bought  for  $1.50,  whereas  the  cloth  (8  yards)  for  a 
woman's  suit  from  this  material  would  cost  $16. 

Mr.  Mandelbaum.  Do  you  think  you  could  make  a  suit  out  of  that 
cloth  for  $1.50? 

Mr.  Burleson.  I  bought  a  coat  and  pair  of  trousers  for  $1.50,  in 
order  to  use  while  fishing,  and  they  were  made  of  this  cheap  material. 
Now,  suppose  a  spinner  who  manufactures  this  kind  of  goods,  the 
finest  cotton  cloth  [exhibiting  piece  of  goods  to  committee],  bought 
a  future  contract  and  there  should  happen  to  be  a  cotton  crop  that 
was  low  in  grade  for  the  year,  and  he  should  go  to  the  New  YorK  Cot- 
ton Exchange  and  demand  delivery  under  his  contract  and  should  be 
tendered  and  receive  the  kind  of  cotton  that  goes  into  the  manufac- 
ture of  this  cheapest  of  cotton  goods  [exhibiting  cloth  to  committee], 
can't  you  see  that  it  would  be  as  worthless  to  him  as  wheat  and  straw  t 
It  would  represent,  especially  if  it  were  overvalued,  as  it  always  is 
when  the  crop  is  of  low  grade,  as  I  showed  you  on  yesterday,  nearly  a 
total  loss  to  nim.  Thus  you  see  that  the  tender  of  high  grades  may 
be  ruinous  to  one  spinner  and  the  tender  of  low  grades  ruinous  to 
another. 

Yesterday  Mr.  Mandelbaum  propounded  a  query  to  me.  When  I 
was  discussing  **spook"  cotton,  he  asked,  **If  A  sells  a  horse  to  B, 
and  B  sells  the  same  horse  to  C,  and  C  to  D  and  D  to  E  and  E  to 
F,  would  four  of  these  horses  be  *  spook '  horses  ? ' '  Do  you  recall  that 
when  Mr.  Marsh  was  addressing  the  committee  he  said  the  intricacies 

Digitized  by  VjOOQ IC 


PREVENTION   OF  DEALING  IN   FUTURES.  421 

of  the  transactions  upon  the  New  York  Exchange  were  such  that  it 
was  difficult  for  the  lay  mind  to  comprehend  them?  I  realize  that 
the  complexities  of  these  exchange  transactions  might  confuse  some 
people,  but  I  did  not  think  they  were  such  that  even  Mr.  Mandelbaum 
would  fail  to  comprehend  them.  Mr.  Chairman,  the  horse  illustra- 
tion is  not  the  character  of  transaction  that  takes  place  on  the  New 
York  Cotton  Exchange;  they  do  not  there  sell  a  hundred  bales  of  cot- 
ton to  A  and  A  to  B  and  so  on;  they  sell  a  future  contract  for  the 
deUvery  of  cotton,  a  different  proposition  altogether,  a  contract  and  a 
basis  contract  at  that  for  the  aelivery  of  cotton.  Now,  I  will  also  use 
a  horse  illustration  of  the  exchange  type.  ^ 

Suppose  a  man  who  had  a  horse  to  sell  heard  that  there  was  a  horse 
exchange  in  the  town  and  should  carry  his  horse  to  the  exchange  to 
dispose  of  him.  Arriving  there  he  finds  that  on  this  exchange  they  are 
not  selling  horses  but  future  contracts  for  the  deUvery  of  horses,  and 
that  these  transactions  were  going  to  control  the  price  he  was  to  receive 
for  his  horse.  Suppose  he  should  see  a  future  contract  for  the  de- 
livery of  a  horse  sold  for  a  given  price,  then  another  future  contract 
for  a  horse  at  a  lower  price,  and  then  another  at  a  higher  prijce,  and 
somebody  standing  by,  a  member  of  the  exchange,  should  say  to  him 
as  these  contracts  were  being  sold  and  bought:  *^ Now,  the  price  of 
your  horse  has  gone  down,  now  it  has  gone  up.'*  And  if  you  asked 
why,  should  answer,  ''Because  these  sale  contracts  for  the  deUvery 
of  horses  that  are  takingplace,  actual  contracts,  where  there  is  an  expec- 
tation that  delivery  will  take  place,  indicate  the  market  value  ofyour 
horse,  in  fact  will  control  the  price  you  are  to  receive  for  him.  When 
he  saw  these  transactions  gomg  on  and  on  and  on  would  it  be  sur- 
prising if  he  finally  asked.  Where  are  all  these  horses?  I  don't  see 
any  horses  that  are  being  traded  in  under  these  contracts;  where  are 
the  horses  ?  I  have  seen  dozens  of  sales,  I  have  seen  hundreds  of  con- 
tracts for  horses  sold,  but  I  have  not  seen  a  horse."  Would  you 
blame  him  if  he  reached  the  conclusion  that  they  were  phantom  horses 
that  were  being  dedt  in  ?  Why,  of  course,  you  would  not.  Neither 
would  you  blame  him  if  he  objected  to  having  the  market  price  of  his 
horse  influenced  or  controlled  by  these  transactions. 

My  friend  Mr.  Mandelbaum  has  become  so  involved  in  the  com- 
plexities of  the  situation  that  he  loses  sight  of  the  real  transactions 
which  take  place  on  the  cotton  exchange.  Keep  in  mind  the  fact 
that  it  is  future  contracts  for  the  deUvery  of  cotton  that  are  being 
bought  and  sold  on  this  exchange  and  not  real  cotton  that  is  there 
being  bought  and  sold.  Remeinber,  also,  that  these  future  contracts 
for  the  delivery  of  cotton  are  controUed  by  the  law  of  supply  and 
demand,  just  exactly  as  cotton  is  controUed  by  the  law  or  supply 
and  demand.  If  there  is  an  excess  of  offers  of  the  future  contracts 
for  the  deUvery  of  cotton,  the  price  of  contracts  or  futures  goes  down; 
if  there  is  a  scarcity  of  offers  of  contracts,  then  the  price  of  futures 
goes  up.  By  an  excess  of  offers  to  seU  contracts  a  combination  may 
force  a  decUne  in  futures  at  its  wiU. 

I  address  myself  now  to  the  hedging  proposition.  Mr.  Chairman, 
the  chief  defense  made,  or  the  principal  justification  for  the  continued 
existence  of  the  New  York  Cotton  Exchange,  is  that  it  affords  a  pro- 
tection to  the  spinner  or  a  protection  to  the  cotton  merchant  who 
sells  the  spinner  nis  raw  material  when  goods  are  being  sold  in  advance 
of  their  manufacture  by  the  spinner.  , 
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Now,  what  is  it  that  makes  a  safe  hedge  ?  It  has  been  made  plain 
to  you  that  where  violent  fluctuation  takes  place  in  the  price  of 
futures  and  the  parity  between  the.  price  of  futures  and  the  price  of 
spots  is  not  maintained,  that  when  the  margin  becomes  too  wide  an 
attempt  at  hedging  becomes  an  added  risk  rather  than  a  protection. 
For  a  future  contract  to  be  a  protection  as  a  hedge  there  must  be 
maintained  a  certain  parity,  a  unifonn  parity  between  the  price  of 
futures  and  the  price  oi  spots.  Now,  is  tnis  parity  being  maintained, 
or  has  it  been  for  years,  so  as  to  afford  a  safe  hedge  ?  Let  me  reaa 
from  Commissioner  Smithes  report,  page  166,  Volume  I: 

From  the  table  it  will  be  seen  that  in  the  period  from  1880  to  1888,  during  which 
the  commercial  difference  principle  was  employed  by  the  New  York  Cotton  Exchange, 
fluctuations  in  the  margin  between  the  price  of  spot  cotton  and  the  price  of  futures 
were  confined  to  moderate  limits.  It  was  reasonably  safe,  then,  dunng  that  period, 
for  the  merchant  or  spinner  to  go  to  the  New  York  Cotton  Exchange  for  the  purpoee 
of  buying  a  contract  hedge  to  rSieve  himself  of  the  risk. 

Now,  it  was  about  this  time  that  the  through  bill  of  lading  came  into 
use  and  the  exchange  changed  its  practice  of  fixing  differences,  and 
what  happened  ?     I  read  further  from  the  report: 

In  1888  the  New  York  Cotton  Exchange,  as  already  stated,  abandoned  its  policy 
of  frequent  revisions  and  provided  that  its  revision  committee  should  meet  only  nine 
times  a  year  (or  monthly  from  September  to  April  and  again  in  June). 

That  was  once  a  month  during  the  active  cotton  season.  Now, 
note  the  immediate  effect  of  that  change  upon  the  price  of  contracts. 
I  read  further  from  Commissioner  Smith's  report: 

It  is  worth  noting  that  this  change  was  almost  immediately  accompanied  by  a 
marked  disturbance  of  the  parity  between  the  spot  and  the  contract  price. 

They  were  making  revisions  of  differences  during  that  time  once  a 
month,  nine  times  during  the  season,  and  conditions  were  growing 
worse.  Finally,  New  York  ceased  to  be  a  spot  cotton  market,  and 
in  1897  the  exchange  abandoned  the  practice  of  fixing  these  differ- 
ences once  a  month  during  the  active  cotton  season  and  entered  upon 
the  policy  of  fixing  the  differences  once  a  year.  When  first  oi^amzed 
and  until  1888,  diJFerences  in  value  between  grades  were,  by  the  rules 
of  the  exchange,  fixed  daily — kept  in  line  with  commercial  differences — 
and  the  parity  between  the  price  of  futures  and  spots  was  closely 
maintained.  In  1888  the  excnange  changed  its  rules  and  differences 
were  fixed  once  a  month,  being  at  such  times  brought  in  line  with  the 
commercial  differences.  This  change  brought  about  a  marked  dis- 
turbance of  the  parity  between  spots  and  futures,  This  practice  con- 
tinued until  1897  when  again  the  exchange  changed  its  rules  and  en- 
tered upon  the  policy  of  toing  differences  practically  only  once  a  year, 
and  that,  too,  at  a  time  when  the  character  of  the  crop  could  not  pos- 
sibly be  known.  The  result  could  not  be  other  than  it  is— the  parity 
between  the  prices  of  futures  and  spots  has,  for  commercial  purposes, 
been  completely  destroyed. 

Speaking  of  this  last  change  Commissioner  Smith  in  his  report  had 
this  to  say: 

In  the  same  year,  1897,  the  New  York  Cotton  Exchange  abandoned  monthly  meet- 
ings and  proviaed  that  it  should  meet  only  twice  a  year,  namely,  in  September  and 
November,  and  this  system  has  been  in  force  ever  since.  This  cnange  nas  been  fol-  * 
lowed  by  a  very  marked  change  in  the  relationship  between  the  spot  and  the  contract 
price.  Since  that  period  what  has  been  the  common  result,  or  the  continuous  result, 
if  I  may  so  express  it,  of  this  system  of  fixed  differences?  I  will  read  you  further  from 
this  report:  "From  September,  J899,  down  to  the  present  time,  however,  the  margin 
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has,  on  the  whole,  been  very  much  greater  than  in  earlier  years,  and,  what  is  far  more 
important,  it  has  fluctuated  with  much  greater  violence. " 

If  this  mai]gin  was  maintained  at  a  parity,  even  if  it  was  slightly 
out  of  line  with  the  commercial  value  of  cotton — spot  cotton  in  the 
South — merchants  and  spinners  could  take  that  into  account,  make 
allowance  for  it  and  protect  themselves;  but,  gentlemen,  when  cotton 
fluctuates  in  this  wise — I  read  from  their  own  statistics  tor  1907: 

Taking  each  month  as  I  call  them,  from  the  time  deliveries  for  that  month  were  dealt 
in  until  the  close  of  that  month,  the  price  fluctuated  as  follows:  For  September,  from 
11.18  cents  per  pound  to  8.58.  Remember,  now,  that  this  price  is  for  tne  same  grade 
of  cotton.  For  October,  from  11.30  cents  to  8.69  cents  per  poimd;  November,  from 
11.70  to  8.85;  December,  11.30  to  8.90;  January,  11.31  to  8.99;  February,  11.40  to  9.06; 
March,  11.48  to  9.02;  and  thus  throughout  the  year,  for  July  the  highest  being  13  cents 
and  the  lowest  9 .35  cents  per  pound .  Thus  you  see  that  these  prices  are  either  manipu- 
lated or  the  unrestrained  speculation  keeps  the  market  price  shifting  round  like  a 
howling  dervish. 

Frequently  since  then,  during  certain  months,  futures  have  fluc- 
tuated violently,  as  much  as  3  cents  within  a  very  short  period. 
Recently  the  price  of  future  contracts  has  fluctuated  as  mucli  as  3 
cents  a  pound  in  the  month,  and  nearly  always  there  is  a  fluctuation 
of  from  2  to  3  cents  in  any  future  month  for  the  delivery  of  cotton. 
When  these  violent  fluctuations  take  place,  pray  tell  me  what  becomes 
of  this  mamn  of  safety  which  affords  protection  to  merchant  and 
spinner  ?  Where  is  it  found?  As  a  matter  of  fact  it  is  often  so  wide 
tnere  is  frequently  such  a  wide  variance  between  the  price  of  future 
contracts  and  the  price  of  spots,  that  no  merchant  and  no  spinner 
can,  with  safety,  rely  upon  it  as  a  hedge.  It  has  ceased  to  be  a  pro- 
tection either  to  the  merchant  or  to  the  spinner,  as  was  asserted  here 
by^Ir.  Parker,  and  has,  as  a  matter  of  fact,  become  an  additional 
menace  and  danger.  Now,  let  us  see  what  Commissioner  Smith  says 
on  that  point.  Page  157,  speaking  of  this  irregularity  in  the  mar^, 
he  says:  *'This  means  that  merchants  using  the  market  for  hedgmg 
purposes  have  been  more  or  less  constantly  subjected  to  a  very  serious 

What  is  the  purpose  of  hedging  ?  The  purpose  of  hed^ng  is  to  avoid 
risk,  to  escape  the  dangers  occasioned  by  fluctuation  in  the  price  of 
cotton.  And,  by  the  way,  I  will  say  here  that^  in  my  deliberate 
judgment,  these  dangers,  these  fluctuations  in  pnces  are  directly  at-  . 
tributable  to  the  operations  of  these  exchanges.  They  bring  about  the 
very  condition  which  makes  it  necessary  for  the  merchant  and  the 
spinner  to  fly  to  them  in  a  vain  effort  to  protect  themselves  by  hedging. 
A  careful  reading  of  this  report  will  drive  conviction  home  to  the  mind 
of  any  candid  man,  that  fluctuations  in  the  price  of  futures  are 
dir  ctly  attributable  to  the  *' subsidiary  element''  operating  on  the 
New  York  Cotton  Exchange;  that  it  is  these  violent  fluctuations  of 
from  2  to  3  cents  a  pound  in  the  price  of  futures  in  each  and  every 
month,  that  makes  it  necessary  for  the  cotton  spinner  and  the  cotton 
merchant  to  seek  protection  for  themselves  against  it.  Eliminate 
this  danger  by  prohibiting  these  gambling  contracts— and  that  is 
the  sole  purpose  of  the  Scott  bill — and  you  make  it  impossible  for 
these  violent  fluctuations  to  be  brought  about.  I  did  not  read  all 
that  Commissioner  Smith  said  on  this  subject. 

Whereas,  as  so  frequently  emphasized,  the  purpose  of  hedging  is  to  reduce  or  elimi- 
nate risk.  It  means,  too,  that  the  calculations  oi  speculators  as  to  the  movements  of 
the  contract  price  itself  have  been  rendered  more  difficult  and  risks  consequently 
increased. 
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Thus  it  is  made  plain  that  instead  of  hedging  facilities  being 
afforded,  the  New  York  Cotton  Exchange  or  any  other  exchange, 
where  the  margin  between  the  price  of  future  contracts  and  the  pnce 
of  spots  is  constantly  disturbed,  and  becomes  so  wide  as  to  destroy 
the  parity  between  them,  instead  of  affording  relief  to  the  spinner  or 
affording  a  safeguard .  for  the  merchant  by  eliminating  risk,  really 
increases  such  risk.  Now,  right  on  that  point  I  want  to  read  this 
morning  excerpts  from  letters  by  spinners  to  show  the  views  held  by 
them  on  the  protection  afforded  by  a  he^e  on  these  exchanges. 

I  first  submit  a  statement  by  Mr.  A.  W.  Emery,  of  the  Evansville 
Cotton  Manufacturing  Company  of  Indiana: 

I  believe  the  bill  which  you  have  introduced  is  just  and  right,  and  so  far  as  our 
observation  has  been  we  consider  the  matter  of  dealing  in  futures  in  cotton  to  be  detri- 
mental to  the  manufacturer  in  every  respect,  as  it  is  a  form  of  gambling  which  mis- 
represents facts,  and  is  harmful  to  anyone  who  is  in  any  way  connected  with  such 
doubtful  methods  of  business. 

Evidently  this  spinner  would  not  attempt  a  hedge.  I  next  read 
from  Mr.  T.  L.  Wainright,  president  of  the  Stonewall  Cotton  Mills 
of  Mississippi : 

Now,  touching  on  the  future  business,  will  say  that  I  have  freauently  had  occasion 
to  buy  so-called  futures  or  future  contract  cotton  to  cover  actual  luture  sales  of  cotton 
goods,  but  I  am  very  sorry  to  have  to  say  that  we  have  always  come  out,  with  very 
ifew  minor  exceptions,  with  either  the  hot  end  of  the  poker  or  short  end  of  the  string  in 
our  hands.  The  methods  of  the  New  York  Cotton  Exchange  are  an  outrage  on  the 
public.    They  do  not  afford  the  protection  that  is  ^pected  and  held  out.    ♦    ♦    » 

Again : 

It  is  argued  that  if  our  American  exchanges  are  suppressed  or  closed  up  that  we  trans- 
fer the  market  quotations,  or,  I  should  say,  prices  to  Liverpool.    This  I  deny. 

Now,  down  to  the  real  practical  facts,  which  will  be  attested  by  every  senfdble 
cotton-mill  manager.  The  trouble  is,  we  and  many  others  have  recently  and  hereto- 
fore many  times  sold  large  quantities  of  cotton  goods  at  profitable  prices  and  have 
bought  the  spot  cotton  or  futures  as  a  hedge,  then  the  gamolers  get  into  the  deal  and 
depress  the  cotton  markets  from  1  to  3  or  4  cents  per  pound;  then  down  goes  cotton 
goods,  the  purchasers  cancel  their  orders  and  leave  the  cotton  mills  with  the  high 
price  future  or  spot  cotton  on  their  hands  and  their  orders  for  the  goods  all  cancel^. 
We  are  in  this  fix  to-day,  and  with  a  loss  from  this  very  cause  on  our  hands  that  will 
amount  to  many  thousands  of  dollars.  I  have  gone  through  this  experience  before. 
The  dethroned  cotton  kings,  and  many  others  ot  their  stripe  and  class,  are  absolutely 
to  blame  for  these  terrible  conditions.  So,  I  must  repeat,  from  a  common  sense  and 
practical  experience  of  a  third  of  a  century  I  am  imalterably  opposed  to  the  bucket 
shop,  and  secondly  to  the  swindling  and  unjust  methods  followed  by  the  New  York 
cotton  exchanges,  and,  thirdly,  to  the  general  practice  of  the  so-called  cotton  exchanges 
as  relates  to  future  cotton  transactions.  If  the  whole  future  business  were  swept  off 
the  map  of  cotton  business  I  believe  everybody  would  be  far  better  off. 

lie  says  further  that  the  bill  under  consideration  covers  his  views 
and  ideas  exactly. 

Now,  one  from  Mr.  E.  S.  Hobbs,  of  the  Aurora  Cotton  Mills,  of  Illi- 
nois: 

In  the  twenty-four  years'  operation  of  these  mills,  during  which  time  I  have  been 
connected  with  the  active  management,  we  have  not  made  use  of  the  future  markets 
as  a  means  of  protection  against  unforeseen  fluctuations.  We  are  opposed  to  tlie  cotton 
exchanges  as  now  conducted,  because  tliey  serve  no  legitimate  purposes  of  commerce. 
The  statement  that  they  do  seems  plausible  to  the  unthinking  mina,  but  really  has  no 
foundation  in  fact.  The  producer  and  consumer  of  cotton  want  stability  of  pnces,  the 
speculators  and  gamblers  want  rapid  and  violent  fluctuations,  and  use  all  sorts  of  means 
honorable  and  otherwise  to  produce  them.  The  inevitable  result  is  that  the  honest 
producer  and  consiuner  are  aefrauded. 
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I  have  man}"  such  letters,  but  will  content  niyself  with  submitting 
only  one  more.  It  is  from  Thomas  Henry  &  Sons,  of  Philadelphia, 
Pa.     In  no  uncertain  terms  do  they  speak: 

We  think  if  the  present  cotton  exchanges  could  be  wiped  out  of  existence  the  people 
or  concerns  enga^d  in  legitimate  business  of  cotton  manufacturing  would  be  far  oetter 
off  in  every  particular  than  they  are  at  present. 

Owing  to  the  enormous  rises  and  falls  that  have  taken  place  in  the  cotton  market 
quotations  for  the  past  few  years  it  is  almost  impossible  to  do  bilsiness  on  a  legitimate 
basis;  but  if,  as  above  stated,  the  exchanges  were  out  of  existence,  and  the  old  rule 
made  to  appl>r — that  is,  to  make  the  price  of  cotton  according  to  the  legitimate  demand 
and  supply — it  would  result  to  the  mutual  advantage  of  the  producer  and  the  con- 
sumer, meaning  the  cotton-mill  man  as  well,  and  the  ultimate  extinction  of  Uie  gam- 
bling element  who  use  the  cotton  market  as  a  dummy  for  their  gain. 

Again  they  say: 

We  sincerely  trust  you  will  be  able  to  have  laws  passed  through  both  Houses  to  over- 
come the  gross  evils  of  the  present  cotton  market,  which  have  existed  for  the  past  ten 
years,  and  thereby  receive  the  everlasting  gratitude  of  the  law-abiding  people  wno  have 
millions  of  dollars  invested  in  the  manufacture  of  cotton  fabrics. 

In  a  letter  from  the  same,  of  another  date,  they  have  this  to  say: 

We  as  manufacturers  to-day  can  not  use  anything  in  grade  lower  than  good  middling 
in  our  class  of  manufacture,  and  we  question  seriously  whether  at  this  moment  there 
are  700  bales  of  good  cotton  in  New  York  market. 

Our  weekly  consumption  of  cotton  is  on  the  average  100  bales  of  strict  good  middling. 

In  our  opinion,  as  we  believe  we  stated  in  our  last  letter,  we  feel  if  there  is  any  law 
existing  permitting  trading  and  selling  future  contracts  (on  paper),  it  should  be  wiped 
out  for  the  benefit  of  the  country  at  Is^e. 

You  will  note  that  this  mill  takes  no  grade  of  cotton  lower  than 
good  middling,  and  that  their  weekly  consumption  calls  on  an  average 
for  100  bales  of  strict  good  middling  cotton. 

I  hold  in  my  hand  one  of  the  warehouse  certificates  of  the  exchange, 
which  I  submit: 

NEW   YORK   COTTON    EXCHANGE. 

Grades  of  cotton  in  New  York  warehouses  on  September  30,  1907,  inspected,  classed, 
certificated,  and  grade  guaranteed  by  the  New  York  Cotton  Exchange  (with  differences 
on  or  off  Middling). 

No.  of  bales.  Grade.  Cents. 

—  Fair 1.75  on 

—  Strict  Middling  Fair 1. 50  on 

—  Middling  Fair h    1. 25  on 

7     Barely  Middling  Fair 1 .  00  on 

15  Strict  Good  Middling 75  on 

1  Fully  Good  Middling 62  on 

20  Good  Middling 50  on 

23  Barely  Good  Middling 37  on 

116  Strict  Middling 25  on 

375  Middling Basis. 

2,212  Strict  Low  Middling 30  off 

8,857  Fullv  Low  Middling 65  ofif 

22,782  Low'Middling 1. 00  off 

30,848  Barely  Low  Middling 1.  25  off 

27,554  Strict  Good  Ordinary 1.  50  off 

9,318  Fully  Good  Ordinary 1.  75  off 

6,772  Good  Ordinary 2. 00  off 

45  Strict  Good  Middling  Tinged 35  on 

146  Good  Middling  Tinged Value  of  Mid. 

386  Strict  Middling  Tinged 20  off 

2,026  Middling  Tinged 30  off 

8,476  Strict  Low  Middling  Tinged 1. 00  off 

8,967  Low  Middling  Tinged 1.50  off 


Digitized  by  VjOOQ IC 


426  PREVENTION   OP  DEALING  IN   FUTURES. 

No.  of  bales.                                             Grade.  Centg. 

3,190  Strict  Good  Ordinary  Tinged 2.00  off 

2,261  Fully  Middling  Stained 1. 00  off 

2,028  Middling  Stained 1. 25  off 

477  Barely  Middling  Stained 1.  75  off 

1,012  Strict  Low  Middling  Stained 2.  25  off 

26  Fully  Low  Middling  Stained : 2.  62  off 

544  Low  Middling  Stained 3.  00  off 

Total,  138,484 
There  can  be  no  revision  until  November  20,  1907. 

George  Brennecke. 
Chairman  Warehouse  and  Delivery  Commit tet. 

Suppose  Henry  &  Sons  had  bought  future  contracts  and  accepted 
delivery  of  every  bale  of  cotton  in  the  stock  at  that  time — the  entire 
138,484  bales,  they  would  not  have  gotten  sufficient  strict  good 
middling^  and  up  (22  bales)  to  keep  their  mill  in  operation  »for  two 
days.  They  would  have  secured  in  all  this  lot  of  cotton  only  43  bales 
which  they  could  use.  What  folly!  How  dangerous  it  would  be  for 
them  to  attempt  to  secure  their  stock  of  raw  material  through  this 
exchange. 

These  spinners  all  agree  that,  instead  of  the  New  York  Cotton  Ex- 
change being  a  place  of  refuge  for  them  against  fluctuation  in  the 
price  of  cotton,  it  has  become  an  additional  menace  to  their  business. 

Now,  I  wiD  go  on.  Yesterday  the  gentleman  from  New  York  asked 
where  one  could  go  to  ascertain  the  dmerence  between  grades.  I  thea 
replied,  to  spot-cotton  markets  in  the  South.  In  order  to  further 
answer  Mr.  Cock's  question  I  want  to  read  what  the  president  of  the 
New  York  Cotton  Exchange  said  about  the  revision  of  1906  and 
where  he  suggested  we  go  to  ascertain  these  diflferences.  On  page 
16'4  of  the  report  I  find  this  statement  made  by  the  president  or  the 
exchange:  ^'rrobably  the  best  markets  to  be  governed  by  in  the 
actual  differences  are  Houston  and  Galveston,"  because  they  are  the 

Seat  spot-cotton  markets.  The  other  day  Mr.  Neville  introduced 
r.  Barbot  to  prove  that  there  are  what  is  known  as  quarter  grades, 
clearly  distinguishable  from  others.  He  spoke  also  of  tinges  and 
stains,  his  purpose  being  to  show  that  it  was  necessary  to  have  this 
wide  range  of  28  grades  deliverable  upon  future  contracts.  I  hold  in 
my  hands  the  Galveston  News.  I  want  to  show  that  so  far  as  the  cot- 
ton trade  is  concerned  these  microscopic  grades  are  never  considered. 
You  must  always  keep  in  mind  the  fact  that  when  those  who  consume 
cotton  want  actual  cotton  they  go  or  send  to  the  spot  markets  in  the 
South  for  it.  There  the  cotton  is  bought,  assembled,  and  assorted  as 
to  gi'ades,  and  for  the  purposes  of  the  trade  there  are  onlv  about  seven 
grades  of  cotton  considered.  These  other  barely  definable  grades 
only  serve  to  aid  manipulation  and  stimulate  speculation. 

In  Galveston,  Tex.,  the  trade  requires  quotations  of  prices  for  low 
ordinary,  ordinary,  good  ordinary,  low  middling^  middhng,  good  mid- 
dling, and  middling  fair,  7  grades,  the  same  in  Ilouston,  the  same  in 
New  Orleans,  the  same  wherever  actual  cotton  is  dealt  in;  even  the 
New  York  quotations  that  are  telegraphed  down  to  the  spot  markets 
reflect  only  information  with  reference  to  the  value  of  these  seven 
grades.  This  is  shown  by  the  News,  the  leading  paper  in  the  leading 
spot  market,  and  yet  the  contention  is  made  that  28  different  grades 
snould  be  deliverable  upon  future  contracts,  when  the  spot  market 
takes  no  account  of  more  than  seven,  and  it  is  the  spot  market  at  last 
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where  the  spinner  goes  to  get  his  cotton.  The  wide,  range  of  grade 
deUveries  are  useful  only  for  purposes  of  manipulation  and  serve  as  an 
additional  means  of  depressmg  or  inflating  prices.  Now,  one  other 
phase  of  the  Question  and  I  wiH  conclude.  What  will  be  the  result 
if  the  Scott  bill  is  enacted  mto  law  and  these  purely  speculative  trans- 
actions are  eliminated?  Will  it  result  in  the  destruction  of  the 
exchanges,  and  if  so,  what  will  follow  ?  I  will  say  that  if  a  condition 
has  developed  on  the  New  York  Cotton  Exchange  that  makes  it  nec- 
essary to  continue  transactions,  90  per  cent  of  which  are  pure  ^arabUng, 
in  order  that  it  may  exist,  then  it  ought  to  be  our  desire  to  bring  about 
a  change  regardless  of  what  the  consequences  might  be. 

Mr.  Chairman,  I  do  not  subscribe  to  the  proposition  that  if  this 
bill  is  passed  the  field  of  speculative  operations  will  be  transferred  to 
Liverpool  and  the  producer  placed  at  the  mercy  of  the  English 
spinner.  Representative  Harawick  will,  before  tms  hearing  is  con- 
cluded, present  several  amendments  to  the  Scott  bill,  having  for  their 
purpose  the  making  it  impossible  for  the  Liverpool  exchange  to  be 
made  the  basis  of  these  operations.  If  gambling  in  cotton  was  pre- 
vented in  this  country  would  the  Liverpool  exchange  continue  to 
deal  in  futures  ?  I  have  from  the  lips  oi  the  oldest  living  member 
of  the  New  York  Cotton  Exchange,  made  to  me  in  the  presence  of 
WiUiam  C.  Lovering — and  I  made  this  statement  during  the  life- 
time of  Mr.  Lovering,  and  did  not  wait  until  his  death — ^Mr.  Walter  T. 
Miller,  one  of  the  men  who  oi^anized  the  exchange,  helped  construct 
its  present  building,  when  I  put  the  direct  question  to  him  as  to 
what  would  be  the  effect  upon  the  Liverpool  exchange  if  we  elimi- 
nated these  speculative  transactions  upon  the  New  York  Cotton 
Exchange,  this  reply: 

Mr.  Burleeon.  it  would  be  compelled  to  at  ooce  abandon  the  practice  of  dealing  in 
such  contracts  because  the  principal  source  of  their  patronage  is  from  this  coimtry. 

Destroy  this  gambling  and  I  beheve  the  cotton  exchanges  of  this 
coimtry  would  at  once  become  like  the  exchange  at  Bremen,  an  ex- 
change where  spot  cotton  is  dealt  in.  I  do  not  believe  any  serioiis 
trade  disturbance  would  result,  regardless  of  the  effect  this  bill,  if 
law,  might  have  on  the  two  big  exchanges.  I  would  not  be  candid, 
however,  if  I  did  not  express  my  belief  that  there  would  be  necessary 
some  readjustment  of  trade  conditiojos.  There  would  be.  But  the 
intelligent  producers  and  consumers  of  this  country  will  readily  de- 
vise a  new  system  to  meet  the  situation.  Already  it  is  in  prepress. 
The  construction  of  a  system  of  warehouses  throughout  tne  South 
has  been  inaugurated,  where  cotton  can  be  stored  and  where  spinners 
can  come  in  direct  contact,  not  with  the  producer  himself,  because 
he  would  not  be  there,  but  they  would  come  in  contact  with  the 
middleman.  This  system  will  not  eliminate  the  middleman,  it  would 
not  eUminate  Mr.  Neville  as  a  spot  merchant,  not  at  all;  it  will 
eliminate  Mr.  Neville  in  a  w^  as  a  speculator — I  would  notisay 
gambler — it  will  ehminate  Mr.  Hubbard  as  such  a  speculator.  These 
gentlemen  could  have  their  agents  at  the  places  where  warehouses 
are  located  representing  them,  the  spinning  interests  would  be  repre- 
sented, and  tne  producers'  interests  would  also  be  represented,  all 
interests  represented,  all  there  to  find  the  cotton  they  need  in  lots  of 
even  running  grades  just  as  they  desire  it  without  all  this  stupendous 
burden  of  expense.  I  do  not  believe  and  can  not  see  one  single 
reason  why  cotton   should  under  this  system   be  bought  or  sold 

Digitized  by  VjOOQ IC 


428  PREVENTION  OF  DEALING  IN  FUTUEES. 

under  a  wider  margin  by  those  who  aid  in  marketing  the  crop.  It 
was  suggested  three  years  ago  by  Mr.  James  R.  MacCoU,  the  president 
of  the  New  England  Spinners'  Association,  that — 

The  New  York  Cotton  Exchange  hae  become  so  useless  to  us  that  we  must  devise 
for  ourselves  a  place  where  we  can  go  and  have  spot  cotton  find  its  way  there  and 
supply  our  needs. 

He  suggested  that  in  an  address  to  the  spinners  themselves.  Act- 
ing upon  that,  the  intelligent  producers  of  the  South,  for  a  number 
of  years,  have  been  erecting  tnese  warehouses  and  they  are  nearly 
prepared  to  meet  the  situation  which  will  be  presented  if  this  bin 
should  become  a  law. 

Mr.  Lever.  How  many  in  the  South  do  you  happen  to  know  ? 

Mr.  Burleson.  I  beheve  it  has  been  stated  that  there  are  some 
two  thousand  cotton  warehouses  there  now.  In  this  connection  I  will 
state  that  Mr.  Haines,  the  secretary  of  the  Galveston  Chamber  of 
Commerce,  recently  told  me  that  capital  could  be  readily  enlisted  to 
erect  the  necessary  warehouses  at  Galveston  to  meet  the  demand,  not 
only  of  Texas,  but  of  the  entire  cotton  territory  tributary  to  that 
city,  affording  warehouse  f aciUties.  so  that  the  cotton  finding  its  way 
into  those  warehouses  could  readily  find  its  way  across  the  ocean,  if 
needed  for  export  purposes,  or  aroimd  to  New  England  spinners,  if 
needed  by  them,  or  the  southern  spinners.  You  need  have  no  ap- 
prehension or  fear  that  there  is  going  to  be  anv  serious  disturbance, 
any  irremediable  injury  to  the  cotton  trade,  if  this  bill  is  enacted  into 
law.  And,  gentlemen,  one  word  more;  whether  this  is  so  or  not,  who 
will  be  the  sufferers  if  disturbance  is  occasioned,  who  will  be  the  only 
sufferers  ?  The  producers  upon  the  one  hand  and  the  spijmers  upon 
the  other.  They  stand  here,  so  far  as  this  record  is  concerned,  imited 
in  the  expression  of  a  desire  that  the  Scott  bill  be  passed  and  this 
great  incubus  be  removed.  If  they  are  willing  to  taKe  the  risk  and 
stand  here  to  say  to  you  that  they  are  willing  to  take  the  risk,  why 
should  there  be  a  single  conscientious  man  upon  this  committee  who 
would  hesitate  to  act  1 

Mr.  Lever.  Mr.  Burleson,  do  you  think  there  is  any  danger  of  the 
formation  of  a  great  cotton  trust  throughout  the  country  which 
would  control  the  price  of  cotton  and  put  the  farmer  at  the  mercy  of 
the  trust  ? 

Mr.  Burleson.  The  suggestion — ^pardon  me,  if  I  indulge  in  strong 
language — the  suggestion  is  absurb,  for  the  reason  that  the  American 
spinner  is  not  the  only  consumer  of  American  cotton;  he  has  an  active 
competitor  upon  the  European  Continent,  an  active  competitor  in 
Great  Britain;  no  combination  that  could  oe  entered  into  could  pos- 
sibly control  this  situation. 

Mr.  Lever.  You  think  the  suggestion  is  radical  ? 

Mr.  Burleson.  It  is  ridiculous. 

The  CHAiRBiAN.  I  believe  under  the  arrangement  entered  into  yes- 
terday the  representatives  of  the  New  York  Cotton  Exchange  are  to 
be  given  thirty  minutes,  if  they  desire  to  present  any  additional 
matter. 

Mr.  Mandelbaum.  Mr.  Chairman,  I  would  like  to  ask  Mr.  Burleson 
some  questions  in  regard  to  these' samples;  but  before  asking  hiirx  I 
must  say  that  I  am  unable  to  discuss  this  matter  in  the  flights  of 
oratory  that  he  has  employed  in  it;  nor  do  I  consider  it  necessary; 
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I  desire  to  express  myself  in  the  plainest  words  so  that  everybody  can 
understand  tnem,  having  absolutely  no  reasons  whv  my  constituents 
in  Texas  or  anywhere  else  should  read  them.  Now,  he  has  come  before 
vou  with  the  statement  that  these  goods  are  made  out  of  trash  cotton 
[exhibiting  goods  to  committee]  known  as  denims.  Now.  if  he  knows 
as  much  about  the  entire  c]uestion  as  he  knows  about  tnis  material, 
he  knows  absolutely  nothing  about  it.  When  it  is  possible  to  get 
them  nothing  but  strict  low  middling  to  strict  middling  cotton 
go  into  the  manufacture  of  denims.  He  wants  to  make  you  beUeve 
that  this  material  here  [exhibiting  material]  costs  $16,  when  $1.60 
would  be  a  great  deal  nearer  the  price  than  $16. 

Mr.  Burleson.  Well,  Woodward  &  Lothrop^s  clerk  gave  me  those 
prices  this  morning;  he  told  me  it  was  worth  $2  a  yard. 

Mr.  Mandelbaum.  Did  Mr.  Lothrop  tell  you  that  it  was  worth  $2 
ayard? 

Mr.  Burleson.  Yes;  $2  a  vard. 

Mr.  Lever.  Will  you  testify  that  that  is  not  a  fact,  the  statement 
that  Mr.  Burleson  has  made  ? 

Mr.  Mandelbautm.  That  this  costs  $2  a  yard?  Yes,  sir;  I  testify 
that  as  a  fact. 

Mr.  Beall.  What  will  you  testify  that  it  is  worth  ? 

Mr.  Mandelbaum.  Weil,  that  is  a  kind  of  lace  lawn  that  ia  made 
for  ladies'  wear. 

Mr.  Lever.  What  is  it  worth  a  yard  ? 

Mr.  Mandelbautm.  Well,  I  couldn't  tell  you  exactly;  it  is  so  long 
since  I  dealt  in  the  goods,  but  it  is  certainly  a  great  deal  less  than  $2. 

The  Chairman.  If  Mr.  Burleson  testifies  that  he  paid  that  price 
this  morning  for  those  goods,  paid  at  the  rate  of  $2  a  yard,  you 
wouldn't  contradict  it,  I  suppose  ? 

Mr.  Mandelbaum.  I  didn  t  understand  that  Mr.  Burleson  so  testi- 
fied, that  he  paid  $2  for  those.  If  he  does,  I  shall  take  a  different 
course.     Do  you  testify  that  ? 

Mr.  Burleson.  I  certainly  do;  an  eighth  of  a  yard  for  38  cents. 
I  have  the  checks  here  and  ask  that  they  be  made  a  part  of  the  record; 
Here  is  the  bill:  For  the  denim,  one-third  of  ayard.  6  cents:  for  1 
yard  of  cheese  cloth,  4  cents;  for  one-eighth  of  a  yara  of  the  cloth  in 
question,  38  cents;  and  one-eighth  of  a  yard  of  madras,  4  cents.  I 
offer  these  biUs  in  evidence. 

Mr.  Mandelbaum.  That  doesn't  make  the  price  of  these  goods. 
How  much  did  you  pay  for  this  [exhibiting  piece  of  goods]  ? 

Mr.  Burleson.  I  found  that  after  making  these  purchases.  After 
they  were  through  wrapping  up  mv  purchases  the  clerk  said,  **Here 
is  a  verv  fine  piece  of  stuff  made  of  high-grade  white  cotton.''  I  said^ 
**Cut  the  same  quantity  off."  and  he  said,  '*I  will  give  you  that." 
I  did  not  ask  him  the  pnce  or  it.  I  wanted  to  show  by  that  the  char- 
acter of  stuff  that  is  made  out  of  the  high-grade  cotton. 

Mr.  Mandelbaum.  Have  you  any  idea  now  many  bales  of  cotton 
are  consumed  in  that  c}ass  of  goods  ? 

Mr.  Burleson.  I  have  no  idea  on  earth. 

Mr.  Mandelbaum.  Or  how  many  bales  of  cotton  on  this  class  of 
goods  [exhibiting  goods]  ?  * 

Mr.  Burleson.  1  should  suppose  the  great  bulk  of  it  goes  into  the 
low  grade  of  stuff. 
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Mr.  Mandelbaum.  And  the  low  grade  of  stuflF  ought  to  be  in  greater 
demand  than  the  higher  trades  ? 

Mr.  Burleson.  Undoubtedly  it  is. 

Mr.  Mandelbaum.  According  to  you,  this  is  the  cotton  that  pulls 
down  the  price  of  cotton  ? 

Mr.  Burleson.  It  is  the  same  principle  as  that  of  the  New  York 
Cotton  Exchange.  The  thing  that  pulls  down  the  price  of  future 
contracts  is  overvaluation  of  the  higher  grades  in  a  high-grade  year, 
or  overvaluation  in  the  low  grades  in  a  low-grade  year;  and  I  vdfl  ask 
you  is  not  that  a  fact  ? 

Mr.  Mandelbaum.  No. 

Mr.  Burleson.  You  say  that  is  not  a  fact  ? 

Mr.  Mandelbaum.  No. 

Mr.  Burleson.  I  believe  when  the  grade  of  the  crop  is  high  the 
New  York  Cotton  Exchange  overvalues  the  high  grades,  and  when  it 
is  low  they  overvalue  the  low  grades,  and  thus  it  is  that  they  are  able 
to  depress  the  price  of  the  basis  contract. 

Mr.  Mandelbaum.  If  it  is  in  such  great  demand  and  the  goods  can 
be  sold  at  such  an  exorbitant  price  as  you  say  here,  wouldn't  it  be 
right  that  they  pay  a  fair  price  for  those  fine  cottons  of  which  there  is 
,  omy  a. very  limited  supply  in  any  crop  ? 

Mr.  Burleson.  They  pay  from  eignt  to  ten  dollars  a  bale  more  for 
the  cotton  that  goes  into  that  finer  grade  of  cotton  cloth  than  they 
do  for  the  cotton  that  goes  into  the  other. 

Mr.  Mandelbal^m.  Do  you  know  what  grade  of  cotton  goes  into 
this  piece  of  fabric  [exhibiting  cloth]  ? 

Mr.  Burleson.  I  don't  know. 

Mr.  Mandelbaum.  I  mean,  do  you  know  whether  it  is  American 
cotton,  India  cotton,  or  what  kind  of  cotton? 

Mr.  Burleson.  I  don't  know  whether  it  is  American  or  India  cot- 
ton, and  that  does  not  make  any  difference,  because  every  bale  of 
cotton  in  the  world  affects  the  price  of  every  other  bale  of  cotton. 

Mr.  Mandelbaum.  Would  it  make  any  (difference  to  you  if  I  said 
it  was  made  of  Egyptian  cotton  ? 

Mr.  Burleson.  It  wouldn't  make  the  slightest  difference,  so  far  as 
that  is  concerned. 

Mr.  Mandelbaum.  I  do  not  want  to  detain  this  committee,  as  you 
have  given  us  so  much  time,  and  I  will  only  say  a  word  or  two. 
However,  I  want  to  point  out  that  the  source  of  Mr.  Burleson's  infor- 
mation, that  which  ne  used  as  a  basis  for  his  argument  to-day,  was 
received  from  a  dead  man.  Now,  Mr.  Lovering  appeared  before  the 
exchange  and  had  at  that  time  absolutely  nothing  against  the  ex- 
chano:e  except  that  he  found  fault  that  the  round  bale  was  not 
dehverable,  of  which  he  was  a  receiver,  and  I  believe  it  was 
made  clear  to  him  that  it  was  impossible  to  make  that  round 
bale  deliverable,  as  there  was  no  demand  for  the  round  bale.  He 
worked  upon  us  for  over  a  week,  almost,  both  here  and  in  New  York, 
to  get  the  round  bale  deliverable  on  the  exchange,  and  use  our  influ- 
ence to  make  it  equally  deliverable  on  the  cotton  exchange  in  New 
Orleans.  I  would  like,  with  your  permission,  Mr.  Chairman,  to  put 
in  an  extract  from  Shepperson's  Cotton  Facts,  and  particularly  page 
VII,  which  shows  the  amount  of  cotton  handled  in  New  York  and  the 
amount  of  cotton  handled  and  shipped  through  the  port  of  New  York, 
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and  we  do  this  not  so  much  for  our  sake  as  not  to  deprive  the  ^reat 
city  of  New  York  of  its  geographical  position,  which  Mr.  Burieson 
tried  so  hard  yesterday  to  deprive  it  of. 


Actualljr 
o^acrvn  «f  Total         ir-rr^.^«    .     Sales  of      delivered  on 

^^^of-  receipts.       Exports,    ^p^t  cotton,     -futures" 

contracts. 


Bales.      '      Bales.      '  Bales.  Bales. 

190D-1W1 1,251.000  633,000  91,774  376,400 

1901-2 1,207,000  687,000  114,093  397,300 

1902-3 1,213,000  492,000!  122,813  fiOO.OOO 

1903-4 1,171,000  494,000  244,726  283,500 

1904-5 1,439,000  659,000  104,086  445,800 

1905-6 1,263,000  514,000  225,555  478,500 

1906-7 1,413,000  480,000  118,265  459,600 

I907-S :.  1,059,000  619,000  121,035  401,200 

1906-9 1,352,000  454,000  242,805  606,800 

Now,  the  only  thing  that  has  been  brought  out  that  needs  an 
answer  is  that  warehouse  business.  It  appears  to  us,  and  it  must 
have  appeared  so  to  you,  that  there  i&  a  question  as  to  why  they  are 
building  those  warehouses  in  the  South;  are  they  building  them»to 
benefit  those  people  down  there  or  are  they  building  them  to  get  a 
big  remuneration  from  them  ?  I  know  of  one  man  in  Norfolk,  who 
was  the  originator,  I  believe,  of  building  the  southern  warehouses, 
who  has  made  some  two  million  dollars  out  of  building  them,  and 
storing  cotton,  in  practically  a  very  short  time;  I  do  not  think  it  is 
more  than  five  or  six  years,  and  I  think  that  has  imbued  parties  in 
the  other  sections  of  the  South  to  do  the  same  thing,  and  that,  I 
think,  is  the  kernel  of  the  whole  matter.  For  instance,  you  take  the 
statement  made  by  Mr.  Neill,  that  the  storage  at  Galveston  costs  $1 
a  bale  for  the  first  month  and  20,  25,  and  30  cents  thereafter,  and  con- 
trast it  with  the  fact  that  in  New  York  City  the  storage  of  cotton 
costs  only  20  cents;  and  you  must  take  into  consideration  the  differ- 
ence in  the  land  values,  the  real  estate  values,  between  those  sections 
where  those  warehouses  are  built  in  the  South  and  the  extreme  value 
of  real  estate  in  New  York;  if  you  take  all  those  things  into  considera- 
tion I  think  that  warehouse  innovation  will  become  patent  to  you. 

As  I  said  before,  I  do  not  wish  to  detain  you,  I  do  not  want  to  make 
any  other  remarks.  We  have  not  come  here  as  politicians  and  we 
have  not  come  here  as  lobbyists;  we  have  not  seen  any  Congressmen, 
we  have  not  tried  to  influence  anybody;  we  have  not  asked  even  the 
Congressmen  of  our  own  State — I  have  not  even  asked  Mr.  Bennet,  who 
is  the  Congressman  of  my  district,  and  a  friend  of  mine,  as  to  what 
his  position  is  in  the  matter.  We  have  tried  to  bring  this  matter 
before  you  in  an  impartial  way  by  stating  facts;  we  have  put  facts  upon 
the  record  at  these  hearings,  and,  gentlemen,  we  are  willing  to  stand 
or  to  fall  by  our  record.     I  thank  you. 

Mr.  Lever.  I  have  a  suggestion  to  make.  Inasmuch  as  the  report 
of  the  Commissioner  of  Corporations  has  been  attacked  by  the 
gentlemen  representing  the  exchange,  both  as  to  its  facts  and  its 
conclusions,  it  seems  to  me  that  in  justice  to  this  committee  and  for 
the  further  enlightenment  of  it,  and  in  justice  to  the  gentleman  who 
wrote  this  report,  that  the  committee  ought  to  afford  those  men  and 
the  Conunissioner  of  Corporations  an  opportunity  to  appear  before 
the  comjnittee.     I  think  the  committee  would  do  itself  justice  to 
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invite  the  commissioner  to  appear  before  the  committee  and  give 
the  gentlemen  representing  the  exchange  an  opportunity  to  cross- 
examine  him.  I  onl;^  make  it  as  a  suggestion,  and  if  there  seems  to 
be  any  objection  I  will  make  it  as  a  motion,  that  we  have  the  com- 
missioner, or  somebody  representing  him,  appear  before  the  com- 
mittee at  such  time  as  may  be  deemed  necessary. 

The  Chairman.  The  suggestion  seems  entirely  fair,  and  unless 
there  are  objections,  it  will  be  taken  as  the  sense  of  the  committee 
and  a  time  will  be  fixed  at  a  later  date  for  hearing  the  commissioner 
or  some  one  representing  him. 

Mr.  Cocks.  I  would  like  to  ask  if  either  side  here  has  any  figures 
showing  the  fluctuation  in  prices  in  the  wool  crop  during  any  one 
season,  and  also  as  to  the  cost  of  handling  the  wool  clip  as  compared 
to  handling  the  cotton  crop.  Those  points  have  been  referred  to 
many  times  during  the  discussion,  and  I  would  like  to  know  if  some 
of  these  people,  some  one  present,  has  anything  which  may  show 
the  fluctuations  in  the  wool  crop  and  the  cost  of  handling  the  same. 

Mr.  Mandelbaum.  If  you  want  me  to  state  one  instance,  I  can 
do  so.  In  January,  1879,  I  bought  three-fourths  of  the  wool  cHps 
in  a  town  in  Texas  when  aU  the  wool  was  stiU  on  the  backs  of  the 
sheep;  they  had  not  been  shorn  as  yet — in  other  words,  not  clipped; 
and  the  price  paid  at  that  time  was  11  i  to  13^  cents.  Ana  Mr. 
Lynch  was  at  that  time  the  great  wool  oracle  of  New  York,  and 
men  looked  upon  his  reports  as  having  authority;  he  wrote  a  weekly 
circular  on  wool,  and  he  telegraphed  down  to  some  of  his  friends, 
among  whom  was  a  large  wool  raiser  by  the  name  of  Raymond 
Martin,  to  be  sure  and  exact  a  large  advance  on  the  purchase  which 
I  was  making;  that  very  Martin  wool  was  sold  to  the  same  identical 
Mr.  Lynch  in  March  at  26i  cents  a  pound;  in  other  words,  wool 
increased  in  value  from  the  ISth  of  P'ebruary  to  the  1st  of  April  125 
per  cent. 

Mr.  Cocks.  The  same  year? 

Mr.  Mandelbaum.  The  same  year,  and  I  more  than  doubled  my 
money  on  that  wool,  and  it  was  not  more  than  two  years  afterwarcfa 
that  I  had  lost  every  dollar  that  I  possessed  in  wool.  I  know  what 
I  am  talking  about;  I  court  the  fullest  investigation  of  this  question. 

Mr.  Burleson.  In  response  to  the  suggestion  of  Mr.  Cocks  I  have 
no  such  information,  and,  of  course,  it  would  riot  be  safe  for  the 
committee  to  act  upon  the  isolated  transaction  had  by  Mr.  Mandel- 
baum in  1879.  If  you  will  send  to  the  Congressional  Library  and  get 
copies  of  the  Financial  Chronicle  you  will  find  the  quotations  of  the 
market  price  of  wool,  and  they  are,  I  believe,  also  given  in  the 
summary  of  statistics  provided  by  the  Department  of  Commerce  and 
Labor. 

Mr.  Chapman.  I  do  not  know  that  I  understood  Mr.  Burleson  cor- 
rectly about  these  warehouses,  and  I  would  Uke  to  ask  him  if  these 
storehouses  and  the  storing  of  cotton  are  under  the  supervision  of  the 
state  law  of  your  State  ? 

Mr.  Burleson.  Not  yet. 

Mr.  Chapman.  Are  there  any  inspectors  or  other  persons  who  vouch 
for  the  quality  of  the  cotton  deposited  in  those  warehouses  ? 

Mr.  Burleson.  The  uniform  standard  of  classification  law  has  not 
gone  into  active  operation  as  yet,  Mr.  Chapman,  but  I  hope  it  will 
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be  adopted  by  all  exchanges  at  the  beginning  of  the  next  cotton 
season.  A  movement  is  already  on  foot,  so  far  as  the  State  of  Texas 
is  concerned,  to  have  state  legislation  regulating  all  these  matters, 
and  these  warehouses  that  have  been  erected  have  been  erected  b^ 
farmers  for  the  purpose  of  protectinjg  their  cotton  from  damage  until 
it  can  be  safely  marketed  and  ultimately,  in. the  evolution  of  the 
cotton  trade,  the  warehouse  plan  is  what  is  ^oing  to  come  about. 

Mr.  Chapman.  Are  certificates  now  issued  by  these  warehouses } 

Mr.  Burleson.  In  some  places  they  are.  In  Taylor,  Tex.,  in  my 
district,  the  keeper  of  the  warehouse,  who  is  an  expert  cotton  classi- 
fier, classifies  every  bale  of  cotton  entering  the.  warehouse,  and  the 
certificate  shows  wnat  the  classification  is;  and  he  has  already  written 
to  the  Department  of  Agriculture  for  the  government  stapdard,  and 
intends  to  adopt  it  so  soon  as  it  has  been  mmished  to  him. 

Mr.  Beall.  Every  bale  is  subjected  to  classification  t 

Mr.  Burleson.  Yes,  sir. 

Mr.  Chapman.  However,  at  present,  those  are  local  warehouses  for 
the  storing  and  keeping  of  cotton,  without  any  regulation  by  law  ? 

Mr.  Burleson.  None,  so  far  as  I  understand  it. 

Mr.  Haugen.  Are  these  certificates  accepted  by  merchants  and 
others  ? 

Mr.  Burleson.  Yes,  sir;  they  arfe  accepted  by  the  merchants  who 
buy  cotton.  Mr.  T.  W.  Marse,  of  Taylor,  Tex. — and  Taylor  is  in 
WiUiamson  County,  which  was  for  years,  until  the  advent  of  the  boll 
weevil,  the  largest  cotton-growing  county  in  the  country,  but  now 
Ellis  County  is  the  largest  cotton-growing  county — ^Mr.  Marse,  who 
is  one  of  the  largest  merchants  in  the  town  of  Taylor,  accepts  these 
certificates  and  advances  money  upon  the  certificates  to  the  farmers 
who  have  placed  their  cotton  in  the  warehouse. 

Mr.  Haugen.  To  what  extent  is  money  advanced  ? 

Mr.  Burleson.  That  depends  on  the  fluctuations  of  the  New  York 
Cotton  Exchange;  when  tnere  is  a  violent  fluctuation  taking  place 
the  merchant  or  banker  won't  give  the  farmer  as  much  as  he  would 
if  these  fluctuations  were  not  taking  place.  It  depends  upon  the 
market  value  of  the  cotton. 

Mr.  Haugjbn.  And  is  generally  about  50  or  75  per  cent,  or  about 
that? 

Mr.  Burleson.  I  don't  know. 

Mr.  Neill*.  I  would  like  to  state  that  this  year  he  could  draw  from 
150  to  $60  a  bale,  and  the  majority  of  our  warehouses  in  Texas  are 
chartered  under  the  state  law;  they  are  corporations  under  the  laws 
of  Texas. 

Mr.  Dickson,  of  Mississippi.  Mr.  Chairman,  there  are  65  or  70 
cotton  warehouses  distributed  throughout  my  State  for  the  housing 
of  cotton,  and  arrangements  are  made  with  local  bankers  and  with 
others  for  loans  thereon  of  from  75  per  cent  to  80  per  cent  of  the  value 
thereof,  modified,  of  course,  by  market  conditions;  and  it  is  growing 
in  favor. 

Mr.  Burleson.  Just  pardon  me  one  moment.  I  have  been  in- 
formed by  Mr.  WickUffe,  of  Louisiana,  that  Mr.  W.  B.  Thompson, 
president  of  the  New  Orleans  Cotton  Exchange,  in  a  speech  deUverea 
in  Texas^  gave  his  emphatic  approval  to  this  warehouse  system  that 
is  being  inaugurated  in  that  State. 
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Mr.  Hardwick.  Before  the  committee  passes  entirely  from  this 
subject,  there  are  certain  amendments  that  I  would  Uke  to  present. 
I  do  not  intend  to  enter  into  a  general  discussion 

The  Chaibman.  Mr.  Hardwick,  you  are  like  the  poor — we  have  them 
with  us  always;  there  are  gentlemen  here  who  have  come  from  a  long 
distance  with  the  understanding  that  they  would  be  given  a  hearing 
to-day.     You  will  be  given  your  day  in  court  later  on. 

Several  days  ago  this  date  was  fixed  for  giving  a  hearing  to  gen- 
tlemen representing  the  grain  industry  of  the  country,  and  I  am  ad- 
vised that  a  number  of  them  are  here  to-day,  representing  particularly 
the  Council  of  the  Grain  Exchange  of  North  America.  I  believe 
Mr.  Merrill  is  chairman  of  that  delegation,  and  if  he  is  present  I 
should  be  glad  to  have  him  present  the  speakers  in  the  order  in  which 
he  would  fike  to  have  them  heard. 

Mr.  Merrill.  Mr.  Chairman  and  gentlemen:  I  present  to  you  the 
delegates  of  the  Council  of  Grain  Exchanges  of  North  America.  This 
council  comprises  all  of  the  important  gram  exchanges  of  our  country. 
There  are  present,  or  to  be  present  during  the  day,  representatives 
from  the  exchanges  of  Chicago,  St.  Louis,  Kansas  C5ity,  Omaha, 
Minneapolis,  Duluth,  Milwaukee,  Toledo,  Buffalo,  New  York,  Phila- 
delphia, and  Baltimore.  Only  one  of  our  constituent  members  is  not 
present,  not  feeling  any  particular  interest  in  the  matter,  not  being  a 
primary  market — that  is,  the  exchange  at  Memphis,  Term.  Of  course, 
our  Canadian  members  have  no  interest  here.  The  order  of  pro- 
cedure outlined  at  a  little  caucus  last  evening,  for  the  purpose  of 
simplifying  matters  and  saving  of  time,  is  in  the  order  of,  first,  the 
functions  of  an  exchange  in  a  broad  and  general  way,  to  include  such 
definite  and  specific  statements  as,  the  gentleman  may  find  it  his 
pleasure  and  convenience  to  introduce,  to  be  followed  by  the  question 
of  hedging,  the  value  of  hedging,  and  that  to  be  followed  by  the  ques- 
tion ofbucket  shops,  and  their  relation,  and  then,  as  the  last  specific 
subject,  speculation.  The  first  proposition,  the  functions  of  an 
exchange,  will  be  treated  by  ex-president  Walter  Fitch,  of  the 
Chicago  Board  of  Trade,  whom  I  now  present. 

The  Chairman.  I  will  state  a  line  oi  procedure  that  is  usually  fol- 
lowed by  the  committee  in  hearings  of  tnis  character.  Upon  motion 
at  the  beginning  of  the  hearings  the  committee  ordered  that  gentle- 
men appearing  before  the  committee  should  be  sworn,  and  as  a  matter 
of  convenience  to  the  witness,  as  well  as  to  the  committee,  the  general 
practice  has  been  to  ask  the  witness  to  proceed  without  interruption 
until  he  has  made  the  statement  that  ne  desires  to  present  to  the 
committee  and  he  will  then  be  expected  to  answer  sucn  questions  as 
the  committee  or  others  present  desire  to  ask  him.  The  committee 
has  no  desire,  of  course,  to  indicate  to  you  or  any  other  gentleman  the 
line  your  argument  should  follow,  but  in  order  that  there  may  be  as 
little  extraneous  matter  introduced  into  the  record  as  possible,  per- 
haps you  will  pardon  me  for  suggesting  that  the  committee  is  consid- 
ering a  number  of  bills,  the  broad  purpose  of  which  may  be  stated  in 
the  language  of  one  of  them  that  1  have  before  me,  and  which  I  will 
read,  omitting  the  technical  phraseology  and  reading  only  the  words 
that  convey  the  purposes  of  the  bill : 

Be  it  enacted,  That  it  shall  be  unlawful  for  any  person  or  association  to  send  or  know- 
ingly to  receive  bv  a  telegraph  or  telephone  line  any  message  relating  to  a  contract  for 
future  delivery  of  grain,  cotton,  or  other  farm  products,  without  intending  that  the 
grain,  cotton,  or  other  farm  products  so  contracted  for  shall  be  actually  delivered  or 


Digitized  by  VjOOQ IC 


PREVENTION   OF  DEALING  IN  FUTURES.  436 

received,  or  relating  to  a  contract  whereby  a  party  thereto  or  anv  party  for  whom  or  in 
whose  behalf  such  contract  is  made,  acquires  the  right  or  privilege  to  demand  in  the 
future  the  acceptance  or  the  delivery  of  the  grain,  cotton,  or  other  farm  product  with- 
out being  thereby  obligated  to  deliver  or  accept  said  grain,  cotton  or  other  farm  prod- 
ucts. 

And  we  trust  that  gentleman  appearing  before  us  before  closing 
their  remarks,  will  oflFer  their  judgment  as  to  whether  this  enactment 
should  or  should  not  receive  favorable  consideration,  and  the  reasons 
therefor. 

TESTIMONT  OF  WALTEB  FITCH,  OF  THE  FI&M  OF  WALTEB 
FITCH  &  CO.,  OBAIN  MEBCHANTS,  CHICAGO,  ILLS.,  AHD  ^X- 
PBESIDEHT  OF  THE  BOABD  OF  TBADE  OF  CHICAGO. 

(The  witness  was  sworn  by  the  chairman.) 

Mr.  FrrcH.  Mr.  Chairman  and  gentlemen,  I  desire  to  state  that  the 
remarks  I  am  about  to  make  will  be  briefly  made.  I  approached  this 
body,  consisting  of  part  of  the  lawmakers  of  this  coimtry,  at  first 
with  something  of  a  reeling  of  timidity.  I  had  the  pleasure  of  listen- 
ing to  the  address  which  was  made  by  the  gentleman  from  Texas, 
and  when  I  heard  Mr.  Burleson  pause  in  the  flight  of  his  own  splendid 
oratory  and  refrain  from  using  a  certain  word,  sajring  '*I  will  not  use 
the  word  *  gambler/"  I  took  on  courage,  ana  I  proceed  with  better 
feeling,  being  s\u^  that  courtesy  and  good  feeling  will  be  extended  to 
us  in  the  consideration  of  the  bill  that  the  chairman  has  just  read. 
And  when  he  used  the  words  **farm  products''  that  brings  it  home  to 
us;  that  is  our  business;  we  are  ^ain  merchants,  and  have  been  in 
the  business  many,  many  years.  There  is  always  the  question  asked, 
in  the  consideration  of  questions  of  this  kind.  What  is  that  big  bugaboo 
out  there  in  Chicago,  what  is  that  big  black  building  at  the  head  of 
La  Salle  street  and  what  do  they  do  there  ? 

And  there  are  many  opinions  as  to  what  takes  place  there.  I  have 
been  there,  around  that  big,  black  building  a  good  many  ^ears.  I 
am  going  upon  the  principle  that  this  committee  is  seeking  informa- 
tion, ana  if  not  assuming  too  much  I  would  Hke  to  tell  them  in  a  few 
words  what  goes  on  there;  what  the  functions  of  that  institution  are* 
and  what  is  true  of  that  institution  is  true  of  all  other  well-organizea 
legitimate  exchanges.  The  Board  of  Trade  of  the  City  of  Chicago 
is  an  organization  of  about  1,700  members.  That  organization  is 
not  in  business,  that  organization  owns  and  maintains  a  big  building 
with  a  big  hall  in  it,  furnishing  a  meeting  place  for  buyers  and  sellers, 
personally  or  by  and  through  their  agents.  You  might  ask,  **What 
IS  the  necessity  of  an  institution  of  that  kind?  "Simply  this:  Sup- 
pose that  Mr.  Burleson^  for  instance,  was  in  the  business  of  handling 
Eroducts  in  the  great  citv  of  Chicago,  and  some  man  down  at  Cairo, 
U.,  should  say  to  him,  You  seU  potatoes  for  people  on  a  commis- 
sion, do  you  not?"  Ajid  he  Would  answer,  *'Yes."  '*If  so,  I  wish 
you  would  sell  ten  carloads  of  potatoes  for  me;  I  want  to  ship  them 
up  in  about  sixty  days,"  and  Mr.  Burleson  being  in  that  business, 
would  have  to  run  all  over  Water  street,  where  all  the  commission 
houses  are  located,  covering  a  distance^  of  many  blocks  probably, 
offering  these  potatoes  for  sale  and  getting  bids  on  them,  doing  for 
his  customer,  who  ia  paying  him  a  commission  for  performing  this 
service^  the  best  possiole.  Having  a  meeting  hall  for  people  m  Uie 
same  line  of  business  does  not  necessitate  our  running  aroimd;  we  are 
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all  there  together;  that  accounts  for  the  rapidity  with  which  we  do 
business  upon  a  grain  exchange,  which  is  one  of  the  startling  and 
mystifying  things  to  the  average  layman,  he  can  not  understand  the 
rapidity  with  which  we  make  contracts.  That  is  all  the  board  of 
t^adeis. 

Operations  upon  the  board  of  trade  by  its  individual  members,  per- 
forming their  duties  in  the  way  of  service  for  the  people  who  employ 
them,  IS  a  different  proposition.  I  can  give  you  no  better  definition, 
gentlemen,  or  make  it  oroader  as  to  what  the  board  of  trade  is,  or  a 
grain  exchange,  than  the  answer  given  by  Mr.  George  F.  Stone,  who 
nasi,  been  secretary  of  the  Board  of  Trade  of  the  City  of  Chicago 
covering  a  period  of  more  than  twenty  years.  The  question  was 
propounded  Dv  Senator  Peflfer,  of  Kansas,  cnairman  of  the  committee, 
at  a  hearing  before  a  committee  of  the  United  States  Senate.  The 
question  propounded  by  Senator  Peffer  was  as  follows: 

Then  I  will  ask  you  first,  Mr.  Stone,  to  state  in  a  general  way  what  are  the  objects 
of  boards  of  trade;  what  part  they  play  in  the  commerce  of  the  country,  just  briefly? 

The  answer:  . 

The  primary  function  of  boards  of  trade  is  to  bring  the  buyers  and  sellers  togeth^ 
in  the  interest  of  fairness  and  equity  and  to  facilitate  the  marketing  of  products  and 
merchandise  and  to  provide  the  means  for  their  distribution  to  me  consumers  in 
different  sections  of  the  country  and  in  different  parts  of  the  world.  They  are  estab- 
lished to  facilitate  the  speedy  adjustment  of  business  disputes,  to  inculcate  tbe  prin* 
fnples  of  equity  and  honor  in  the  intercourse  of  merchants,  and  also  to  promote  the 
industries  of  man. 

In  that  connection  I  desire  to  say  that  we  court  investigation  of 
oiu*  book  of  rules  governing  oiu*  institution,  and  we  defy  anvone  to 
find  in  it  in  any  place  any  mle  that  is  not  based  upon  fair  and  square 
dealing  between  man  and  man. 

I  would  quote  another  question: 

Does  the  board  of  trade,  as  an  organization,  do  any  business  in  the  way  of  the  tzad- 
ing,  buying,  and  selling,  or  in  anouer  form,  as  a  single  body,  or  is  what  is  commonly 
said  to  be  tne  business  of  the  board  of  trade,  as  far  as  people  outside  are  concemea, 
transacted  by  the  members  individually? 

The  answer: 

The  board  of  trade,  as  an  oi^nization,  engages  in  no  business  whatsoever.  The 
business  which  is  commonly  and  popularly  associated  as  board  of  trade  business  10 
transacted  by  the  individusu  members.  This  is  in  accordance  with  section  12  of  the 
act  of  incorporation  and  refers  particularly  to  this  subject  of  inquiry. 

Another  question: 

Then  is  it  true  that  the  same  freedom  exists  among  the  members  of  the  body,  one 
with  another,  as  far  as  their  individual  transactions  are  concerned,  as  exists  among 
dealers  outside  who  act  independently? 

The  answer: 

It  is  perfectly  true.  Their  position  is  entirely  independent,  and  as  independent 
and  individual  as  that  of  mercnants  not  belonging  to  tne  board  of  trade — ^merchants 
engaged  in  any  department  of  business? 

Another  question: 

Then  you  wish  to  be  understood  as  stating  that  the  benefits  and  advantages  derived 
by  the  members  from  their  membership  are  only  those  which  come  from  organization? 

The  answer: 

Precisely. 

As  I  stated  before,  the  exchange  in  Chicago  is  the  meeting  place  of 
buyer  and  seller,  meeting  there  every  day  to  transact  the  business 
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of  those  who  employ  them  to  do  so.  Why  was  it  necessary  to  get 
together?  Why  was  it  necessary  to  get  together  all  the  men  in  that 
line  of  business  m  the  city  of  Chicago  1  Commerce  in  grain  demanded 
it;  it  was  of  such  volume  that  it  requires  rapidity  of  action. 

Gentlemen,  we  are  a  nervous  people;  we  are  a  trading  people;  we 
are  not  given  much  to  sitting  stul;  and,  probably,  for  the  great  good 
of  this  country,  we  differ  in  opinions  as  to  facts,  as  to  time  in  whicn  we 
wish  to  do  things,  in  fact  in  everything. 

Somewhere,  some  spot,  some  place  in  this  great  broad  grain-growinff 
United  States  some  day  in  every  year,  some  hour  in  every  day,  and  1 
might  almost  say  some  minute  in  every  hour,  somebody  wants  to 
sell  some  grain.  If  it  is  not  the  farmer  over  here  in  Pennsylvania  it 
is  the  man  that  lives  out  in  Oregon,  and  if  it  is  not  the  man  m  Oregon 
it  is  somebody  who  lives  in  Kansas.  And  somewhere  in  this  broad 
world  every  hour  in  the  day  and  every  minute  of  the  hour  somebody 
wants  to  buy  some  grain.  It  is  commerce,  gentlemen,  grain  com- 
merce. It  is  the  natural  spirit  of  trade;  thq^t  spirit  is  in  all  of  us 
unless,  perhaps,  we  are  professional  men.  That  mdicates  one  thing, 
a  great  midtitude  of  sellers  and  a  great  multitude  of  buyers,  and  there 
must  be  a  common  meeting  place.  If  the  merchant  in  Liverpool 
to-day,  if  the  importer  in  Budapest,  or  if  the  grain  dealer  in  Spain 
wants  to  buy  to-aay  a  hundred  thousand  bushefa  of  No.  2  red  winter 
wheat,  he  can  get  in  touch  with  and  consummate  his  purchase  prac- 
tically inside  or  the  hour.  If  the  man  who  runs  a  grain  elevator  in 
Kansas  wants  to  sell  his  grain  to-day  he  can  do  it,  because  they  buy 
three  hundred  and  sixty-five  days  in  the  year,  barring  Sundays. 

Mr.  Burleson,  in  his  remarks,  referred  to  the  growing  cotton-ware- 
housing industry  in  the  South,  and  if  I  correctly  understood  Mr. 
Burleson  he  stated  that  that  industry  had  not  reached  yet  the  state 
of  full  development:  do  I  quote  you  rightly  1 

Mr.  Burleson.  That  is  right. 

Mr.  Fitch.  The  grain  trade  has  reached  the  state  of  full  develop-^ 
ment  as  far  as  the  handUng  of  the  crops  is  concerned.  One  need  but 
take  a  trip  over  any  system  of  railroad,  noticing  at  every  station 
through  wnich  you  pass  two,  three,  and  four  country  elevators  stand- 
ing there  with  their  machinery  running,  day  after  day,  to  give  the 
eommunities  in  which  they  are  located  a  market  for  their  grain.  The 
system  of  warehousing  grain,  I  might  say,  is  practically  complete ;  the 
system  of  the  warehouse  receipt,  the  registration  of  it  by  the  State, 
and  so  forth. 

And  now  we  get  along  toward  the  question  that  is  always  the  bug- 
aboo, and  that  is  future  contracts.  As  I  stated  before,  these  people 
in  the  world  who  want  to  buy  and  these  people  in  the  world  who  want 
to  sell  every  day  in  the  year,  want  to  buy  and  want  to  sell  for  different 
periods.  Some  man  wants  to  sell  his  corn  today,  in  February,  to  be 
deUvered  in  May.  His  roads  may  be  bad  and  he  does  not  care  to  haul 
it  now,  and  he  says  to  the  man  who  represents  him  upon  the  exchange: 
''Find  out  what  you  can  do  for  me  in  the  way  of  a  price  for  my  corn 
to  be  shipped  in  and  delivered  in  the  month  of  May.''  All  kinds  of 
contracts  are  made  because  they  have  all  kinds  of  ideas  as  to  when 
they  want  a  contract  to  expire  or  when  they  want  it  to  be  fulfilled. 
The  making  of  contracts  of  this  kind  is  in  such  general  use  that  it  has 
worked  into  a  system,  a  vast  system  of  what  you  might  call  insur- 
ance.    This  system  has  been  brought  about  by  the  very  activity  of 
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the  people  in  the  world  trading  back  and  forth,  the  very  difference  of 
opinion  as  to  when  they  want  it  and  when  they  do  not  want  it,  basing 
their  contracts  for  next  week,  or  next  month,  or  as  far  along  as  in  the 
fall. 

Some  European  grain  dealer  may  look  at  his  crop  in  the  foreign 
countries  and  sav:  I  want  plenty  of  grain  running  to  me  in  the  month 
of  September;  I  want  the  ships  coming  to  our  shores  bringing  me 

rain ;  it  is  good  property.  And  he  buys  it  for  that  time.  Therefore 
say  that  the  difference  of  opinion,  the  difference  of  ideas,  has 
worked  the  grain  trade  of  to-day  into  one  vast  system  of  insurance, 
and  that  vast  system  of  insurance  has  enabled  the  grain  trade  of 
this  country  to  take  advantage  of  it  to  the  extent  of  handling  the 
crop  of  this  country  at  the  lowest  possible  expense.  I  venture  to 
say,  Mr.  Chairman,  that  without  this  great  system  of  insurance  that 
is  in  effect  to-day  the  difference  in  the  amount  of  tribute  exacted 
upon  a  bushel  or  com  that  leaves  Hastings,  Nebr.,  or  a  common 
point  in  Kansas,  and  is  laid  down  in  the  hands  of  the  consumer  in 
England  or  in  Germany  or  in  France,  if  jou  please,  were  it  not  for 
the  system  that  is  in  vogue  now,  fumishmg  tnis  great  possibility  of 
insurance  that  may  be  taken  advantage  of,  would  be  practically 
double  what  it  is  at  the  present  time;  in  other  words,  it  would  cost 

Eractically  double;  at  least  4  or  5  or  6  cents  a  bushel  more  would 
e  paid  to  the  men  in.  between  who  performed  the  service  for  a 
modest  compensation;  yet  6  cents  a  bushel  more  would  accrue  to 
them  between  the  point  m  Kansas  and  Liverpool  than  accrues  to  them 
at  the  present  time. 

The  question  always  comes  up  as  to  intent  of  delivery,  Mr.  Chair- 
man, and  I  will  cite  you  a  case  tnat  comes  up  every  hour  in  the  grain 
trade,  bordering  along  this  line  of  insurance.  We  will  say  that  John 
Smith  has  a  country  elevator  at  Springfield,  HI.,  located  upon  the 
lines  of  the  Illinois  Central  Railroaa.  The  Illinois  Central  Railroad, 
as  you  gentlemen  know,  is  a  road  that  runs  north  and  south  from  the 
Lakes  to  the  Gulf.  John  Smith,  a  grain  dealer  at  Springfield,  a  man 
of  moderate  means,  in  order  to  conduct  his  business  gets  some  help 
from  his  bank  to  finance  it,  because  he  runs  his  business  right.  His 
business  is  that  of  buying  grain  from  the  farmers;  he  keeps  his  ele- 
vator open  three  hundred  days  in  the  year,  and  no  matter  when  the 
farmer  drives  up  with  a  load  of  grain  he  takes  it  and  gives  him  the 
market  price  for  it.  How  does  he  know  the  market  price  ?  Grentle- 
men,  in  all  my  experience  I  have  never  seen  such  progress  made  ia 
any  line  of  business,  in  the  way  of  information,  as  has  been  made  in 
the  last  few  years  in  keeping  the  grower  of  grain  in  absolute  touch 
with  what  is  going  on  in  the  markets  of  the  world.  The  systems  of 
telephones  and  telegraphs,  with  the  daily  papers  and  eveiythjng  of 
that  kind,  keep  the  grower  in  close  touch  with  the  markets  at  aD 
times. 

John  Smith  is  buying  com  of  the  farmers ;  the  farmers  are  hauling 
corn,  and  John  Smith's  elevator  holds  50,000  bushels,  and  thev  bring 
him  in  com,  and  he  writes  his  ticket  on  the  bank,  which  the  farmers 
take  and  go  to  the  bank  and  get  their  money.     He  says.  "I  have 

fot  to  make  arrangements  for  some  more  money  to  take  in  tnis  com,*' 
le  goes  up  to  his  banker  And  says,  ''I  have  got  to  take  in  about  20,000 
bushels  more  of  com,  and  on  the  present  price  it  is  going  to  take 
about  $12,000;  I  want  to  know  if  I  can  get  $12,000."     Now,  if  I  was 
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a  banker — and  I  think  many  of  them  would  ask  this  question — I 
would  say,  "Well,  Smith,  it  is  all  right  for  you  to  take  in  the  com;  I 
want  to  see  you  keep  on  doing  business,  but  I  do  not  like  to  loan  much 
monej  on  60-cent  com;  I  can  not  afford  to  loan  you  that  money  to 
take  m  that  com  and  you  stand  there  wide  open  on  it/'  Smith  says 
to  him,  "Mr.  Banker,  I  have  got  a  hedge  against  that  com;  just  as 
fast  as  I  buy  6,000  bushels  of  corn  I  am  selling — it  is  now  February — 
I  am  sending  up  to  my  representative,  to  theT)roker,  to  the  salesman 
who  represents  me,  who  handles  my  business  for  me,  and  I  give  him 
instructions  to  sell  somebody  5,000  bushels  of  com  that  I  will  ship 
in  May  and  deliver,  imd  my  man  in  Chicago  has  sold  that  to  Brown, 
Jones  &  Co." 

Were  I  representing  Mr.  Smith  as  the  Chicago  salesman  I  would 
sell  his  5,000  bushels  of  corn,  and  when  I  have  sold  that  for  his  account 
I  have  obligated  myself  to  a  firm  of  standing,  or  to  a  member  of  the 
same  exchange,  to  whose  rules  I  am  amenabk;  I  have  sold  to  him  foi* 
the  account  of  John  Smith,  in  Sprin^eld,  5,000  bushels  of  com,  to  be 
delivered  in  the  month  of  May,  and  Brown,  Jones  &  Co.  have  bought 
of  me  that  amount  of  corn.  I  immediately  send  John  Smith,  of 
Springfield,  a  record  of  the  sale  I  have  made  for  him,  giving  him  the 
name  of  the  concern  that  I  sold  it  to  and  the  price  that  I  sold  it  at 
and  the  terms  of  the  sale,  and  Brown,  Jones  &  Co.  may  have  been 
acting  for  somebody  at  Erie,  Pa.,  or  for  somebody  in  Washington, 
D.  C,  who  wants  the  com  laid  awav  and  shipped  to  them  in  the  month 
of  May;  and  when  you  have  made  that  agreement  you  can  not  get 
away  from  it  unless  you  get  together  and  settle  it.  Just  the  same  as 
if  I  agree  to  build  a  house  for  you,  Mr.  Chairman,  for  $17,000;  within 
a  month's  time  or  two  or  three  months  after  making  the  agreement 
I  come  to  you  and  say,  '*Mr.  Chairman,  I  am  afraid  to  start,  I  am 
afraid  it  is  too  big  a  job  and  I  am  afraid  to  go  on,  how  much  will  you 
let  me  off  for?"  I  have  a  right  to  buy  back  my  contract;  I  have  a 
right  to  substitute  a  contract;  I  have  a  right,  if  it  is  agreeable  to  you. 
to  settle  it,  and  turn  the  contract  over  to  somebody  else  who  will 
build  your  house  and  let  me  out,  if  it  is  agreeable  to  you. 

Brown,  Jones  &  Co.  notify  this  man  in  Erie,  Pa.,  that  they  have 
bought  5,000  bushels  of  com  for  his  account  to  come  in  in  May.  as 
he  directed,  giving  him  the  name  of  the  house  from  whom  tney 
bought  the  com;  the  transaction  can  be  actually  traced  the  same 
as  a  transfer  of  real  estate  or  of  a  horse  or  any  other  personal  property. 
Now,  there  is  a  sale,  Mr.  Chairman,  we  mtend  to  deliver.  Now, 
we  come  along  into  the  month  of  April  and  the  steamships  that  are 
coming  to  New  Orleans  are  a  little  short  of  freight  going  back  and 
they  reduce  the  price  of  tonnage  from  New  Orleans  to  Liverpool 
and  to  other  foreign  ports,  and  the  grain  men  and  the  elevator  men 
in  New  Orleans  say,  '^Here  is  a  chance  for  us  to  ship  some  com;*' 
and  they  start  to  buy  com  along  the  Illinois  Central  road,  and  to  get 
the  com  for  shipment  they  bid  wie  price  up;  when  they  get  to  Spring- 
field, to  John  Smith's  place,  they  offer  him  a  price  for  his  com;  they 
urge  John  Smith,  at  Springfield,  to  make  a  price  for  the  com  whicK 
he  has  in  his  elevator.  So  Smith  says  to  hmiself,  I  could  sell  that 
com  to  the  New  Orleans  men  who  want  to  ship  it  abroad  and  get  a 

food  price  for  it,  and  there  would  be  some  money  in  it  for  me  if  I 
ad  not  already  sold  it  to  be  shipped  to  Chicago  in  May. 
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Then  he  aays  to  himself,  I  wonder  if  I  might  get  my  representative 
in  Chicago  to  let  me  out  of  that  contract,  whether  he  could  buy  it 
back  and  get  me  released^^and  at  what  price.  Then  he  wires  up  to  his 
representative  in  Chicago  and  his  Chicago  representative  informs  him 
that  he  can  buy  back  that  40,000  bushels  of  com,  we  will  say,  for 
delivery  in  May,  for  such  and  such  a  price.  He  looks  at  it,  and  he 
says,  "  I  sold  it  for  42  and  I  can  buy  it  back  for  48,  that  is  6  cents  differ- 
ence; but  they  are  offering  me  a  price'' — they  are  bidding  him  what 
we  call  a  premium — ^'over  what  1  could  deliver  it  for  in  May;  I  can 
sell  my  corn  in  New  Orleans  and  make  8  cents  as  against  6  cents  that 
I  pay  to  be  released  from  my  contract;  therefore.  I  will  do  that." 
And  he  wires  up  to  his  representative  in  Chicago  to  buy  back  the  con- 
tract, and  his  representative  buys  back  the  40,000  bushels  of  com; 
and  Mr.  Smith,  of  Springfield,  by  selling  his  com  to  the  man  in  New 
Orleans,  under  the  new  transaction,  makes  2  cents  on  the  bushel,  or 
$800  more  upon  his  com.  Now,  are  we  going  to  deny  to  the  grain 
dealers  of  this  country  the  right  to  get  all  they  can  out  of  the  grain 
that  the^  handle  ? 

Referring  once  more  to  the  question  of  insurance  upon  wheat,  com, 
and  oats,  upon  which  there  is  future  trading  and  future  contracts,  it 
is  a  well-known  fact — anv  grain  man  will  substantiate  what  I  have 
stated  here,  and  I  speak  knowingly,  because  I  have  mn  country  ele- 
vators myself,  lots  of  them — that  wheat,  corn,  and  oats  are  handled 
from  the  iarmer*s  wagon  when  delivered  at  the  country  elevator,  upon 
a  margin  of  profit  of  anywhere  from  half  a  cent  a  bushel  to  a  cent  and 
a  half,  and  at  the  same  elevator,  where  we  are  buying  barley,  on 
which  there  is  no  market  whatever  in  the  way  of  future  markets,  our 
margin  of  profit,  or  rather,  I  would  rather  calf  it  insurance,  is  4  to  5  to 
6  cents  a  bushel. 

The  Chairman.  Would  it  intermpt  you  if  I  should  ask  you  a  ques- 
tion right  here  ?  Why,  in  your  judgment,  has  there  never  been  de- 
veloped a  future  market  in  barley  ? 

Mr.  FrrcH.  I  think  possibly  the  greatest  trouble,  Mr.  Chairman,  in 
developing  a  market  for  future  contracts  in  barley  would  be  the  ques- 
tion of  grades.  There  is  no  grain  upon  which  the  weather  has  such  a 
bearing  as  it  has  upon  barley.  Barley  is  regarded  for  its  plumpness 
and  mostly  for  its  color,  the  higher  grades  being  used  entirely  in  the 
malting  industries. 

Mr.  Chairman,  I  want  to  say  just  one  word  in  connection  with  that 
term  ^*  bucket  shop."  And  in  illustration  of  that,  Mr.  Chairman,  I 
desire  to  go  back  again  to  Springfield,  LL,  to  John  Smith,  who  is  in 
the  grain  Dusiness.  I  explamed  to  you  how  that  10,000  bushels  of 
com  for  May  deUvery  were  sold  upon  the  Chicago  Exchange;  that 
John  Smith  was  notified  to  whom  it  was  sold,  and  the  firm  who  bought 
it  notified  the  party  they  represented  the  name  of  the  party  fmm 
whom  they  bought  it,  and  so  forth,  making:  it  an  actual  transaction. 
I  want  to  show  you  where  those  methods  differ  from  what  they  would 
have  been  if  John  Smith  had  stepped  across  the  street  to  one  of  the 
small  town  bucket  shops.  If  he  had  gone  across  the  street  to  a  bucket 
shop  to  make  that  sale  of  com,  the  method  would  have  been  to  look 
at  me  quotations  on  the  board,  the  blackboard  that  these  men  keep 
there,  and  he  writes  him  a  ticket  at  the  price,  and  the  transaction  ends 
right  there.     It  would  be  just  the  same  as  if  I  were  to  go  behind  the 
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stand  at  the  race  track  and  lay  them  5  to  0  or  5  to  2,  and  so  forth — 
identically  the  same  proposition. 

Now,  you  may  say  that  if  the  bucket  shop  takes  these  bets,  as  you 
call  them,  where  does  he  get  off  if  the  market  goes  against  him  ?  I 
would  say  to  you  that  once  in  awhile  he  finds  somebody  that  is  a  mem- 
ber of  the  excnange  who  will  handle  some  of  his  business.  The  member 
will  do  it  for  him  under  cover  and  give  him  a  chance  to  get  off,  but  if 
a  member  does  it  and  is  found  out  he  never  does  it  the  second  time: 
he  is  expelled.  That  suppc^ts  what  I  have  said  that  the  rules  stand 
for  integrity  on  the  board  of  trade  in  the  city  of  Chicago,  and  the 
same  applies  to  every  other  exchange.     Durmg  my  term  as  vice- 

{^resident  and  during  my  term  as  president  I  voted  aye  every  time 
or  the  expulsion  of  21  men.  Expulsion  from' our  institution  means 
not — as  it  does  in  some — only  the  forfeiture  of  membership,  thereby 
permitting  the  culprit  to  retain  the  monetary  interest,  but  it  means 
m  our  excnange  absolute  confiscation;  that  is,  your  fine,  besides  losing 
your  business  standing. 

Just  one  more  word  in  regard  to  thd  grain  dealer  taking  advantag:e 
of  that  insurance  that  exists.  At  the  present  time  tributary  to  Cm- 
cago  are  miUions  of  bushels  of  com  that  are  what  we  call  soft  com. 
The  state  inspection  department  of  the  State  of  Illinois  demands  that 
com  of  No.  2  or  No.  3  grade,  or  better,  must  have  not  to  exceed  19 
per  cent  of  moisture;  the  consequence  is  that  not  only  the  Chicago 
market,  but  St.  Louis,  Omaha,  Kansas  City,  and  other  m^kets  are 
being  flooded  at  the  present  time  with  what  is  known  as  the  soft 
^ades  of  com,  That  cora,  on  account  of  its  condition  when  it  comes 
mto  the  market,  is  sold  at  a  discount,  is  not  a  standard  graide  of  com, 
and  is  bought  by  people  who  have  what  we  call,  in  grain  parlance, 
the  hospitiSs,  where  they  put  the  com  in  shape,  put  it  in  the  driers, 
extract  the  moisture  from  it,  and  they  put  that  com  in  a  condition 
where  it  will  keep. 

If  anybody  has  ever  seen  com  out  of  condition  you  will  know  what 
that  means.  Now,  what  is  the  man  in  Kansas  City  or  Chicago,  who  , 
is  accumulating  thousands  of  bushels  of  this  com,  going  to  do  in 
regard  to  financing  it  with  his  banks  ?  What  is  the  banker  going  to 
say  ?  I  can  wdk  over  to  the  banks  in  La  Salle  street  in  Chicago  and 
say,  **I  want  to  borrow  half  a  miUion  dollars;  I  am  taking  in  this  off- 
grade  com  that  is  coming  in  on  the  market;  I  am  drjdng  it  out  and 
putting  it  in  merchantable  shape;  buying  it  at  a  discount,  getting  the 
corn  at  6,  7,  or  8  cents  a  bushel,  and  it  costs  me  4  or  5  or  6  cents  to  dry 
it  out,  and  I  have  sot  a  possible  profit  of  a  couple  of  cents  a  bushel. 
My  banker  says,  *' les,  ir  the  price  don't  go  down,''  and  I  say  to  him, 
^'I  have  got  every  bushel  of  it  sold  against  for  dehvery  in  the  month 
of  May,"  and  the  minute  I  show  that  statement  my  banker  will  not 
only  loan  me  half  a  miUion,  he  will  loan  me  four  or  five  times  that 
amount  if  I  want  it;  I  speak  knowingly  because  I  have  done  it  so 
much.     It  is  the  same  as  insurance. 

Mr.  Mebrill.  May  I  ask  you  right  at  that  point  to  show  the  value  of 
that  com,  or  what  it  woula  be  in  the  market  but  for  the  buying  of  it 
to  dry  and  thereby  making  it  safe  to  keep  1 

Mr.  FrrcH.  There  is  no  telling;  that  would  be  hard  to  answer;  how- 
ever, I  might  say  that  it  would  probably  be  between  seven-eighths 
and  nothing.     This  vast  system  of  insurance  that  has  come  up,  as  I 
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stated  before,  from  the  difference  of  opinion  of  the  people  of  the  worid, 
has  been  sixty  years  building,  and,  gentlemen,  I  do  not  believe  this 
committee  or  any  other  committee  or  any  Member  of  Congress  wants 
to  disturb  the  grain  commerce  of  this  country  by  tearing  down  or 
attempting  to  tear  down  in  sixty  days  what  it  has  taken  sixty  years 
to  build  up.  It  may  not  be  perfect.  I  do  not  know  if  you  gentlemen 
are  aware  of  the  fact  that  many  of  the  States  have*  their  bucket- 
shop  laws,  at  the  same  time  making  legal  the  transactions  upon  the 
exchanges.  I  am  informed  that  the  District  of  Columbia  and  the 
following  States,  Indiana,  Missouri,  Iowa,  Michigan,  Pennsylvania. 
New  York,  Massachusetts,  Kansas,  and  Tennessee,  have  passea 
stringent  laws  against  bucket  shops,  at  the  same  time  legalizing 
trades  made  on  re^lar  and  legitimate  exchanges. 

Gentlemen,  I  might  take  up  vour  time  for  hours;  the  subject  is 
almost  inexhaustive.  It  is  a  sul)ject,  of  course,  that  is  dear  to  us, 
because  it  is  our  business,  and  we  have  grown  up  in  it.  I  am  not  go- 
ing to  infringe  upon  your  patience  any  longer.  There  is  nothing  in 
this  world  that  is  perfect;  there  are  defects  in  almost  everything; 
but  the  careful  diagnostician  and  the  careful  surgeon  determines 
how  the  operation  may  be  performed  with  the  least  pain  or  the  least 
disturbance.  We  are  not  perfect;  we  have  things  hanging  onto  our 
business  that  we  are  just  as  anxious  to  shove  off  as  you  are;  we  can 
see,  perhaps,  where  an  operation  would  be  for  the  benefit  of  all; 
but  we  can  not  see  where  a  capital  operation  is  necessary.  There 
never  was  a  carload  of  fruit  shipped  that  did  not  arrive  at  destination 
with  a  few  specks  on  the  peaches;  you  never  send  a  battle  ship  around 
the  Horn  but  that  when  she  gets  to  San  Francisco  or  Monterey  she 
is  not  covered  with  barnacles;  but  you  do  not  throw  away  the  car* 
load  of  fruit,  nor  do  you  dynamite  the  battle  ship.  Not  all  legisla- 
tors are  worthy  of  the  trust  that  the  people  put  into  them.  We  have 
seen  those  that  have  gone  wrong  and  those  that  are  not  right;  they 
are  not  all  perfect,  but  it  does  not  damn  the  system  of  legMation  in 
^the  main.    Gentlemen,  I  thank  you  for  the  time  you  have  given  me. 

Mr.  Lee.  How  many  grades  of  winter  wheat  are  sold  on  the  Chicago 
board? 

Mr.  Fitch.  There  is  a  No.  2,  there  is  a  No.  3,  and  a  No.  4. 

Mr.  Lee.  Suppose  a  miller  in  Atlanta,  Ga.,  buys  ten  carloads  of 
wheat,  can  he  specify  the  grade  of  wheat  which 

Mr.  Fitch.  No,  sir. 

Mr.  Lee.  He  will  have  delivered  1 

Mr.  Fitch.  No,  sir;  he  can  have  one  of  three  grades,  because  there 
is  always  a  scarcity  in  the  high  grade,  and  that  always  commands  a 
cash  premium.  Iix)r  instance,  if  I  should  sell  to-day  10,000  bushrfs 
of  wheat  for  delivery  in  the  month  of  May,  agree  to  deliver  that  wheat 
in  the  month  of  May,  I,  as  the  seller,  have  one  of  three  ways  of  deliver- 
ing that  wheat;  I  can  deliver  you  No.  2  Kansas  hard  or  deliver  you 
No.  1  northern,  which  is  northern  spring  wheat,  or  I  can  deliver  you 
the  No.  2  red. 

Mr.  Lee.  You  give  one  of  three  grades  ? 

Mr.  Fitch.  Deliverable  on  contract. 

The  Chairman.  One  of  the  three  you  have  mentioned  ? 

Mr.  Fitch.  One  of  the  three. 

Mr.  Merrill.  At  the  pleasifre  of  the  seller  ? 

Mr.  Fitch.  At  the  pleasure  of  the  seller. 
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The  Chairman.  Is  it  under  a  contract  such  as  is  made  on  the  cotton 
exchange  ? 

Mr.  Fitch.  No,  sir.  For  instance,  you  come  in  my  office  and  say, 
"  I  want  to  pick  up  some  No.  2,"  and  1  will  say,  ^'  I  will  see  what  I  can 
do  for  you.  I  would  go  around  to  the  different  elevators  having  it 
in  store  and  for  sale  and  ask  at  what  price  they  would  ship  the  No.  2. 
I  would  get  the  price  and  come  to  you  and  say,  *'  I  can  get  that  shipped 
loaded  on  the  cars  for  you,  at  one  twenty-eight,"  and  you  say.  Buy 
it,"  and  you  would  buy  that  No.  2  red  winter  right  out. 

Mr.  Burleson^  This  is  right  on  the  exchange  f 

Mr.  Fitch.  Yes,  sir;  absolutelv. 

Mr.  Beaix.  On  one  of  the  excnange  contracts  ? 

Mr.  Fitch.  Yes,  sir. 

Mr.  Beall.  An  ordinary  exchange  contract  ? 

Mr.  Fitch.  An  ordinary  exchange  contract. 

The  Chairman.  If  Mr.  Smith  had  10,000  bushels  of  wheat  at 
Springfield  and  he  sold  it  to  be  deUvered  in  May,  what  would  he 
send  up  to  Chicago  ? 

Mr.  Fitch.  He  could  send  any  of  the  three  grades,  just  to  fill  his 
contract.  Suppose  he  had  No.  2  red.  No.  2  hard,  and  No.  1  northern; 
foxy  John  Smitn  from  Springfield  would  look  at  the  market  and  say, 
"If  No.  2  red  winter  is  selling  at  a  prenjium  of  12  cents,  I  will  not  send 
that,  I  will  send  the  cheapest  I  have;''  and  when  he  sends  that  wheat 
up  there,  to  be  deUverea  upon  the  contract  he  has  made,  we  have 
nothing  to  do  with  that;  the  state  inspectors  enter  that  car  and  look 
it  over  and  determine  the  grade^  and  then  the  State  issues  a  receipt 
for  that  wheat  which  is  stored  m  the  elevator,  and  it  is  registered; 
the  receipt  is  deUvered  to  him  for  his  wheat  and  that  receipt  is  the 
best  coUateral  to  borrow  money  on  in  the  United  States. 

Mr.  Lee.  WiU  you  tell  me  how  many  grades  are  recognized  on  the 
Chicago  Board  of  Trade — grades  of  winter  wheat  ? 

Mr.  FrrcH.  You  mean  on  contract  1 

Mr.  Merrill.  There  is  a  Uttle  booklet  as  to  the  official  inspection 
that  is  gotten  out  by  the  State  showing  just  what  the  grades  have 
got  to  tS  [handing  booklet  to  Mr.  Fitch]. 

Mr.  Lee.  I  want  it  in  the  record,  that  is  all;  how  many  grades 
there  are  of  winter  wheat  recognized  on  the  Chicago  Grain  Board  of 
Trade. 

Mr.  Fitch.  Of  grades  recognized? 

Mr.  Lee.  How  manv  ? 

Mr.  FrrcH.  Under  tne  deUverable  contract,  for  instance  ? 

Mr.  Lee.  I  mean  how  many  grades  you  handle. 

Mr.  Fitch.  You  mean,  for  instance,  different  grades  that  come  on 
the  floor,  the  number  of  samples  of  wheat,  and  how  many  grades  are 
liable  to  be  in  a  sample  of  wheat  ? 

Mr.  Lee.  Yes. 

Mr.  FrrcH.  You  mean,  supposing  you  ship  a  carload  of  wheat,  how 
many  different  grades  are  we  Uable  to  find  * 

Mr.  Lee.  Yes. 

Mr.  Merrill.  Show  Mr.  Lee  the  booklet  I  handed  to  you. 

Mr.  Fitch.  That  is  not  the  idea;  he  is  asking  for  recognized  grades. 
I  know  what  the  gentleman  means;  he  means  grain  deUverable  on 
contract.     You  have  a  perfect  right,  you  know,  in  buying  wheat  of 
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me,  to  specify  a  certain  wheat  or  a  certain  grade,  and  if  I  agree  to 
^ve  it  to  you  I  have  got  to  eive  it  to  you. 

Mr.  Lee.  I  understand  tnat;  but  vou  don't  seem  to  catch  my 
idea.  I  want  to  know  how  many  grades  you  handle.  For  instance, 
as  to  cottbn,  they  have  twenty  or  twentv-five  grades.  Now,  I  want  to 
Icnow  how  many  grades  of  wheat  vou  have. 

Mr.  FrrcH.  We  have  three  grades  of  wheat  deliverable  upon  con- 
tract, and  it  never  changes.  Most  of  our  red  wheat,  which  is  a  winter 
wheat ,  is  grown  in  the  States  of  Illinois,  Indiana,  and  so  forth;  the  No, 
2  hard  wmter  is  grown  in  Kansas,  and  the  spring  wheat  No.  1, 
northern,  is  grown  m  the  Dakotas. 

The  Chairman.  Your  statement  is,  then,  to  the  eflFect  that  the 
grades  deliverable  on  future  contracts  are  well  defined  and  always 
easily  understood  ? 

Mr.  FrrcH.  Absolutely;  because  they  are  grown  in  different  parts 
of  the  country,  and  the  smallest  miller  can  tSl  you  the  difference  by 
looking  at  them;  where  one  miller  would  pay  a  certain  price  for  No.  1, 
northern,  another  miller  would  not  look  at  it  for  that  price. 

The  Chairman.  I  have  a  letter  from  a  miller  at  Neosho,  Mo.,  the 
Neosho  Milling  Company,  from  which  I  read  the  following  statement: 

These  future  contract  grades  are  very  meaningless  and  given  a  varying  latitude  of 
^:rade,  variety,  and  quality  of  wheat;  hard  wheat,  yellow  berry  wheat,  spring  wheat,  or 
«oft  wheat  may  be  delivered  with  var>anfir  admixtures  of  damaged  wheat  of  all  grades  and 
kinds  as  suits  the  seller,  whichever  is  the  cheapest.  So  you  can  readily  see  that  the 
miller  that  buys  a  future  contract  and  expects  tne  grain  to  be  delivered  to  him  will  be 
«orely  disappointed. 

Do  you  think  that  is  an  accurate  statement? 

Mr.  FncH.  No,  sir;  I  do  not.  If  the  gentleman  from  Neosho 
would  send  any  grade  of  wheat  to  the  markets  of  Chicago,  to  be  sold 
there,  the  State  of  Illinois  says  what  that  wheat  is,  just  tne  same  as 
if  the  State  of  Texas  should  sav  what  the  grade  of  cotton  is ;  the  State 
of  Illinois  states  what  that  wheat  b,  and  after  they  state  what  it  is, 
then  it  is  sold  upon  the  market. 

Mr.  Merbill.  And  that  state  law  has  been  in  effect  thirty-nine 
years  ? 

Mr.  Fitch.  Yes. 

Mr.  BuBLBSON.  I  would  like  to  ask  you  one  question.  Suppose 
the  miller  to  which  Mr.  Lee  referred  could  only  use  in  his  mill  the 
grade  of  wheat  which  you  spoke  of  as  a  red  winter  wheat,  could  he 

fo  to  the  Board  of  Trade  m  Chicago  and  buy  a  contract  for  the 
elivery  of  10,000  bushels  of  red  winter  wheat  tnat  he  wanted  ? 

Mr.  Fitch.  Yes,  sir;  he  could  go  on  the  Chicago  Board  of  Trade 
and  get  it  as  every  other  man  can. 

Mr.  Burleson.  Could  he  use  the  ordinary  contract  of  the  Chicago 
Board  of  Trade? 

Mr.  Fitch.  What  do  you  mean  by  the  ordinary  contract? 

Mr.  Burleson.  I  mean  the  ordinary  contract  for  the  future 
•delivery  of  grain  ? 

Mr.  FrrcH.  If  he  bought  10,000  bushels  of  wheat,  is  that  what  you 
mean,  for  the  month  of  May  delivery  ? 

Mr.  Burleson.  I  am  quite  sure  tnat  you  want  to  be  understood. 

Mr.  Fitch.  Absolutely,  Mr.  Burleson. 

Mr.  Burleson.  And  I  do  not  want  to  be  misunderstood.  Now, 
here  is  a  miller  in  Georgia  who  wants  10,000  bushels  of  red  winter 
wheat;  he  can  not  use  any  other  kind  of  wheat  in  his  mill,  he  can  not 
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sell  the'  flour,  the  product  of  any  other  kind  of  wheat  than  red  winter 
wheat;  could  he  send  an  order  to  the  Chicago  Board  of  Trade  for 
10,000  bushels  of  wheat  1 

Mr.  FrrcH.  May  wheat? 

Mr.  BuBLEsoN.  Well,  red  winter  wheat. 

Mr.  FrrcH.  That  is  where  you  will  have  to  specify  in  your  question. 

Mr.  BuBLESON.  All  I  want  to  get  is — well,  I  will  say  May  wheat* 
then;  I  want  to  know  if,  under  the  ordinary  contract,  the  buyer  woula 
know,  with  any  certainty,  that  he  was  going  to  get  the  red  winter 
wheat? 

Mr.  FrrcH.  No,  sir;  because  the  man  who  sells  that  10,000  bushels 
of  wheat  in  May,  under  our  rules,  has  the  right — that  is  perfectly 
understood  by  the  buyer  and  the  seller,  there  is  no  chance  or  getting 
away  from  that — the  man  who  sells  that  wheat^  the  elevator  man  in 
Chicago,  has  the  right,  the  seller  has  the  right,  m  the  month  of  May 
to  deliver  to  your  Atlanta  friend  one  of  three  grades  of  wheat,  whicn 
are  specifically  stated.  No.  1  northern.  No.  2  red,  or  No.  2  hard. 
Now,  mav  I  go  a  bit  further;  suppose  the  gentleman  in  Atlanta  wants 
No.  2  red  wmter  wheat;  the  gentleman  m  Atlanta  is  familiar  with 
the  ruling  price  of  No.  2  red  wmter  and  finds  it  is  selling  way  above 
him,  he  may  have  bought  the  10,000  bushels  of  May  wheat  at  some 
previous  time 

Mr.  Burleson.  No,  not  back  at  any  previous  time;  he  is  running 
a  mill  and  he  wants ^ 

Mr.  FrrcH.  Let  us  put  it  this  way,  that  he  sold  2,000  barrels  of 
flour 

Mr.  Burleson.  Oh,  no. 

Mr.  FrrcH.  And  he  wants  to  buy  wheat- 


Mr.  Burleson.  That  is  not  my  man;  this  miller  in  Georgia  wanta 
10,000  bushels  of  wheat  to  use  in  his  null,  and  I  want  to  know  if  he 
can  go  to  the  Chicago  Board  of  Trade  and  buy  a  contract  for  ita 
delivery,  with  any  certainty  of  getting  that  character  of  wheat  ? 

Mr..FrrcH.  No,  sir;  he  can  have  one  of  three  varieties. 

Mr.  Burleson.  Have  you  more  than  one  contract  on  the  Chicago- 
Board  of  Trade  for  wheat  ? 

Mr.  FrrcH.  Just  one  contract;  of  course,  we  have  hundreds  of 
contracts,  but  I  am  taUdng  of  the  May  contract. 

Mr.  Burleson.  That  is  right,  the  May  contract.  As  a  matter  of 
fact,  you  say  the  primary  fmiction  of  your  exchange  is  to  bring  the 
buyer  and  the  seller  together,  yet  if  the  Greorgia  man  wanted  to  get 
10,000  bushels  of  winter  wheat  he  could  not  go  to  the  Chicago  Board 
of  Trade  and  get  it. 

Mr.  FrrcH.  Absolutely  he  could.  I  have  said  to  you  that  if  yoa 
will  let  me  do  so  I  will  tell  you  the  procedure.  If  he  wanted  wheat 
he  would  look  at  the  prices  in  St.  Louis,  in  Kansas  City,  and  Chi- 
cago. He  would  see  the  price  was  one  twenty-eight  in  St.  Louis,  one 
twenty-five  in  Kansas  City,  and  one  twenty-three  in  Chicago.  He 
would  write  me  or  come  up  to  see  me  and  say  he  wanted  10,000 
bushels  of  No.  2  red  winter  wheat  and  ask  me  to  see  what  I  can 
buy  it  for.  I  would  go  to  the  different  elevator  concerns  and  would 
find  somebody  that  had  No.  2  winter  wheat  and  tell  them  I  wanted 
10,000  bushels  of  No.  2  red  winter,  at  one  twenty-three,  loaded  on  the 
cars;  and  if  I  foimd  it  I  would  tell  the  gentleman  I  could  buy  it  for 
him,  and  he  would  say  to  go  ahead  and  buy  it.  - 
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Mr.  Burleson.  And  that  closes  the  transaction  t 

Mr.  FrrcH.  Yes,  su-. 

Mr.  Burleson.  And  the  board  of  trade  has  not  had  a  thing  on 
earth  to  do  with  it  ? 

Mr.  FrrcH.  That  is  just  what  I  am  contending,  Mr.  Biurleson,  the 
board  of  trade  has  nothing  to  do  with  the  thing;  it  is  the  members 
of  the  board  of  trade. 

The  Chairman.  The  point  Mr.  Burleson  is  making  is  that  the 
transaction  is  not  on  the  board  of  trade. 

Mr.  FrrcH.  Evervthinff  that  is  done  in  the  way  of  an  execution  of 
that  kind,  or  a  traae  of  that  kind,  is  done  under  the  niles  and  is  sub- 
ject to  the  regulation  of  the  board  of  trade.  If,  for  instance,  I 
charged  him  more — suppose  the  price  of  the  wheat  was  to  be  one 
twenty-three,  and  I  came  down  to  nim  and  said,  '^I  can  get  the  wheat 
for  you  at  one  twenty-three  and  a  half; "  I  am  looking  to  skin  off  $50 — 
if  I  was  foimd  out  in  doing  such  a  thing  they  would  expel  me  in  a 
minute. 

Mr.  Burleson.  That  is  not  the  point. 

The  Chairman.  The  point  that  Mr.  Burleson  had  in  his  mind  is  that 
the  transaction  you  have  outlined  could  have  taken  place  if  the  Chi- 
cago exchange  had  never  been  in  existence. 

Mr.  Leveb.  Or  any  of  its  members. 

Mr.  Fitch.  As  I  stated  before,  in  my  comparison  of  the  proposi- 
tion on  Water  street,  tte  exchange  is  necessary  because  of  the  rapidity 
and  enormity  of  our  business. 

The  Chairman.  We  understood  that  perfectly,  and  for  the  most 
part  I  think  you  made  no  statement  in  your  entire  address  to  whicii 
an^  member  of  the  committee  would  take  the  least  exception;  I 
think  we  understand  entirely  the  commercial  propriety  and  commer- 
cial necessity  of  the  great  body  of  the  transactions  to  which  you 
allude  and  point  out.  The  point  to  which  we  desire  particularlv  to 
have  you  aadress  your  remarks,  of  course,  is  the  point  touching  these 
deals.  We  want  to  find  out  tv^hy  it  is  necessary,  m  order  that  a  farm 
product  shall  be  transferred  from  the  producer  to  the  consumer,  that 
there  should  be  a  system  involving  innumerable  transactions  in  which 
no  transfer  of  that  product  is  made  at  all;  we  are  hardly  able  to  under- 
stand— at  least  we  would  like  to  have  your  opinion  upon  the  propo- 
sition— that  these  innumerable  transactions  in  futures  on  the  Chicago 
Exchange  are.  necessary  in  order  that  the  miller  at  Atlanta  may  buy 
wheat  in  Chicago  on  the  best  terms. 

Mr.  Fitch.  Well,  I  started  to  tell  Mr.  Burleson  a  moment  ago  one 
little  incident.  The  miller  at  Atlanta  might  have  an  exceUent  chance 
to  sell  2,000  barrels  of  flour  for  shipment  within  the  next  sixty  davs 
at  a  price  that  is  eminently  satisfactory  to  him,  and  the  minute  ne 
makes  that  sale  he  knows  there  is  a  place  in  the  world  where  he  can 
buy  insurance,  so  he  buys  10,000  busnels  of  May  wheat  against  that. 

The  Chairman.  Suppose  the  miller  to  whom  the  wheat  is  sold 
should  insist  upon  delivery? 

Mr.  Fitch.  Yes,  sir. 

The  Chairman.  The  miller  would  have  to  accept  any  one  of  the 
three  grades,  and  there  would  be  two  chances  to  one  that  he  would 
not  be  able  to  get  a  grade  that  he  would  use  at  all.  Would  that 
future  contract  be  in  one  ? 

Mr.  Fitch.  You  say  that  the  miller  who  has  the  other  end  of  that 
product  would  insist  upon  delivery  of  the  grade  that  the  miller  did 
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not  like,  but  the  millers  understand  that  thoroughly.  There  is  no 
subterfuge  about  it,  nothing  under  cover,  or  anything  of  that  kind. 
I  will  take  you  to  any  miller  in  this  country,  large  or  small,  and  he 
will  show  you  at  once  that  he  himself  has  a  thorough  understanding 
of  just  what  he  is  doing.  - 

Mr.  McLaughlin.  'What  is  to  insure  that  he  is  not  simply  making 
a  bet  upon  what  the  price  of  the  wheat  might  be  ? 

The  Chairman.  You  are  in  the  wheat  business,  and  you  buy  and 
sell  wheat,  but  I  have  understood  the  drift  of  your  argument  to  be 
that  the  exchange  was  necessary,  the  system  of  future  contracts  was 
necessary  that  the  millers  might  hedge. 

Mr.  Fitch.  I  did  not  say  millers.  If  you  will  remember,  I  spoke 
of  the  grain  trade  of  the  world.  I  didn't  speak  of  the  millers  or  the 
elevator  people.  I  spoke  of  a  system  that  was  in  vogue ;  of  sixty  years 
of  work. 

The  Chairman.  I  will  broaden  my  expression  to  correspond  with 
your  statement.  Now  the  millers  are  an  important  element  in  the 
grain  trade. 

Mr.  Fitch.  Yes,  sir. 

The  Chairman.  If  it  should  happen  that  a  large  number  of  millers, 
perhaps  a  majority  of  them,  do  not  need  the  future  system,  would  it 
argue  in  your  mind  that  perhaps  the  importance  of  that  system  was 
exaggerated  ? 

Mr.  FrrcH.  I  could  not  answer  that  question. 

The  Chairman.  To  put  it  frankly,  and  not  beat  around  the  bush 
at  all,  I  have  had  letters  from  scores  of  millers  in  different  States  of 
the  countnr,  answering  directlv  the  question  as  to  whether  they 
found  the  future  system  valuable  to  them,  and  I  think  not  to  exceed 
3  per  cent  have  answered  that  .question  in  the  affirmative. 

(At  1  p.  m.  ^  recess  was  taken  until  2  p.  m.) 

AFTER   RECESS. 

The  committee  met  at  2.30  o^clock  p.  m.,  pursuant  to  the  taking 
of  recess,  Hon.  Charles  F.  Scott  in  the  chair. 

MB.  WALT£E    FITCH    EESUHED    THE    STAHD    FOE    FTJETHEE 

EXAMIlfATION. 

The  Chairman.  Just  before  recess  this  morning  I  had  asked  you 
if  I  had  received  the  right  impression  from  what  you  said  as  to  the 
value  and,  indeed,  the  necessity  of  future  trading  on  the  exchanges  as 
a  hedge  for  merchants  and  manufacturers  engaged  in  the  trade. 
Now,  I  wish  to  read  extracts  from  two  or  three  letters  that  will  be  fair 
samples  of  scores  of  letters  that  I  have  had  from  men  engaged  in  the 
grain  business  either  as  millers  or  as  bakers  or  as  grain*  merdiants.  I 
might  say  that  these  letters  were  written  in  response  to  a  letter  of  my 
own  in  which  I  framed  four  questions  in  as  noncommittal  a  way  as 
possible.  I  attempted  to  frame  them  so  they  would  not  indicate 
what  my  own  judgment  was  in  the  matter,  because  I  was  honestly 
seeking  the  opinions  of  men  whose  opinions  I  thought  would  be  of 
value  m  passing  upon  this  question. 

Tlie  character  of  the  questions  I  asked  may  be  determined  by  the 
answers  that  are  given.    The  first  letter  that  I  will  read  is  from  an 
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Oklahoma  mill;  located  at  Kiogfisher,  Okla.     It  is  a  small  mill,  with 
100  barrels  of  flour  and  100  barrels  of  meal  capacity  [reading]: 

We  do  not  find  it  necessary  to  resort  to  the  future  markets  of  Chicago  or  other  bomrds 
of  trade  in  conducting  our  business;  in  fact,  we  believe  we  can  operate  to  better  advan- 
tage without  them. 

It  has  been  our  observation  that  these  future  markets  are  injvuious  to  the  miller  and 
farmer  alike,  for  under  their  manipulations  it  is  impossible  to  tell  what  the  mailcet 
will  make,  and  there  is  nothing  for  us  to  baae  an  opinion  on  as  to  what  will  be  the  next 
move.  Tnen  the  wheat  comers  or  high  prices  usually  come  at  the  close  of  the  season 
when  the  farmer  has  no  grain  left,  and  he  is  not  benefited  thereby. 

We  can  not  see  where  there  would  be  any  harm  to  a  leptimate  business  by  the  sup- 

firession  of  trading  in  futures,  but  to  the  contrary  believe  it  would  be  a  decided  benent. 
nstead  of  having  a  steadying  effect  on  the  market  we  believe  the  future  markets  do 
just  the  opposite  and  often  cause  a  fluctuation  which  would  never  be  but  for  the 
manipulations  of  such  futures. 

That  is  from  the  Oklahoma  Mill  Company. 

I  read  next  from  a  letter  from  the  Howards  Mills  Company,  located 
at  Wichita,  Kans.  The  letter  is  signed  by  J.  E.  Howard,  president 
[reading] : 

We  do  not  find  it  necessary  in  conducting  our  business  to  resort  to  future  markets  on 
the  Chicago  or  any  other  board  of  trade.  In  the  past  whenever  we  have  undertook  to 
protect  ourselves  it  has  been  no  protection,  but  an  actual  loss. 

We  think  that  the  future  markets  are  detrimental  to  the  legitimate  interest  of  the 
mills  and  the  grain  growers. 

We  do  not  believe  that  any  harm  could  come  to  any  legitimate  business  if  future 
trade  was  suppressed. 

We  do  not  believe  that  the  existence  of  this  future  markets  or  option  trading  has  a 
steadying  effect  jOn  the  price  of  grain. 

Another  letter  is  from  the  president  of  the  Franklin  Mills  Company, 
located  at  Lockport,  N.  Y.     (Reading:) 

As  to  margin  trading,  the  writer  has  been  actively  engaged  in  wheat  trading  for 
many  years  and  knows  from  experience  that  we  are  forced  to  deal  in  options  and  that 
the  same  are  a  curse  to  the  trade;  that  it  would  be  infinitely  better  for  the  lei^timate 
trade  were  margin  gambling  absolutely  eliminated.  We  believe  if  all  the  imllerB  of 
the  country  were  to  stand  before  you  at  this  minute  and  vote  on  this  question,  as  the 
result  of  tHeir  yearn  of  experience,  they  would  agree  with  us  that  marein  gamoling  is 
a  curse  to  the  trade,  and  that  the  milking  system  of  the  public  should  be  abolii^ed. 

It  is  the  sentiments  expressed  in  such  letters  that  has  prompted 
the  inquiry  which  this  committee  is  now  conducting.  I  have  read 
these  letters  in  order  that  you  may  have  your  mind  directed  particu- 
larly to  the  subjects  which  most  concern  us.  You  see  that  these  men 
whose  interests,  according  to  your  statement,  the  system  developed 
upon  the  board  of  trade  is  intended  to  conserve  do  not  think  their 
interests  are  conserved  by  that  system;  many  of  them  express  the 
opinion,  on  the  contrary,  that  their  interests  are  directly  and  mate- 
rially injured  by  that  system.     Do  you  think  they  are  mistaken? 

Mr.  Fitch.  I  would  answer  that  in  this  wav,  Mr.  Chairman.  Any- 
body in  the  grain  trade  or  milling  trade  can  nimish  you  many  letters 
diametrically  opposed  to  what  is  stated  there.  You  will  find  support 
on  both  sides.  I  have  talked  with  millers  personally;  I  have  talked 
with  millers  who  talked  just  the  way  they  wrote  you  and  many  of 
them  who  talked  just  the  opposite  way.  But  I  have  thought  a  great 
many  times,  Mr.  Chairman,  that  those  opinions  are  a  question  of  a 
particular  year. 

The  Chairman.  The  same  man  may  entertain  different  opinions  in 
different  years  ? 

Mr.  FrrcH.  I  have  so  found  it. 
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The  Chaibman.  Does  that  depend  on  which  side  of  the  market  ho 
may  happen  to  be  on  ? 

Mr.  Fitch.  Very  frequently.  •  Self-interest,  you  know,  is  a  great 
lever. 

The  Chaibman.  Can  you  give  the  committee  an  idea  of  the  relative 
proportions  of  the  transactions  m  the  Chicago  Board  of  Trade  in  which 
actual  delivery  is  contemplated  and  in  which  it  is  not  contemplated  ? 

Mr.  FrroH.  Yes,  sir;  I  can  answer  that  question.  I  know  what  you 
mean.  But  a  direct  answer  to  your  question  would  be  that  delivery 
is  contemplated  in  each  transaction;  it  is  so  provided  in  our  rules. 
So  you  will  have  to  change  that  question  a  little  bit: 

The  Chaibman.  Well,  1  will  change  it.  Can  you  give  us  an  esti* 
inate^of  the  total  transactions  in  gram,  in  wheat  for  example,  on  the 
Chicago  Board  of  Trade  with  relation  to  the  number  of  bushels 
aetuafly  dealt  in  during  the  same  period  ? 

Mr.  Fitch.  Is  actually  delivered?  Yes,  That  question  is  unan^ 
swerable.  I  do  not  believe  there  is  a  man  that  lives  that  could 
answer  that  question  with  any  chance  of  its  being  any  more  than  a 
guess. 

Might  I  say  in  that  connection,  Mr.  Chairman,  that  the  passing  of 
contracts  back  and  forth  is  what  makes  the  sum  of  actual  deliveries, 
that  is,  the  actual  transactions  that  take  place  eventually  at  the 
expiration  of  the  futures,  at  the  expiration  of  the  dates  of  the  c<m- 
tracts.  For  instance,  to  make  it  plam  to  you  if  I  can,  100,000  bushels 
of  cash  wheat,  the  actual  spot  wheat  sold  and  bought  for  May  delivery 
to-day,  for  instance,  in  the  Chicago  market,  might,  in  the  transporting 
of  that  wheat,  by  the  time  it  reached  Liverpool,  pass  back  and  forth  in 
the  pit,  carrying  out  the  system  of  hedges  based  upon  the  insurance 
which  the  grain  buyer  takes  advantage  of,  a  dozen  times,  it  might  pUss 
back  and  forth  twentv  times,  there  would  be  nothing  to  prevent  its 
passing  back  and  forth  fifty  times — as  often  as  the  cash  wneat  would 
change  hands. 

The  Chaibman.  We  -  assume  that  your  contract  is  morally  and 
legally  binding  and  we  will  assume  for  the  present  that  every  sueh 
contract  is  entered  into  in  good  faith.  There  are  dealers  on  t>he 
board  of  trade,  are  there  not,  who  deal  in  contracts  exclusively, 
who  do  not  execute  commissions  for  the  actual  purchase  and  deKvery 
of  grain?  In  the  cotton  trade  they  call  them  scalpers,  brokers 
entitled  to  seats  on  the  exchange,  who  buy  and  sell  cotton  contracts, 
having  no  further  interest  in  the  product  than  tlw  margin  of  their 
contracts,  who  close  up  each  days  business  with  each  day.  Do 
you  have  a  corresponding  class  on  the  board  of  trade  ? 

Mr.  FrrcH.  We  do. 

The  Chaibman.  Can  you  give  us  an  estimate  of  their  transactions^ 
compared  with  the  transactions  of  the  men  who  are  actually  handling^ 
wheat  ? 

Mr.  FrrcH.  Strictly  speaking,  of  the  scalping  element,  I  should 
say  the  percentage  as  compared  to  the  wWble  was  small;  and  in 
regard  to  that,  if  you  will  allow  me  to  state,  Mr.  Chairman,  a  scalper, 
a  man  who  buys  and  who  seUs,  for  instance,  the  same  day,  who  buyn 
and  who  has  to  stand  for  deUvery  of  that  wheat  in  case  he  did*  not 
seU  it  out,  there  again  comes  in  the  question  of  rapidity  with  which 
we  do  business.  If  I  go  too  roundabout  a  way  in  illustrating  tins- 1 
request  you  to  stop  me.     But  my  point  is  tliis.    A  man  mi^t  buy 
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a  piece  of  real  estate  and  tie  it  up  with  a  hundred  dollars  deposit,  and 
it  might  be  shoved  on  through  and  resold  to  three  or  four  different 
people. 

The  Chairman.  We  understand  that  perfectly,  if  you  will  pardon 
me,  and  now  you  wiU  not  think  me  offensive  if  I  use  the  terms  that 
newspapers  use,  so  we  can  get  down  to  ''brass  tacks.'' 

Mr.  Fitch.  Yes,  that  is  what  we  want  to  do. 

The  Chairman.  I  think  you  know  what  has  been  in  the  minds  of  the 
men  who  have  written  these  bills  and  who  have  asked  for  this  hearing. 
There  is  a  general  impression  that  the  wheat  pit  in  Chicago  is  main- 
tained more  for  the  opportunity  it  affords  to  gamble  in  margins  than 
as  an  exchange  where  tne  seller  and  the  buyer  of  wheat  can  be  brought 
tog^ether.  That  is  what  we  are  trying  to  strike  at.  Nobody  wants 
to  injure  the  legitimate  trades. 

Mr.  Fitch.  There  is  some  of  that  there  that  you  speak  of,  unques- 
tionably, but  it  is  in  the  minority;  and,  Uke  all  things  that  are  oad, 
crop  out,  that  are  a  small  factor  on  the  body  politic,  it  is  the  most 
conspicuous. 

The  Chairman.  And  it  is  the  one  thing  that  is  bringing  the  whole 
system  into  disrepute  so  far  as  it  is  coming  into  disrepute :  it  is  the  one 
tning  that  is  responsible  for  your  presence  here  to-aay,  and  the 

Eresence  of  these  other  gentlemen,  and  we  would  like  exceedingly  to 
ave  you  suggest,  if  you  could,  some  better  way  than  is  suggested  in 
these  bills  to  eliminate  that  which  you  regard  as  an  evD.  Is  it 
inseparable,  in  a  word,  from  the  system  ? 

Mr.  Fitch.  Absolutely,  I  say.  based  upon  my  experience  up  to  the 
present  moment.  If  you  will  allow  me.  1  will  say  tnat  in  a  conversa- 
tion I  had  with  William  S.  Jackson,  a  lormer  o&cer  and  president  of 
the  *board,  one  of  the  highest  grade  men  we  have,  not  only  m  the  grain 
trade  of  Chicago,  but  prominent  in  municipal  affairs  and  otherwise, 
in  a  conversation  I  had  with  him  I  asked  him  practically  that  ques- 
tion, '*Have  you  ever  given  it  any  study?"  1  was  referring  to  the 
separation  embraced  in  your  question,  Mr.  Chairman,  because  we 
must  admit  that  the  barnacle  is  fastened  to  our  ship.  It  is  true  it  is 
small,  but  it  is  conspicuous.  Jt  is  not  like  a  barnacle,  because  it  is 
not  under  water.  I  said  '*Have  you  ever  given  the  matter  thought 
as  to  whether  there  is  a  possibility  of  ever  putting  it  right,  eliminatmg 
that  barnacle  V  And  his  answer  was  this:  '*Many,  many  hours  have 
I  given  to  it,  but  I  always  come  out  the  same  door  that  I  entered ;  I 
am  lost  in  the  maze  within." 

The  Chairman.  Would  it  not  be  possible  by  some  rule  of  your  ex- 
change to  minimize  this,  if  not  to  eliminate  it?  Just  let  me  read  you 
a  single  sentence  from  a  market  letter  issued  by  Houston,  Fible  &  Co., 
who  advertise  themselves  on  their  letterhead  as  members  of  the  New- 
York  Stock  Exchange  and  the  Chicago  Board  of  Trade. 

Mr.  Fitch.  I  know  Mr.  Houston  very  well,  and  Mr.  Fible. 

The  Chairman.  It  is  a  reputable  firm  ? 

Mr.  Fitch.  So  considered,  yes. 

The  Chairman.  On  April  26,  1909^  that  firm  issued  a  letter  which 
came  to  me,  and  I  have  it  here,  in  which  appears  this  sentence: 

We  regard  September  and  December  wheat  as  a  conservative  purchaee  around  the 
existing  level  for  scalping  profits. 

Now,  was  that  not  a  plain  bid  for  customers  who  wanted  to  gamble 
oh  the  margin  in  wheat,  for  the  business  of  such  customers? 
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Mr.  Fitch.  I  should  say  the  language  was  m  poor  taste. 

The  Chairman.  Is  it  not  a  common  expression  in  such  market 
letters  ? 

Mr.  Fitch.  I  think  not.     I  never  use  such  expressions  myself. 

The  Chairman.  You  are  more  diplomatic;  but  is  it  not  common 
for  members  of  the  Chicago  Board  of  Trade  to  send  out  market  letters 
in  which  they  suggest,  not  always  perhaps  in  language  so  brutally 
frank  as  that,  but  yet  in  language  wnich  can  be  just  as  easilv  under- 
stood, that  this  is  an  awfully  good  time  to  take  a  flyer  in  wneat,  for 
instance,  a  good  time  for  quick  profits,  and  doesn^t  it  indicate  to  the 
average  outsider  that  a  very  important  part  of  the  business  of  this 
firm  is  executing  such  orders  ? 

Mr.  FrrcH.  I  will  say  this :  That  people  in  the  business  are  not  back- 
ward about  expressing  their  opinion  as  to  the  trend  of  the  market. 
On  the  question  of  language^  I  take  issue  with  them.  You  know, 
Mr.  Chairman,  that  you  can  not  account  for  the  parlance  or  slang  that 
gets  in  use  in  any  organization  of  a  thousand  members. 

Mr.  BLawley.  Such  language  as  that  would  not  subject  him  to 
discipline  by  your  exchange  ? 

Mr.  FrrcH.  *  No,  sir. 

Mr.  LiAMB.  It  gets  in  Congress  even,  sometimes. 

Mr.  Fitch.  Yes;  sometimes  worse. 

The  Chairman.  I  have  another  letter  in  which  appears  this  query, 
on  which  I  should  like  your  comment.  It  is  by  C.  W.  Clawson,  of 
Kansas  City,  Mo.  He  writes  it  voluntarily,  addressed  to  myself, 
commenting  upon  this  matter,  and  states  that  he  has  had  20  years' 
experience  botn  in  and  off  the  board  of  trade.     He  asks  this  question: 

If  trading  in  futures  is  a  legitimate  business  proposition,  why  is  it  made  a  crime  to 
deal  in  futures  off  the  board  (n  trade — that  is  to  say,  to  run  a  bucket  shop?  If  trading 
in  futures  is  legitimate,  why  is  it  not  just  as  legitimate  when  transacted  off  the  floor  of 
the  exchange  as  on  t&e  floor  of  the  exchange?  Why  can  the  board  of  exchange  make 
legitimate  or  legal  that  which  is  declared  by  law  illegal  and  illegitimate? 

What  I  mean  to  say  is  this:  If  I  were  to  meet  you  on  the  street  and  say  to  you  that  I 
would  like  to  buy  from  you  10,000  bushels  of  wheat  for  May  delivery  at  $1.18  a  bushel, 
or  any  other  agreed  price,  and  you  would  sell  it  to  me,  we  would  be  committing  a  crime, 
accoixling  to  uie  clamis  of  the  Chicago  Board  of  Trade. 

Is  that  last  statement  true  ? 

Mr.  Fitch.  No,  sir. 

The  Chaibman.  What  would  be  your  answer  to  his  first  inquiry, 
that  if  trading  in  futures  is  a  legitimate  business  proposition,  whj 
is  it  made  a  crime  to  deal  in  future.^  off  the  board  or  trade;  why  is  it 
made  a  crime,  as  it  is  by  the  leo^islaturcs  of  many  States,  to  run  a 
bucket  shop,  when  precisely  similar  transactions  are  conducted  on 
the  board  of  trade? 

Mr.  Fitch.  We  disagree  as  to  thrir  similarity,  Mr.  Chairman. 

The  Chairman.  In  what  way  would  you  difl'erentiate  ? 

Mr.  Fitch.  As  I  stated  this  morning,  in  using  the  illustration  of 
John  Smith  at  Springfield,  the  methods  nursued  in  his  buying  or 
selling  10,000  busnels  of  corn  as  against  tne  execution  of  the  same 
in  a  bucket  shop. 

The  Chairman.  I  am  trying  to  ^et  information. 

Mr.  FrroH.  I  understand,  yes,  sir;  and  I  will  try  to  answer  your 
question. 

The  Chairman.  Could  you  expand  that  answer  a  little  bit  and 
show  clearly  what  difference  there  is  in  going  into  a  bucket  shop  and 
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placing  an  order  for  10,000  bushels  of  May  wheat  and  responding  to 
the  suggestion  in  the  letter  of  Houston,  Fible  &  Co.  that  "we  r^ard 
September  and  December  wheat  as  a  conservative  purchase  around 
the  existing  level  for  scalpers'  profits?''  What  would  be  the  diflference 
between  placing  an  order  with  Houston,  Fible  &  Co.  for  scalping 
profits  and  placmg  an  order  with  a  bucket  shop  ? 

Mr.  Fitch.  The  difference  would  be  that  Houston,  Fible  &  Co. 
would  execute  what  orders  I  gave  them  either  to  buv  or  to  sell.  For 
iiistance,  put  it  on  the  basis  of  a  scalping  profit.  If  I  walked  in  and 
told  them  to  buy  me  to-day  25,000  bushels  of  May  wheat,  they  would 
buy  it.  They  would  report  to  me  the  price  that  tney  bought  it  at  and 
send  me  a  written  confirmation  showing  the  execution  of  that  order, 
showing  the  price  it  was  purchased  at  and  from  whom  they  purchased 
it.    They  made  a  trade  for  me;  they  did  not  take  the  trade. 

The  Chairman.  Did  they  execute  a  contract? 

Mr.  Fitch.  Yes,  sir.  They  confirmed  the  trade  to  me.  They  have 
made  a  trade  with  another  house  upon  the  board  of  trade  who  prob- 
ably represented  somebody.  As  1  said  this  morning,  they  might 
represent  somebody  in  Erie  or  New  York  or  London,  who  might  be 
selling  against  some  wheat  that  my  brokers  bought.  Perhaps  that 
is  the  wheat  I  bought.  Then,  say,  in  two  days  I  want  to  seU  that 
wheat.  I  may  have  a  profit  in  it  and  I  may  have  a  loss.  I  may  desire 
to  substitute  my  contract.  I  might  be  looking  around  and  saying, 
"I  want  to  sell  tliis  wheat  out."  Now,  whom  do  I  sell  it  to?  To 
somebody  who  wants  to  buy  it.  I  tell  Houston,  Fible  &  Co.  to  sell 
out  that  25,000  bushels  for  me,  and  they  immediately  send  it  where 
it  was  bought,  or  to  the  place  where  people  gather  together  to  trade. 
It  is  easy  to  trade  on  a  stock  exchange  or  a  board  or  trade,  because 
people  gather  together  there  to  buy  and  sell  things.  They  would  not 
send  it  to  Racine,  Wis.,  for  it  to  be  sold  on  the  street  there,  because 
there  is  nobody  there  to  sell  or  buy;  but  they  send  it  where  people  go 
every  day,  who  trade  in  grain.  I  tell  them  to  seU  out  this  25,000 
bushels  of  wheat,  and  when  they  sell  it  out  they  report  to  me  with  the 
written  confirmation,  not  only  of  the  price  at  which  they  sell  it,  but 
of  the  concern  whom  they  sell  it  to. 

The  Chairman.  Then,  in  brief,  an  order  on  the  board  of  trade 
involves  the  execution  of  a  contract,  while  an  order  in  a  bucket  shop 
does  not.     Is  that  it  ? 

Mr.  Fitch.  The  order  on  the  board  of  trade  involves  the  execution 
of  a  contract,  confirmations,  practically  back  and  forth.  If  I  wanted 
to  trade  in  a  bucket  shop  I  would  walk  in  and  look  at  the  board  and 
say,  **I  want  25,000  May  wheat."  And  they  would  write  me  out  a 
ticket  for  the  price  on  the  ticker.  They  are  taking  the  other  end  of 
it;  they  don't  send  that  order  anywhere,  they  don't  make  the  trade 
somewhere ;  they  are  acting  as  prmcipal  and  agent,  which  under  law 
of  any  kind  seems  to  be  wrong.  They  are  acting  as  principal  ai\d 
agent. 

Mr.  McLaughlin.  And  bucket  shops  charge  commissions? 

Mr.  Fitch.  Certainly. 

The  Chairman.  I  presume  the  regular  board  of  trade  does,  too. 

Mr.  Fitch.  The  board  of  trade  charges  one-eighth;  the  bucket 
shops  charge  that  and  sometimes  more.  He  doesn't  act  as  your  agent. 
1  go  in  to  Buy  25,000  wheat,  and  he  doesn't  act  as  my  agent  ana  buy 
that  wheat  for  me.     He  sells  it  himself;  or,  as  we  caU  it,  he  sheets  it. 
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Now,  what  is  he  domg  ?  He  is  operating  on  what  ?  On  which  way 
the  fluctuations  will  go,  made  by  the  real  exchange,  made  from  the 
result  of  actual  trade,  made  from  the  result  of  actual  commerce,  the 
commerce  of  the  country  passing  back  and  forth  through  the  market. 

The  Chairman.  Well,  would  it  be  fair  to  say  that  a  very  large  pro- 
portion of  the  transactions  of  the  board  of  trade  are  in  contracts 
solely  ? 

Mr.  Fitch.  Well,  all  transactions  are  contracts  in  a  way. 

The  Chairman.  I  differentiate  that  from  such  trades  as  involve  the 
delivery  of  wheat. 

Mr.  FrrcH.  You  asked  me  before — you  asked  about  the  scalping 
element  ? 

The  Chairman.  Yes. 

Mr.  Fitch.  My  answer  to  that  was  that  I  considered  it  small  as 
compared  with  the  general  business. 

The  Chairman.  Have  you  any  statistics  on  that  at  all  ? 

Mr.  FrrcH.  No,  sir. 

The  Chairman.  It  is  commonly  understood  that  a  vastly  larger 
amount  is  dealt  in  in  a  purely  speculative  way  than  in  a  commercial 
way.     Is  that  impression  a  mistake  ? 

Mr.  Fitch.  I  have  no  statistics  on  the  question.  Statistics  would 
be  impossible  to  gather  on  that;  but  from  years  of  observation,  based 
upon  personal  ofeervation — ^perhaps  close  observation  on  account  of 
being  an  officer  of  the  institution — I  still  would  adhere  to  the  statement 
I  made  this  morning. 

The  Chairman.  You  do  not  think  it  is  large  enpugh,  then,  to  in- 
fluence the  price  of  any  commodity  ? 

Mr.  Fitch.  Scalpers  never  influence  prices. 

The  Chairman.  Well,  is  the  price  or  spot  wheat  anywhere  in  the 
country  governed  in  any  way  by  the  price  of  futures? 

Mr.  Fitch.  Yes,  sir.  In  this  system,  if  you  will  allow  me,  in  the 
hedge  system,  insurance  that  has  been  built  up,  that  enables  \(4iat 
we  call  the  hedger  to  exist  and  operate,  it  has  everything  to  do  witii 
the  price  of  the  spot  wheat. 

Tne  Chairman.  Then,  if  there  are  very  large  transactions  in 
futures,  might  it  not  influence  the  price  of  spot  wheat  ? 

Mr.  FrrCH.  At  times;  yes.  sir.  I  say,  at  times.  As  an  illustration, 
take  May  wheat,  for  May  delivery;  the  price  yesterday  closed  at  11 31. 
There  are  three  grades  of  wheat  that  tne  seller  may  deUver  to  fulfill 
his  contract  when  delivery  day  comes  in  the  month  of  May — No.  2 
red,  No.  1  northern,  No.  2  hard.  They  are  even  grades  of  wheat,  all 
much  in  demand  by  different  millers,  depending  mostly  on  the  sec- 
tion of  the  country  they  live  in.  All  those  are  oeUverable  upon  con- 
tract. A  man  who  has  them  sold  to  deUver  in  May  can  deUver  them 
when  the  month  of  May  comes.  And  yet  the  No.  2  red  winter  is  sell- 
ing, I  think,  in  the  neighborhood  of  128.  In  other  words,  the  farmer 
to-day  or  the  grain  men  or  anybody  else  who  has  the  No.  2  red  winter 
wheat  can  get  15  cents  a  bushel  over  and  above  what  wheat  is  selling 
for  deUvery  in  May.  It  would  entail  upon  the  seller  the  carrying 
charge,  the  expenses  of  insurance,  interest,  and  so  forth. 

Mr.  Burlbson.  When  you  say  '* wheat,''  what  do  you  mean  by 
that;  what  do  you  mean  by  the  term  ** wheat?" 

Mr.  Fitch.  1  mean  one  of  the  three  kinds  of  wh.eat,  all  distinct  and 
separate,  clearly  described  varieties  grown  in  different  parts  of  the 
country.  ♦ 
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Mr.  Burleson.  Then  what  did  you  mean  when  you  said  No.  2  red 
was  selling  for  so  much  above  what  wheat  is  selling  for,  May,  when 
No.  2  red  is  embraced  in  the  term  *' wheat?" 

Mr.  Fitch.  You  and  I  might  be  in  business  selling  red.  brown,  and 
green  hats,  all  of  the  same  grade,  and  a  big  bunch  of  colored  gentle- 
men might  come  in  and  buy  red  hats,  so  that  there  would  onfy  be  a 
few  red  ones  left,  and  they  might  tell  their  friends  about  the  red  hats  and 
others  might  come  in  and  buy  the  red  hats,  imtil  we  could  put  up  the 
price  of  red  hats  and  still  be  able  to  sell  them.  They  might  bid  up 
the  price  of  the  few  red  hats  we  had  left.  And  so  in  the  matter  of 
wheat,  a  miller  needs  a  particular  kind  of  wheat,  there  is  a  demand 
for  that  wheat,  and  it  puts  it  at  what  we  call  a  premium. 

The  Chairman.  Is  tnere  normally  a  parity  between  the  future  and 
spot  price  of  wheat  that  is  fairly  regular  ? 

Mr.  Fitch.  I  should  say  yes,  sir. 

The  Chairman.  To  what  extent  is  it  interrupted  by  speculation? 

Mr.  Fitch.  Rarely  by  speculation;  but  most  always  by  supply  and 
demand. 

The  Chairman.  You  think  that  dealing  in  futures  does  not  inter- 
rupt the  law  of  supply  and  demand  ? 

Mr.  Fitch.  At  times  it  temporarily  might  affect  it. 

The  Chairman.  Let  me  read  you  two  or  three  sentences  from  a 
dispatch  from  Chicago  which  appeared  in  the  newspapers  nearly  a 
year  ago.     (Reading:) 

Once  more  the  Chicaeo  Board  of  Trade  is  the  scene  of  wild  excitement. 
Half-crazed  men  with  hollow,  cracked  voicee,  are  raising  pandemonium  in  the 
wheat  pit. 

Mr.  Fitch.  May  I  reply  in  my  own  way  ? 

The  Chairman.  Certainly. 

Mr.  Fitch.  Mr.  Chairman^  if  I  should  believe  all  I  read  in  the 

Eapers  regarding  the  actions  in  these  two  houses  of  Congress  I  should 
ave  refused  to  come  down  here  on  the  ground  that  you  were  all 
either  crooked  or  crazy. 

The  Chairman.  Are  we  to  understand  from  that  answer  that  it 
was  not  true  ? 

Mr.  FrrcH.  Yes. 

The  Chairman.  You  think  there  was  not  pandemonium  in  the 
wheat  pit  ? 

Mr.  Fitch.  I  never  heard  a  half-cracked  voice  in  the  wheat  pit. 

The  Chairman.  They  have  good  voices  ? 

Mr.  Fitch.  Yes.     And  I  have  been  there  and  I  know. 

The  Chairman.  How  about  the  wild  excitement?  Is  that  t«rm 
justified  ? 

Mr.  Fitch.  No,  sir. 

The  Chairman.  Everything  is  always  calm  and  serene,  and  gentle- 
men speak  in  ordinary  tones  of  voice  in  transacting  their  business 
on  the  exchange? 

Mr.  Fitch.  No,  sir.  There  attends  the  trading  in  the  markets  the 
usual  noise  that  attends  any  body  of  men  that  afe  earnest  and  going 
about  their  affairs.  There  is  the  hustle  and  the  bustle,  the  voices 
raised  for  bids  and  offers  to  sell  and  buy;  the  execution  of  orders 
naturally  requires  noise. 

The  CThairman.  It  is  a  fact,  is  it  not,  that  during  an  active  day  in 
the  pit  orders  are  given  and  accepted  with  great  rapidity,  so  rapidly 


Digitized  by  VjOOQ IC 


PBEVENTION   OF   DEALING   IN   FUTURES.  455 

in  fact  that  a  man  has  not  tune  to  raise  his  voice,  whether  it  be  sound 
or  half  cracked,  but  often  raises  a  finger  or  uses  some  other  sign  to 
indicate  that  he  accepts  or  rejects  an  offer  ? 

Mr.  Fitch.  I  never  saw  anything  of  that  kind  in  all  my  experience 
there,  and  to  bear  that  out  I  will  say  that  in  our  system  of^trading 
there  again  comes  in  the  question  of  rapidity.  You  would  spend 
three  weeks  and  I  would  spend  three  weeks  over  the  purchase  of  a 
comer  lot.  But  on  the  board  of  trade  if  I  were  getting  an  order  from 
a  London  exporter  or  a  miller  who  overnight  ffets  offers  abroad  to  sell 
10,000  barrels  of  flour,  and  he  wanted  to  pick  the  wheat  up  against 
it,  he  would  send  me  the  order  before  the  opening  and  I  would  get  the 
order  and  go  in  there  to  execute  it,  and  there  would  be  no  craziness 
about  it.     We  are  used  to  those  things. 

The  Chairman.  I  should  not  thmk  there  would  be. 

Mr.  Fitch.  That  is  the  general  order  of  business^  and  in  support 
of  that  I  want  to  say  in  connection  with  what  you  said,  I  might  reject 
an  order.  We  reject  nothing;  we  accept  or  say  notning.  I  would 
go  in  and  buv  that  wheat  for  the  miller,  and  buy  it  maybe  of  a  dozen 
oifferent  brokers.  The  market  might  be  113^  and  I  mi^ht  buy  some 
at  113i  and  have  to  pay  1134  for  my  next  5,000  bushels.  Maybe  I 
can't  buy  another  5,000  Dushels  at  five-eighths,  but  have  to  give  three- 
fourths.  I  may  have  an  order  to  buy  half  a  million  bushels  of  wheat, 
and  by  the  time  I  finish  getting  'that  wheat  it  may  be  a  point  higher 
than  when  I  started.  Of  course  we  have  a  system  of  cmecking  the 
sales  and  the  purchases;  naturally  so.  There  are  clerks  in  that 
department  that  do  that.  Your  house  has  sold  100,000  bushels  to 
Walter  Fitch  &  Co.,  and  you  will  be  visited  by  the  check  clerk. 
*Tou  have  100,000  May  sold  to  Fitch  &  Co."  *Theck!?'  And  do 
you  know,  Mr.  Chairman,  that  the  number  of  trades  that  do  not 
check  and  the  questions  that  arise  or  disputes  that  have  to  be  settled 
are  down  to  such  a  minimum  that  you  can  not  count  them  ?  Am  I 
right,  Mr.  Merrill  ? 

Mr.  Merrill.  Absolutely  right. 

Mr.  Burleson.  If  there  is  a  record  of  those  transactions,  why  is  it 
that  you  can  not  tell  us  how  many  sales  are  made,  how  many  bushels 
are  brought  and  sold  on  the  exchange  during  the  year  ? 

Mr.  Fitch.  I  can  tell  you  how  much  groceries  I  have  bought  of  a 
certain  house,  and  I  could  tell  you  how  much  my  meat  bill  was  at  a 
certain  place,  and  how  much  my  tailor's  bill  was,  but  I  can  not  tell 
what  yours,  and  yours,  and  yours,  and  yours  was. 

lir,  Burleson.  Then^  the  reason  you  can  not  tell  is  because  there 
has  been  no  addition  ? 

lir.  Fitch.  Right,  Mr.  Burleson;  there  has  never  been  a  keeping  of 
a  total  of  it. 

Mr.  Merrill.  Nothing  but  a  private  individual  record  of  each 
trade  made  by  each  party. 

.    Mr.  FrrcH.  Yes;  which  is  the  same  as  if  I  sold  you  a  suit  of  clothes 
and  charged  it  to  you. 

The  Chairman.  In  what  other  farm  product  is  there  a  future 
market  on  tHe  Chicago  Board  of  Trade  ? 

Mr.  Fitch.  On  the  Chicago  Board  of  Trade  wheat,  com,  oats,  and 
rye,  to  what  extent  (addressing  Mr.  Merrill)  ?    Any  future  trading? 

Mr.  Merrill.  Yes;  but  limited  (referring  to  rye). 

Mr.  Fitch.  Very  limited. 
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Mr.  Merrill.  You  left  out  provisions. 

Mr.  Fitch.  Yes;  I  should  add  provisions — the  hog  products. 

The  Chairman.  There  is  no  future  mai^et  in  hay  i 

Mr.  Fitch.  No. 

The  Chairman.  Either  there  or  anywhere  else  ? 

Mr.  FrpcH.  Not  that  I  know  of. 

The  Chairman.  Can  you  give  the  committee  a  reason  why  it  is  nal 
as  necessary  to  have  a  future  market  in  hay  as  in  oats  or  wheat? 

Mr.  Merrill.  You  may  answer  the  chairman  that  there  is  a  future 
tradingin  hay  in  Pittsburg. 

Mr.  TiTCH.  Yes;  I  foi^ot  to  say  that  there  is  a  future  market  in 
ha^^  in  Pittsburg. 

Mr.  Haugen.  And  there  is  a  future  trading  in  flax,  also  ? 

Mr.  Fitch.  That  is  in  Duluth  and  Minneapolis.  I  think  we  for- 
meiiy  had  a  future  trading  in  flax  in  Chicago,  but  not  now,  I  Uiink. 

The  Chacrman.  You  smiled  when  I  asked  that  Question,  as  if  yoi 
thought  it  ridiculous  that  anybody  should  ask  if  tnere  was  a  future 
market  in  hay. 

Mr.  Fitch.  No;  I  was  thinking  of  my  own  experience  years  ago 
when  I  was  a  hay  peddler,  and  how  I  ever  lived  to  be  here  to-day  I 
donH  know.    That  is  what  I  was  smiling  at. 

The  Chairman.  Well,  does  there  he  behind  that  the  thought  tkoA 
vour  amusing  experience  grew  out  of  the  fact  that  there  was  not  a 
future  market  in  nay  ? 

Mr.  Fitch.  Not  exactly  that;  but  I  was  dso  thinking  that  when 
it  oomes  to  the  quahtv  of  hay,  I  never  saw  two  men  agree  on  how  hay 
abould  be  graded — wnat  the  quaUty  of  hay  was. 

The  Chairman.  And  you  think  the  impossibiUty  of  grading  hay 
would  make  it  impracticable  to  have  a  future  market  jot  hay,  and 
that  that  is  the  reason  of  there  not  being  a  future  market  ? 

Mr.  Fitch.  It  was  sold  by  the  bale  when  I  was  in  the  business. 

The  Chairman.  There  is  a  future  market  in  pork  ? 

Mr.  FrrcH.  Yes. 

The  Chairman.  And  there  is  not  a  future  market  in  beef.  WTiy 
shoukl  there  not  be  a  future  mai^et  in  beef  ? 

Mr.  FrrcH.  I  would  have  to  leave  that  to  President  A.  StaHiford 
White,  who  is  in  the  provision  business. 

The  Chairman.  There  are  1,700  members  on  the  board  of  trade  I 

Mr.  Fitch.  1,600  and  some  members. 

The  Chairman.  Is  the  niunber  limited  ? 

Mr.  Fitch.  The  membership  b  unlimited. 

The  Chairman.  What  is  the  purpose  then  of  buying  in  membar- 
riiipe,  as  I  beUeve  they  said, they  were  doing? 

Mr.  Fitch.  We  are  unlimited  at  ten  thousand,  and  when  I  sa^  to 
you  that  the  price  at  the  present  time  is  three  thousand,  you  will  see 
the  object. 

The  CHAIRMAN.  I  still  do  not  see  the  object  of  buying  in  the  memr 
berships  if  you  are  so  far  under  your  limit. 

Mr.  FrroH.  Well,  we  are  imliinited;  but  at  $10,000. 

The  Chairman.  You  mean  that  anybody  who  is  willing  io  pagr 
$10,000  can  secure  a  membership  ? 

Mr.  Fnxw,  I  mean  you  can  never  make  a  close  corporation  out  of 
it,  because  you  can  have  members  by  the  thousands  at  $10,000  each. 

The  Chairman.  Then  what  is  the  object  of  buying  in  memberafatpY 
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Mr.  FrroH.  I  think  possibly  to  protect  the  price  a  little.  What  is 
your  idea  of  that,  Mr.  Merrill? 

Mr.  Merrill.  Primarily,  sir,  to  eliminate  that  floating  element 
which  we  de^oa  undesirable. 

The  Chairman.  Have  you  no  other  way  of  eUminating  an  imdesir- 
able  membership ;  have  you  no  rules  governing  the  admission  of  mem- 
bers aside  from  the  payment  of  the  price  ? 

Mr.  FiTOH.  Oh,  yes,  sir;  we  have  the  most  stringent  rules  r^arding 
admission  as  to  a  man's  moral  character  and  his  standing  in  businesd. 
It  is  not  everybody  that  makes  application  to  that  institution  that  is 
admitted. 

The  Chairman.  Then  I  still  fail  to  see  the  reason  why  membei^ 
ships  should  be  bought  in. 

Mr.  FrrcH.  Well,  it  would  look  to  me  like  a  fairly  good  proposition 
when  you  can  get  them  at  $3,000  to  pick  up  a  few,  even  though  the 
number  is  imlimited  at  $10,000. 

The  Chairman.  Who  picks  them  up  ? 

Mr.  FrrcH.  Tlie  membership  furnishes  the  money.  I  oontribitte, 
Mr.  Merrill  contributes,  we  all  contribute  so  much  per  year  by  action 
of  our  own  vote,  the  majority  ruling. 

The  Chairman.  And  buying  somebody  out  so  he  will  be  eliminated 
and  membership  in  that  way  restricted  ?  ^ 

Mr.  Mbrrill.  I  would  sug^t  to  you  that  the  board  never  pays 
above  the  price  that  the  memberships  are  moving  at  in  the  market. 

Mr.  FrrcH.  Something  imder  that. 

Mr.  Merrill.  Yes;  scarcely  up  to  that. 

The  Chairman.  Do  your  rules  permit  of  a  transaction  in  which  the 
amount  of  the  loss  shall  be  limited  on  any  given  transaction  ?  Per^ 
haps  I  might  put  it  in  another  way:  Do  your  rules  allow  stop-order 
losses? 

Mr.  FrrOH.  We  have  what  is  known  as  stop-loss  orders. 

The  Chairman.  That  is  the  expression  I  should  have  used.  Do 
you  execute  orders  received  from  anybody  ? 

Mr.  FrroH.  No,  sir.  That  is  a  question,  Mr.  Chairman,  that  a  per- 
son Uke  myself  can  only  answer  from  a  personal  standpoint.  I  know 
what  you  mean.  I  get  orders  from  fellows,  from  Huckleberry  Center 
and  Burning  Stump,  "Enclosed  please  find  $250.  You  will  buy  me  5 
May  corn."  ''You  will  do  this  or  that.''  Back  goes  what  I  call,  in 
the  language  of  my  house,  my  ''X''  lettw.  '*Ifcrewith  please  find 
your  $250  returned.  We  are  not  accepting  any  business  whatever 
from  those  not  located  on  our  Unes  of  wire.''  Of  course  I  use  that  as 
an  excuse.  I  am  not  looking  for  that  kind  of  trade.  And  so  I  say, 
when  you  ask  a  question  Uke  that,  that  I  must  answer  it  from  my 
personal  standpoint. 

The  Chairman.  Do  you  think  your  practice  is  a  universal  one 
among  the  members  of  the  exchange  ? 

Mr.  FiTOH.  I  think  so,  to  a  great  extent.  I  could  not  vouch  for 
them  all.  I  know  of  some  houses  that  I  could  name  that  adopt  those 
methods. 

The  Chairman.  Is  there  a  fixed  mai^in  in  the  execution  of  con- 
tracts ? 

Mr.  Fitch.  There  is  not. 

The  Chairman.  That  is  wholly  a  matter  of  individual  arrange^ 
ment  ? 
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Mr.  Fitch.  That  is  an  individual  arrangement.  If  you  wiU  allow 
me  to  explain 

The  Chaibman.  Yes. 

Mr.  Fitch.  If  you  should  come  in  and  want  me  to  buy  for  you 
100,000  bushels  to  be  deUvered  in  May  I  would  figure  out  how  much 
money  I  could  borrow  for  you  on  that  at  the  bank  when  you  come  to 
pay  for  it. 

The  Chairman.  And  the  completion  of  your  answer  would  be  that 
I  would  have  to  put  up  the  difference  between  what  you  could  borrow 
and  what  the  contract  called  for  ? 

Mr.  Fitch.  Most  assuredly;  just  the  same  as  if  you  went  into  a 
i>ank  and  wanted  to  borrow  on  collateral.  I  as  a  Danker  look  into 
your  collateral,  and  if  it  is  worth  $16,000  I  will  give  you  $7,000  or 
$8,000  on  it.  That  is,  if  I  am  a  good  banker;  if  not,  I  will  give  you 
more. 

The  Chairman.  It  seems  that  it  has  been  the  practice  on  the  part 
of  some  cotton  brokerage  firms  to  maintain  throughout  the  country 
what  they  call  wire  houses  ? 

Mr.  Fitch.  Yes,  sir. 

The  Chairman.  You  evidentlj^  understand  the  term.  Is  that  a 
common  practice  in  the  grain  business  ? 

Mr.  Fitch.  It  is.     I  have  wires  myself. 

The  Chairman.  And  any  individual  giving  an  order  to  one  of  your 
wire  houses  Will  have  it  executed  if  it  comes  in  the  regular  channel,  I 
suppose  ? 

Mr.  FrroH.  My  wires  are  confined  almost  entirely  to  the  State  of 
Illinois.  They  reach  down  through  Bloomington  over  in  the  north 
part  of  the  State.  I  have  seven  mfferent  connections,  and  by  those 
seven  different  connections  that  I  have  there  I  reach  practically  the 
whole  north  part  of  the  State  with  a  system  of  telepnones.  1  buy 
thousands  of  carloads  of  cash  grain  with  those  wires  and  telephone 
system,  and  I  am  in  a  position  at  all  times  of  the  day,  or  my  office 
force  is,  to  notify  any  rarmer  within  several  miles  of  the  town  just 
what  he  can  sell  his  com  for  that  day  if  he  wants  to  bring  it  in.  It 
is  a  dissemination  of  knowledge  to  the  people. 

The  Chairman.  Have  jrou  any  means  oi  knowing  what  proportion 
of  your  customers  are  using,  your  facilities  for  hedging  purposes  or 
for  the  purposes  of  actually  selling  or  buying  grain,  and  ^at  pro- 
portion are  using  them  simply  for  what  they  may  get  in  the  way  of 
margins? 

Mr.  FrrcH.  You  spoil  your  question  by  the  last  word. 

The  Chairman.  Will  you  suggest  a  change;  you  know  what  the 
question  means. 

Mr.  FrrcH.  I  know  what  the  question  means,  but  the  word  "mar- 
gins" does  not  convey  the  right  idea.  I  take  it  to  be  this:  What 
Eart  of  my  personal  business  pertains  to  the  hedges  or  this  system  of 
andling  grain  that  I  have  talked  about;  what  percentage  of  it  is 
purely  speculation  ? 

The  Chairman.  I  would  be  glad  to  have  an  answer  to  that  question. 

Mr.  FrrcH.  I  should  say  80  per  cent;  possibly  85  per  cent. 

Mr.  Lever.  Is  what  ? 

Mr.  FrrcH.  Is  the  actual  cash  grain  business,  the  actual  grain  busi- 
ness for  which  I  am  for  a  compensation  performing  service  as  eleva- 
tor company's  agent  or  miller's  agent  or  other  people's  agent;  as  far 
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as  I  know,  that  is  all.  But  I  should  make  an  allowance,  and  say  that 
perhaps  15  or  20  per  cent  of  it  might  creep  in  by  some  capitalist  who 
thinks  stuff  is  cheap,  or  stuff  is  high. 

The  Chairman.  Do  you  think  your  experience  in  that  respect  to  be 
a  fair  average  for  members  of  the  exchange  ? 

Mr.  Fitch.  For  many  houses,  yes;  for  others,  no.  Perhaps  the 
average  would  be  lower. 

The  Chairman.  You  would  hardly  be  willing  to  say,  would  you. 
that  not  to  exceed  20  per  cent  on  the  board  of  trade  was  that  kind  oi 
business  ? 

Mr.  Fitch.  No,  sir.  I  am  willing  to  say  about  my  own,  but  not 
about  others;  because  I  would  have  no  way  of  knowing  about  others. 

The  Chairman.  I  believe  that  is  all. 

Mr.  FrrcH.  If  you  will  allow  me,  I  wish  to  correct  perhaps  some- 
thing in  the  record.  Mr.  Lee  asked  me  a  Question  and  I  tnink  Mr. 
Burton  asked  the  same  question,  and  I  would  like  to  have  it  a  matter 
of  record  if  I  quoted  them  correctly.  They  sav^  '*Can  the  miller  at 
Atlanta  send  up  to  you  and  have  you  buy  for  mm  10,000  bushels  of 
May  wheat  and  get  No.  2  red  ?''     Am  I  right  in  that  1 

Mr.  Lee.  Yes;  future  deliveries. 

Mr.  FncH.  Yes.  I  wish  to  answer  that  in  this  way:  Absolutely 
he  can  if  he  states  to  his  agent  who  is  performing  this  service  for  him 
that  that  is  what  he  wante;  but  it  must  be  so  specified  at  the  time 
the  contract  is  made,  the  'difference  being  this:  That  if  the  miller  in 
Atlanta  should  say  to  me,  *'I  want  to  buy  10,000  May  wheat,  future 
delivery  May  wheat:  you  ha^^  three  varieties  deUverable  upon  con- 
tract, but  I  want  to  oe  sure  that  when  my  contract  is  filled  I  get  2  red 
winter  wheat,"  I  would  say  to  him,  *^  2  red  winterwheat  may  be  a  scarce 
article^  as  it  now  is,  and  the  price  work  up.''     Naturally  they  would 

five  him  the  cheaper  wheat,  unless  he  specified  2  red  winter.  Then 
e  would  say,  *'I  must  know  that  I  am  going  to  have  2  red  winter 
wheat,  even  if  I  pay  a  bigger  price.''  Under  those  circumstances  I 
would  get  it,  ana  instead  of  saying,  '*I  will  buy  10,000  wheat,"  I 
would  say,  *'I  will  buy  10,000  No.  2  red  winter." 

The  Chairman.  And  you  execute  a  special  contract? 

Mr.  Fitch.  No  special  contract,  except  that  there  is  inserted  in 
the  contract  that  tne  delivery  in  the  future  is  to  be  specific,  which 
one  of  the  three  varieties.  The  same  contract,  only  specific  in  that 
respect.     I  wanted  to  make  that  plain. 

Mr.  McLaughlin.  It  is  special  m  that  it  is  unusual.  But  they  do 
not  do  that  in  ordinary  hedging  operations. 

Mr.  FrrcH.  No. 

Mr.  Lee.  K  I  telegraphed  I  wanted  io  buy  10,000  May  wheat,  you 
could  deliver  me  No.  2  winter  or  No.  2  hard  or  No.  1  northern? 
'  Mr.  FrroH.  Yes. 

Mr.  Lee.  That  No.  2  hard  is  spring  wheat  1 

Mr.  Fitch.  No.  2  hard  is  winter  wneat.  There  is  only  one  spring 
wheat  and  that  is  the  northern-grown  wheat. 

Mr.  Lee.  Is  that  specified  here  ? 

Mr.  FrrcH.  Yes. 

Mr.  Lee.'  Then  is  it  not  a  fact  that  a  small  mill  equipped  for  grind- 
ing winter  wheat  can  not  grind  spring  wheat  ? 

Mr.  FrrcH.  Oh,  I  think  they  change  from  time  to  time. 

Mr.  Lee.  They  have  got  to  change  their  machinery. 
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Mr.  FrroH.  I  think  the  greatest  difficulty  would  be  in  getting  their 
clients  used  to  working  the  winter  wheat  flour  to  use  the  spring  whett, 
because  the  question  of  quantity  of  water  and  moisture  in  the  dough 
and  everything  else  comes  in  there. 

Mr.  Hawley.  Have  these  contracts  you  make  on  the  exchange  eT€c 
been  tried  out  in  the  courts  ? 

Mr.  FrrcH.  Yes,  sir. 

Mr.  Hawley.  What  have  the  courts  held  ? 

Mr.  Fitch.  The  ^ntlemen  coming  after  me  will  explain  that 
feature.  I  don't  wish  to  monopolize  the  time,  because  th»«  are 
others  who  are  just  as  well  or  better  posted  than  I  am. 

Mr.  Lever,  in  your  illustration  tnis  morning  as  to  the  Atlaata 
miller,  I  beUeve  you  said  that  the  miller  had  the  right  to  demand  iht 
delivery  of  a  certain  kind  of  grain  upon  the  contract  made. 

Mr.  Fitch.  No,  sir;  he  has  the  right  to  demand  deUvery. 

Mr.  Lever.  Of  any  of  three  grades  ? 

Mr.  FrrcH.  He  demands  the  delivery,  and  the  one  tendering  Ae 
wheat  to  satisfy  the  contract  has  the  privil^e  of  deUvering  one  of 
three  grades,  wliich  is  always  understood  year  after  year  and  nenr 
varies. 

Mr.  Lever.  So  that  the  seller  of  the  grain  has  the  option  of  deliv- 
ering one  of  the  three  grades  upon  the  contract  ? 

Mr.  FrroH.  Yes,  sir. 

Mr.  Cocks.  Unless  otherwise  specified  ?  * 

Mr.  Fitch.  Unless  otlierwise  specified.  As  I  stated  a  moment  ago. 
you  <»n  specify  that  at  the  time  of  th^  initial  purchase.  If  you  yntf 
an  Atlanta  miller  and  were  buying  for  future  delivery  in  May,  if  yoo 
told  me  to  set  you  any  one  vanety  of  the  three  wheats,  so  as  to 
take  away  the  privilege  from  the  seller  as  to  which  of  the  three  be 
would  deliver,  you  would  specify  that,  and  I  would  tell  you  what 
price  you  could  get  it  at,  and  I  would  get  it  for  you,  and  tnen  whett 
May  comes  you  would  get  what  was  specified  in  the  contract.  ^ 

Mr.  Lever.  If  I  was  a  grower  of  10,000  bushels  of  wheat  in  this 
season  of  the  year,  somewhat  hard-pressed  for  money,  and  desired  to 
convert  my  actual  wheat  into  money,  I  would  sell  10,000  bushels  of 
spot  wheat  and  hed^  against  it  on  your  exchange  ? 

Mr.  Fitch.  Yes,  sir. 

Mr.  Lever.  Upon  that  hedge  he  would  then  have  the  right  to  de- 
Uver  one  of  three  grades  of  wheat  ? 

Mr.  FrrCH.  Yes,  sir;  unless  you  specified  otherwise. 

Mr.  Lever.  I  understand.  Your  ordinary  contract  does  not  havf 
any  specification  as  to  grade  ? 

Mr.  FrrcH.  No.  The  ordimary  contract  calls  for  the  delivery  <*f 
wheat,  and  the  rules* specify  what  the  tliree  grades  are. 

Mr.  Lever.  Do  you  have  a  basis?  We  nave  a  basis  in  cotton, 
what  we  call  middling  as  the  basis. 

The  Chairman.  That  has  been  covered,  I  think. 

Mr.  Lever.  Very  well,  if  he  has  answered  in  regard  to  that. 

Mr.  Fitch.  No,  sir;  standard  oats  or  No.  2  wheat. 

Mr.  Haugen.  How  about  corn. 

Mr.  Fitch.  In  com,  there  is  No.  2  com. 

Mr.  Howell.  Do  the  grades  of  wheat  remain  the  same  year  aflv 
year,  or  is  there  an  authoritv  in  the  board  to  change  the  grades  tbat 
are  tenderable  on  contracts? 


Digitized  by  VjOOQ IC 


PREVENTION   OF  DEAUNG  IN   FUTUBBS.  461 

Mr.  FrrcH.  The  authority  is  vested  in  the  State  R.  R.  and  W.  H. 
commission  to  change,  but  it  has  not  been  changed  in  years.  It  has 
been  governed  a  great  deal  by  a  change  in  the  wheat  territory.  For 
instance,  as  every  student  of  wheat  growing  knows,  the  wheat  belt  is 
working  farther  north.  Ten  or  fifteen  years  ago  an  immense  amount 
of  wheat  was  grown  in  northern  Iowa  and  Kansas  and  Nebraska  that 
is  no  longer  grown  there  to-day;  that  is,  the  land  that  was  then  used 
for  wheat  is  now  used  for  com  and  oats  and  barley,  and  the  wheat 
growing  has  moved  farther  north.  There  has  been  a  great  increase 
in  wheat  growing  in  the  British  northwest. 

Mr.  Merbill.  In  speaking  of  the  grades  of  wheat,  I  want  to  have 
you  tell  the  gentlemen  that  on  delivery  there  may  be  No,  2  and  No. 
1,  the  No.  1  IS  alwavs  deliverable  in  all  the  grades,  No.  1  red  or  No.  1 
hard  winter;  and  tnen  comes  the  No.  1  northern.  That  makes  five 
grades. 

Mr.  FrrcH.  I  might  state  that  No.  1  is  also  deUverable  or  tender- 
able  on  contract,  but  the  State  has  never  been  able  to  find  any  of 
that. 

Mr.  Lever.  You  always  deliver  the  cheapest  grade? 

Mr.  Fitch.  That  is  most  natural;  ves.  You  filfyour  contract  with 
the  wheat  that  is  bringing  the  smallest  price. 

Mr.  Lever.  Would  not  the  tendency  be  that  the  buyers  would  run 
away  from  that  ? 

Mr.  Fitch.  Not  particularly  so.  Everj^  wheat  We  have,  if  on  spot 
to-day,  is  above  the  May. 

Mr.  Merrill.  In  order  to  get  the  record  straight  about  the  grades, 
the  law  of  the  State  of  Illinois  prevents  the  changing  of  a  grade  during 
the  movement  of  the  crop.  It  has  to  be  advertised  for  thirty  days  in 
advance  of  the  movement  of  the  new  orop. 

Mr.  Bltrleson.  You  say  it  frequently  happens  that  when  a  mer- 
chant sells  a  contract  on  the  board  and  sees  an  opportunity  to  make 
a  more  profitable  deal,  he  buvs  the  contract  back  without  effecting 
an  actual  delivery  upon  it.  Now,  in  what  percentage  of  the  transac- 
tions on  the  board  of  trade  is  settlement  effected  without  delivery? 

Mr.  Fitch.  I  have  stated  I  could  not  answer  that.  I  have  stated 
that  three  different  times. 

Mr.  Burleson.  You  can  not  answer  that  ? 

Mr.  FrrcH.  No. 

Mr.  Burleson.  You  have  no  idea? 

Mr.  Fitch.  I  have  no  idea.  There  is  no  way  of  getting  statistics. 
I  answered  the  chairman  so  far  as  my  personal  business  was  concerned. 
I  could  tell  about  that,  but  I  could  not  answer  in  regard  to  the  other 
members. 

Mr.  Beall.  The  business  done  on  the  Chicago  Board  of  Trade  is 
not  Umited  to  the  State  of  Illinois,  of  course  ? 

Mr.  Fitch.  No,  sir. 

Mr.  Beall.  Members  operating  on  that  board  have  their  corre-^ 
spondents  scattered  throughout  the  entire  wheat  belt  ? 

Mr.  Fitch.  Yes,  sir. 

Mr.  Beall.  Now,  suppose  that  man  at  Springfield,  to  take  an 
lUustration,  wants  to  buy  10,000  bushels  of  wheat  and  sends  you  the 
order,  and  you  sell  it. 

Mr.  FrrcH.  I  don't  sell  it.     I  buy  it  for  him. 
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Mr.  Beall.  You  buy  it  for  him,  I  mean.  Where  is  that  wheat  to 
be  deUvered;  where  is  it  deUverable? 

Mr.  FncH.  That  is  deUverable  at  Chicago,  111.,  in  public  licensed 
storehouse ;  hcensed  by  the  State,  provided  by  the  State, 

Mr.  Beall.  Well,  suppose  the  man  who  sells  May  wheat  buys  it  in 
some  other  State  than  Illinois  ? 

Mr.  Fitch.  Yes,  sir. 

Mr.  Beall.  How  is  it  determined  what  wheat  the  seller,  say,  in 
Nebraska,  deUvers  upon  that  contract?  He  would  not  send  that 
wheat  to  Chicago  ? 

Mr.  Fitch.  He  would  have  to  make  a  deUvery  and  order  it  in  the 
store,  and  take  out  from  the  elevator  company  a  receipt. 

Mr.  Beall.  He  could  not  send  that  wheat  directly  from  some  point 
in  Nebraska  or  Minnesota  to  the  miller  in  Springfield,  111.? 

Mr.  FrrcH.  No,  sir;  he  could  not.  The  delivery  would  have  to  be 
made,  the  trade  would  have  to  be  made,  and  having  been  consum- 
mated upon  the  board,  his  deUvery  would  have  to  take  place  there 
by  the  passage  of  a  warehouse  receipt  caUing  for  so  many"  bushels  of 
wheat:  and  tnen  if  the  man  in  Springfield  who  had  asked  me  to  buy 
that  10,000  for  him  and  I  had  done  so,  required  that  wheat  in  the  miu 
^t  Springfield  to  grind,  his  orders  would  be  as  follows:  * 'Please  order 
out  of  store  10,000  bushels  of  No.  2  hard  wheat  that  you  are  carrying 
for  me.  Ship  to  my  order  at  Springfield."  We  would  have  the 
wheat  orderea  out  and  send  him  the  wheat,  with  a  draft  attached,  and 
clean  it  up. 

Mr.  Beall.  Is  there  any  burden  imposed  on  the  trade  by  reason  of 
the  fact  that  the  wheat  would  have  to  stop  off  at  Chicago  ? 

Mr.  FrrcH.  No;  there  is  no  burden  on  the  trade.  Everything  in 
the  central  part  of  the  West  isJiandled  on  transit  propositionSi  ana  so 
the  wheat  carries  the  through  rate  to  common  points. 

Mr.  Beall.  Now,  take  this  No.  2  red.  That  refers  to  a  particular 
grade  of  wheat  ? 

Mr.  FrrcH.  Yes. 

Mr.  Beall.  Are  there  other  different  grades  of  the  red  wheat  ? 

Mr.  FrrcH.  Yes;  there  is  No.  1. 

Mr.  Beall.  No.  1. 

Mr.  FrrcH.  There  is  No.  3. 

Mr.  Beall.  And  No.  2  ? 

Mr.  Fitch.  And  No.  4;  and  then  that  comes  in  so  bad  that  that  is 
rejected.  Those  grades  are  determined  by  the  State  and  they  are 
determined  by  the  condition  of  the  wheat  upon  arrival.  For  instance, 
I  have  seen  wheat  arrive  at  Chicago  and  have  handled  it  myself,  that 
is  graded  ''rejected/'  or  **no  grade.''  We  go  to  look  into  it  and  per- 
haps we  have  a  letter  from  the  shipper  saying  it  got  mixed  with 
barley  or  corn  or  this  or  that,  and  you  could  hardly  tell  what  it  was. 
It  is  graded  **  rejected."  Very  frequently  we  will  run  that  through 
a  cleaning  house  and  separate  that  stuff  and  the  owner  of  that  stuff 
will  sell  his  wheat  at  a  higher  rate  and  his  com  at  a  higher  rate,  and 
we  will  thus  make  more  money  for  him. 

Mr.  Beall.  Suppose  the  man  in  Minnesota  gathers  that  actual 
wheat  to  fill  that  order.     He  buys  it  from  different  farmers) 

Mr.  FrrcH.  Yes,  sir. 

Mr.  Beall.  And  it  is  all  mixed  in  together  ? 

Mr.  FrrcH.  Yes. 
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Mr.  Beall.  And  it  comes  in  to  Chicago  and  the  final  determina- 
tion of  the  grade  is  made  in  Chicago  ? 

Mr.  Fitch.  Yes;  when  a  man  smps  to  the  Chicago  market  and  puts 
his  goods  on  «ale  at  the  Chicago  market,  that  means  that  he  buys  by 
Chicago  inspection  and  buys  it  by  Chicago  weights. 

Mr.  Beall.  You  really  keep  in  Chicago,  then,  a  great  deal  of  the 
actual  grain? 

Mr.  Fitch.  We  carry  great  stocks  of  grain. 

Mr.  Beall.  That  you  can  bring  there  without  any  additional 
burden  being  placed  upon  the  trade  ? 

Mr.  FrrcH.  Yes,  sir.  I  might  say  this,  Mr.  Beall,  that  the  stocks 
of  grain  carried  at  Chicago  are  not  as  large,  or  in  any  other  primary 
market  are  not  as  large,  the  last  year  or  so,  as  they  have  been.  That 
is  purely  on  account  of  the  farmer.  He  desires  to  be  a  carrier  of 
ffrain  himself.  He  is  now  so  well  fixed  that  he  does  not  have  to  send 
his  grain  particularly  to  the  centers  to  be  financed;  he  can  finance 
it  himself. 

Mr.  Beall.  And  he  has  his  elevators  and  granaries  at  home 

Mr.  FrrcH.  We  could  have  a  decrease  in  Chicago  of  20,000,000 
bushels  from  what  we  have  had  before,  and  that  20,000,000  bushels 
spread  around  upon  the  farms  of  the  country  would  be  nothing. 

Mr.  Beall.  Suppose  this  condition  should  prevail:  Suppose  on 
every  bushel  of  actual  wheat  that  came  to  Chicf^O/^  the  mere  fact  of 
bringing  that  imposed  a  burden  upon  that  wheat  of,  say,  from  2  to  3 
cents  a  bushel  ? 

Mr.  FrrcH.  Well,  I  can  not  suppose  a  burden  put  on  it  unless  you 
explain  where  it  gets  on. 

Mr.  Beall.  Well,  let  us  compare  Chicago  as  a  wheat  market  with 
New  York  as  a  cotton  market. 

Mr.  FrrcH.  But  I  have  nothing  to  do  with  cotton.  You  must  not 
lead  me  into  the  cotton  proposition,  because  I  shall  refuse  to  answer. 
I  am  here  to  give  you  information  about  grain,  but  don't  flash  any 
cotton. 

Mr.  Beall.  Well,  1  am  going  to  flash  some  cotton  and  then  you 
can  refuse  to  answer  if  you  want  to.  I  am  going  to  state  the  situa- 
tion with  respect  to  cotton  in  New  York  and  ask  you  if  such  a  con- 
dition prevails  with  respect  to  grain. 

Mr.  Fitch.  I  will  do  the  best  I  can. 

Mr.  Beall.  The  testimony  before  the  committee  has  been  that 
there  is  a  tax  upon  every  bale  of  cotton  that  stops  in  the  city  of 
New  York  of  $1.50  a  bale;  that  in  order  to  get  the  actual  cotton  in 
the  city  of  New  York  as  a  basis  for  fulfilling  the  contract  in  cotton 
they  are  compelled  to  pa3r  $1.50  more  than  the  cotton  is  worth  else- 
where.. Now,  if  such  a  situation  as  that  should  prevail  in  Chicago 
with  respect  to  wheat — say  a  bale  of  cotton  is  worth  on  the  average 
$60,  and  $1.50  per  ton  placed  upon  it  would  be  about  2^  per  cent 
of  its  value — suppose  a  corresponding  burden  should  rest  upon  the 
wheat  that  is  actually  brought  to  Chicago,  with  which  3'ou  gentlemen 
would  have  to  execute  your  deliveries;  do  you  believe  that  under 
such  a  condition  as  that  Chicago  would  be  or  could  be  a  wheat 
market  t     I  mean  a  special  wheat  market  ? 

Mr.  Fttch.  Wheat  will  seek  the  most  advantageous  and  highest 
market.     Chicago  has  no  burden  of  that  kind. 
Mr.  Beall.  Tnat  would  be  an  unnatural  condition? 
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Mr.  Fitch.  Yes.  Chicago  has  no  burden  of  that  kind.  Wheat 
that  comes  to  Chicago  is  attracted  there  by  Chicago  faciUties.  Mr. 
Merrill,  or  Mr.  Foss,  what  is  the  total  storage  in  millions  that  we  have 
in  Chicago  ? 

Mr.  Merrill.  Mr.  Foss  can  answer  that. 

Mr.  FrrcH.  It  is  over  a  hundred  million,  public  and  private,  is  it 
not  ?  We  have  storage  room  in  Chicago  for  over  a  hundred  ruiUton 
of  grain,  modem,,  rapid- working  houses,  big,  massive  elevators,  and 
you  throw  a  string  or  cars  in  and  they  take  the  grain  out  before  you 
can  hardly  see  it. 

Mr.  Beall.  Can  you  tell  me  what  would  be  a  fairly  normal  fmiount 
of  grain  in  Chicago? 

Mr.  Fitch.  I  should  say  at  the  present  time,  between  four  bbA 
five  million  of  corn,  say  nve  million  com;  I  would  hazard  a  guess 
that  there  will  be  fifteen  to  twenty  million  in  May. 

Mr.  Beall.  There  are  certain  risks  in  the  conduct  of  operations 
in  wheat  ? 

Mr.  Fitch.  There  are  risks  in  every  business. 

Mr.  Beall.  I  understand.  The  farmer  that  plants  the  wheat 
and  cultivates  it  and  gathers  it  and  thrashes  it  bears  part  of  the 
risk,  I  would  suppose ;  he  bears  the  risk  up  to  that  time  ? 

Mr.  Fitch.  Yes.         i 

Mr.  Beall.  From  the  time  it  leaves  the  farmer's  hands  until  it 
is  converted  into  something  eke,  ceases  to  be  wheat,  the  risk  is  still 
maintained,  the  risk  that  is  involved  in  handling  it.  Where,  in  your 
judgment,  is  that  risk  placed ;  who  bears  the  ourden  of  that  risk, 
under  the  system  that  prevails  in  your  board  of  trade  ? 

Mr.  Fitch.  The  farmer's  risk  ceases  when  he  delivers  it  to  the 
country  elevator  in  the  nearest  town.  The  facilities  for  handliDg 
the  grain  in  the  wheat-growing  country,  as  I  stated  this  morning, 
are  almost  beyond  comparison. 

Mr.  Beall.  When  you  buy  some  wheat  from  a  farmer,  in  determin- 
ing what  price  you  pay  for  that  wheat,  do  you  not  take  into  con- 
sideration the  risk  that  you  as  a  holder  of  the  wheat  will  have  to  bear 
in  the  future  ? 

Mr.  Fitch.  Yes,  sir. 

Mr.  Beall.  And  does  not  that  affect  the  price  ? 

Mr.  Fitch.  No,  sir.  It  would  if  we  were  without  the  present  sys- 
tem that  we  have.  As  I  stated  this  morning,  the  difference  of  opinion 
of  all  the  people  in  the  world  has  created  a  market,  and  by  the  crea- 
tion of  a  market  has  made  possible  the  system  of  hedging.  You  can 
always  find  a  buyer  or  a  seller.  And  therefore  on  account  of  the 
hancUer  of  grain — the  same  man  you  speak  of — on  account  of  his  having 
that  protection  or  insurance,  on  account  of  that  existing  system  to 
flv  to,  he  is  able  to  handle  that  wheat  on  the  smallest  possible  margin 
01  profit.  I  would  Venture  to  say  to-day — I  remember,  in  fact,  in  my 
own  connection  I  ran  a  line  of  elevators  for  years,  something  over  a 
hundred  country  elevators,  and  year  after  year  through  the  system 
of  hedging,  of  buying  our  stuff  at  the  station  from  the  farmers  and 
then  shipping  it  to  the  centers,  and,  in  cases,  on  to  the  seaboard  and 
then  across  the  water  into  consumption,  handling  it  clear  through, 
we  were  able  to  pav  continually,  year  after  year,  to  operate  thoee  ele- 
vators and  take  wheat,  <?om,  and  oats  from  the  farmer  on  a  muf^n 
of  profit  of  one-half  to  1^  cents;  and  there  are  men  in  this  room  who 
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operate  lines  of  elevators  to-day  and  who  handle  cash  grain  that  can 
verify  what  I  say. 

Mr.  Beall.  Suppose  you  wanted  to  buy  from  the  farmer  wheat  to 
be  shipped  to  Liverpool.  In  fixing  the  pnce  that  you  give  the  fanner 
for  that  wheat,  you  take  into  consideration  the  cost  of  exporting  that 
wheat,  do  you  not  ? 

Mr.  FrrcH.  Not  always,  for  this  reason.  We  sometimes  get,  as  we 
have  been  the  last  year,  upon  what  we  call  a  domestic  situation.  No 
statistician  so  far  has  been  able  to  fully  keep  time  with  the  enormous 
increase  in  consumption.  The  increase  in  competition  or  decrease  in 
production  many  statisticians  have  been  able  to  tabulate  and  give 
you  reliable  statistics  from  time  to  time;  but  no  statistician  has  ever 
marked  time  with  the  great  increase  in  production,  I  contend.  There- 
fore we  are  at  times  upon  what  we  call  a  domestic  basis  in  this  coun- 
try. We  are  there  now.  We  have  been  there  for  the  last  year  and  a 
half. 

Mr.  Beall.  Well,  is  that  the  usual  situation  1 
•  Mr.  Fitch.  No,  sir;  but  it  has  been  gradually  growing  year  by  year 
by  year.  Let  me  make  you  a  prophecy  based  on  my  experience  of 
vears  in  the  grain  business.  The  day  will  come  when  we  will  be  down 
here — because  it  will  be  within  our  time  when  we  will  be  arguing  with  " 
Members  of  Congress — we  will  be  here  arguing  to  you  that  you  have 
gdt  to  take  that  duty,  off  of  Canadian  wheat,  l)ecause  we  don't  want 
to  go  hungry.  We  can  see  it  coming.  I  am  giving  you  my  personal 
idea.  If  1  were  buying  wheat  at  Dennison,  Iowa,  to-day,  say,  if  I 
knew  of  some  wheat  out  there  to  sell  or  a  man  would  come  to  me  and 
say  '*I  have  got  10,000  wheat,"  (I  have  'a  man  that  comes  to  me 
every  year  that  grows  corn  on  his  own  farm  out  there  and  had 
150,000  bushels  to  sell  after  he  uses  all  he  needs  for  himself),  the  way 

1  would  do  with  the  wheat,  I  should  decide  one  of  two  things.  X 
should  look  at  Liverpool  and  look  at  the  domestic  situation,  competi- 
tion in  our  business  is  very  strong,  Liverpool  not  being  so  advan- 
tageous in  price,  not  netting  so  much  with  ocean  freight,  insurance, 
and  so  forth  deducted,  as  our  domestic  situation,  perhaps  this  is  No. 

2  winter  wheat,  perhaps  it  is  No.  1  hard,  whatever  it  is  1  am  in  touch 
with  the  milling  demand  and  I  know  the  mills  are  paying  so  much  for 
that  wheat.  I  will  buy  that  15,000  bushels  of  wheat,  or  10,000  bushels 
of  wheat,  or  25,000  busnels  or  50,000  bushels,  or  100,000  bushels,  and 
let  him  load  it  on  the  cars,  and  I  will  give  the  farmer  who  puts  it  in 
the  cars  within  1  cent  a  bushel  of  what  I  get  for  it. 

That  is  made  possible  by  the  system  that  is  in  vogue,  because  the 
minute  I  buy  that  100,000  bushels  of  wheat  I  will  sellit  to  somebody. 
You  ask  who — the  gambler?  I  say  no.  I  will  sell  it  to  somebody  m 
this  broad  world  who  wants  to  buy  on  that  day. 

Mr.  Beall.  Well,  that  wheat  has  got  to  be  transported  somewhere 
and  be  deUvered. 

Mr.  FrrcH.  Yes,  sir. 

Mr.  Beall.  Does  not  the  burden  of  that  transportation  charge 
ultimately  fall  upon  the  producer  of  that  wheat  ? 

Mr.  Fitch.  The  producer  is  the  best  fixed  of  any  man  that  is  a 
party  to  the  wheat  transaction  from  the  time  the  seed  goes  into  the 
ground  until  the  flour  is  eaten,  and  I  can  sit  down  and  figure  it  out 
at  the  present  time. 

Mr.  Beall.  How  long  has  that  prevailed  ? 
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Mr.  Fitch.  I  would  that  I  could  answer. 

Mr.  Beall.  Well,  is  it  a  fact  you  can  sit  down  with  a  piece  of 
pap^r 

Mr.  Fitch.  Vou  ask  me  how  long  it  will  prevail  ? 

Mr.  Beall.  No;  I  say,  how  long  has  it  prevailed? 

Mr.  Fitch.  Well,  in  the  last  two  or  three  years  the  money  is  roUiiig 
toward  the  land. 

Mr.  Beall.  Well,  don^t  you  think  it  is  about  time  for  it  to  roll  that 
way? 

The  Chairman.  Don't  go  into  that. 

Mr,  Beall.  You  don't  think,  then,  that  in  ordinary  times — this 
may  be  an  exceptional  instance,  the  present  condition — but  in  ordi- 
nary times  and  under  conditions  as  they  ordinarily  exist,  has  the 
burden  involved  in  these  transactions  in  wheat  fallen  upon  the  pro- 
ducer of  wheat  ? 

Mr.  Fitch.  I  can  not  see  it  that  way.  From  the  conditions  exist- 
ing as  I  know  them,  from  having  been  an  actual  handler  of  wheats 
and  grain,  buying  it  from  the  farmers  and  marketing  it  in  this  country, 
I  can  see  in  the  last  thirty  years  where  the  burden  has  been  on  the 
producer;  because  he  has  at  all  times,  on  account  of  the  progress  made 
m  the  disseminating  of  news,  values,  everything  of  that  kmd,  he  has 
been  in  the  position  where  he  sells  his  grain  to  the  best  possible 
advant^e.  Of  course  there  was  a  time  wnen  conditions  were  not -so 
good.  There  was  a  farmer  (a  class)  who  was  forced  to  sell  his  wheat 
the  moment  it  came  from  the  thrasher,, and  then  there  was  a  man 
(a  class)  that  had  a  Uttle  money  so  that  he  could  put  his  wheat  away 
in  the  bam.     But  now  they  are  all  holders. 

Mr.  Beall.  We  have  the  cotton  men  here,  and  a  very  able  gentle- 
man gave  the  opinion  to  the  committee  a  few  days  ago  that  when  the 
farmer  sells  upon  a  declining  market  the  burden  is  placed  upon  him, 
but  if  the  sale  is  made  upon  an  advancing  market  it  is  distributed 
throughout  the  world  and  put  upon  all  the  consumers  of  the  world. 
Do  you  think  that  any  rule  like  that  would  be  apphcable  to  the 
grain  trade  ? 

Mr.  Fitch.  You  will  have  to  excuse  me  from  answering  that.  I 
can  not  go  into  that. 

Mr.  Beall.  Well,  you  have  been  very  accommodating. 

The  Chairman.  I  would  like  to  ask  one  or  two  other  questions. 
Your  position,  both  as  an  operator  on  the  board  of  trade  and  an 
actual  dealer,  will  enable  you  to  answer  this  question:  I  should  like 
to  know  in  what  way  you  would  be  obliged  to  readjust  your  business 
in  case  the  future  market  should  be  eUminated  from  the  grain 
business? 

Mr.  Fitch.  You  want  my  honest  opinion  ? 

The  Chairman.  Yes,  sir. 

Mr.  Fitch.  I  believe  that  chaos  in  the  business  circles  of  this  coun- 
try pertaining  to  grain  would  result,  and  absolute  chaos.  I  believe 
you  would  disturb  something  that  has  taken  sixt^  years  to  get  it 
where  it  is,  and  I  believe  that  disturbing  that,  and  with  nothing — and 
I  say  this  with  all  due  respect  to  vou — and  having  nothing  better  to 
offer  than  you  offer  there,  that  absolute  chaos  would  result.  I  have 
not  taken  issue  with  you  upon  the  honesty  of  your  intent.  I  have  not 
taken  issue  with  you  upon  the  question  that  evils  do  exist.  I  have 
contended  they  do  not  exist  to  the  extent  that  perhaps  some  of  the 
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gentlemen  of  your  committee  claim  they  do  exist.  I  have  not  taken 
issue  with  you  that  perhaps  some  way  should  be  found — you  have 
done  me  the  honor  to  ask  if  I  could  suggest  any  way  to  cure  them — 
I  take  no  issue  with  you  or  with  your  suggestion  that  something 
might  be  done;  but  I  say  that  the  Scott  bm,  if  it  should  become  a 
law,  would  result  in  absolute  chaos.  You  have  asked  me  for  my 
opinion.     Maybe  I  have  given  it  too  freely. 

The  Chairman.  Not  at  all.  Nobody  is  more  anxious  to  avoid  chaos 
than  the  chairman  of  this  committee.  We  are  American  citizens  the 
same  as  you  are,  and  interested  just  as  you  are  in  the  prosperity  of 
this  country. 

Mr.  Fitch.  I  appreciate  that  you  are,  and  that  you  have  its  welfare 
at  heart. 

The  Chaibman.  And  there  is  not  a  man  here  who  would  support  a 
measure  for  a  moment  that  he  believed  would  inflict  serious  damage 
upon  any  legitimate  business.  I  am  glad  you  expressed  your  opinion 
as  franoy  as  you  did.  And  yet  I  should  like  to  pursue  it  a  little 
further.  It  will  be  admitted,  of  course,  that  wheat  will  be  grown 
and  it  will  be  ground  into  flour  and  made  into  bread  and  bread  will  be 
eaten  whether  there  is  a  future  market  in  Chicago  or  not.  I  would 
be  glad  to  find  out  just  the  practical  changes  that  would  have  to  be 
made  in  your  business  in  the  event  of  the  elimination  of  that  future 
market.  Can  you  answer  it  by  saying  you  would  have  to  do  business 
on  a  wider  margin  ? 

Mr.  Fitch.  I  will  say  that  to  you  right  off  at  the  jump.  I  will  say 
that  to  you  as  a  man  who  runs  lines  of  elevators,  who  is  interested  in 
elevator  property,  and  deals  directly  through  his  agents  with  the 
farmers,  farmers  that  I  have  known  for  years,  that  haul  their  stuff 
to  the  elevators.  I  will  answer  that  ''Yes.''  I  am  not  claiming  that 
this  system  has  not  got  somewhere  in  the  structure,  perhaps,  some- 
thing that  we  do  not  like;  but  we  can  not  take  that  out  until  we  find 
something  to  put  in  there  to  keep  from  pulling  the  structure  down. 
Not  only  woulcl  we  have  to  operate  upon  a  wider  margin,  but  we  would 
have  to  reconstruct  our  financial  arrangements  in  the  West.  I  wish, 
sir,  that  you  would  ask,  if  you  could  get  before  you,  a  committee  or  a 
delegation  of  three  or  four  of  the  bankers  of  the  city  of  Chicago,  or 
some  of  the  western  cities  I  could  name,  to  come  down  here  and  talk 
to  you  regarding  the  financing  of  grain. 

This  system,  faulty  though  it  may  be  and  having  weak  spots,  is  the 
very  foundation  that  the  miancing  is  placed  upon,  and  that  is  what 
leads  me  to  say  that  in  the  disturbing  of  all  these  elements  there  can 
be  but  one  result.  I  am  not  saying  that  the  present  system  is  abso- 
lutely correct  and  perfect.  You  never  saw  anything  in  your  life  that 
was  perfect.  Everything  is  more  or  less  specked.  As  I  told  you  this 
morning,  we  have  seen  bad  legislators.  We  have  seen  bad  all  kinds 
of  things.  But  if  you  attempt  to  disturb  this  system  by  not  sub- 
stituting something  else  that  will  take  care  of  it,  I  reiterate,  chaos 
in  the  business  circles  of  the  country  will  result,  wherever  it  pertains 
in  any  way  to  the  exporter.  It  will  also  reach  the  farmer  and  the 
grower  of  grain,  the  middle  man,  everybody.  It  will  mean  the  dis- 
turbance or  conditions  that  have  existed  for  over  sixty  years. 

The  Chaibman.  When  was  the  Chicago  Board  of  Trade  organized  ? 

Mr.  FrroH.  I  think  in  1848. 

Mr.  Merrill.  1848  is  correct. 
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The  Chairman.  And  has  the  future  system  existed  during  that 
time,  or  was  it  a  later  development  ? 

Mr.  Fitch.  The  future  system  has  existed  practically  all  that  time. 
It  has  been  a  steady  growth,  except  the  last  year  or  two  it  has  been 
a  steady  decrease.     That  may  be  a  little  information  to  you. 

Mr.  Lever.  You  mean  in  the  volume  of  the  transactions  ? 

Mr.  Fitch.  Yes.  That  can  be  explained,  probably,  Mr.  Chairman, 
by  the  springing  up  of  other  primary  markets.  For  instance,  there  is 
Minnesota^  with  a  clientele  of  its  own.  MinneapoUs  is  now  a  primary 
market  with  a  cUentele  of  its  own.  There  was  a  day  when  the 
parent  institution  practically  stood  alone. 

Mr.  Lever.  How  many  grain  exchanges  are  there  in  this  country  t 

Mr.  Fitch.  They  have  a  list  of  them  here,  I  think. 

Mr.  Lever.  Will  you  put  that  into  the  record  ? 

Mr.  Fitch.  Yes;  they  can  tell  you. 

Mr.  Haugen.  Are  we  to  understand  that  the  expense  incurred  in 
unloading,  in  storing,  reloading,  reshipping^  is  a  necessary  exp>ense  t 

Mr.  Fitch.  Yes;  that  is  an  expense  tnat  is  necessary. 

Mr.  Haugen.  That  was  a  matter  asked  by  Mr.  Beall. 

Mr.  Fitch.  Wherever  labor  is,  there  is  an  expense.  It  takes  labor 
to  handle  grain. 

Mr.  Haugen.  But  the  same  expenses  would  be  incurred  if  loaded 
and  unloaded,  shipped  and  reshipped  at  any  other  point  ? 

Mr.  Fitch.  Yes.  At  certain  primary  points  they  have  transfer 
arrangements;  where  certain  western  roads  do  not  care  to  have  their 
cars  go  east  there  are  arrangements  for  transferring  the  grain.  That 
is  without  expense. 

Mr.  Haugen.  Where  grain  is  stored  in  transit,  the  shipper  has  the 
benefit  of  the  through  rate  ? 

Mr.  Fitch.  The  man  that  owns  the  grain — it  all  depends.  Here  I 
will  give  you  an  illustration.  I  know  what  you  mean.  If  John  Jones 
of  your  town  in  Iowa  shipped  a  chv  of  grain  to  me  and  told  me  to  sell 
it  ror  his  account — that  is  known  as  consignment  business — I  act  as 
his  agent.  He  tells  m6  to  sell  the  grain;  ne  owns  the  grain  until  I 
sell  it,  doesn't  he  ? 

Mr.  Haugen.  Yes. 

Mr.  FrrcH.  All  right.  Then  he  gets  the  benefit  of  everything  in 
rate  and  everything  else.  He  has  only  subtracted  from  the  tot^ 
amount  the  charges  specified  and  the  account  of  purchase.  But  sup- 
pose he  says  to  me,  *' What  will  you  give  me  for  a  car  of  No.  3  com  on 
track  at  Northport,  Iowa?''  I  say,  *'I  will  give  you  so  much." 
Then  the  com  is  mine.     I  put  it  there.     That  is  the  way  it  is  handled. 

Mr.  Haugen.  I  am  going  back  to  your  friend  Smith  again.  Sup- 
pose the  miller  Smith  orders  10,000  bushels  of  wheat.  The  wheat  is 
shipped  to  Minneapolis  and  then  to  Chicago  and  stored  there  for  three 
months.  Then  it  is  reloaded  and  shippea  to  some  point  in  the  North. 
Now,  does  he  get  the  same  rate  as  if  the  wheat  had  been  shipped  from 
Minneapolis  directly  to  whatever  point  that  might  be  ? 

Mr.  Frrcn.  No;  there  will  be  a  storage  charge  for  taking  care  of  it 
in  Chicago. 

Mr.  Haugen.  There  will  be  the  terminal  charges  and  what  else? 

Mr.  Fitch.  There  will  be  no  terminal  charge,  but  there  will  be 
insurance  and  interest,  if  he  borrows  money  on  it.     Only  such  charges 
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as  he  himself  instructed  to  have  made.     He  may  say,  "I  have  no 
room  for  that  in  Sprii^eld;  so  vou  store  it  in  Cfiicago/' 
The  Chairman,  is  the  railroad  rate  the  same  ? 
Mr.  Fitch.  Practically  the  same.     It  should  be  the  same. 
Mr.  Hauoen.  Then  tnat  is  the  privilege  of  unloading  ? 
Mr.  FncH.  Yes. 

Mr.  Merrill.  Explain  to  him  that  the  through  rate  may  be  read- 
justed. 

Mr.  FrrcH.  The  railroad  rate  may  be  readjusted  any  time  within 
six  months.  It  is  practically  a  holding  in  transit  privilege.  Any  time 
you  could  store  that  wheat  again  for  five  months. 

Mr.  Merrill.  In  order  that  the  record  may  be  clear,  kindly  inform 
them  that  the  rate  for  storage  of  wheat  is  three-quarters  of  a  cent  the 
first  ten  days  or  part  thereof,  and  one-fortieth  of  1  cent  per  bushel 
per  day  thereafter. 

Mr.  Burleson.  I  want  to  ask  one  question,  for  evidently  I  did  not 
understand  him.  You  understand  that  the  provisions  of  the  Scott 
bill  are  directed  against  transactions  where  the  seller  has  no  intention 
of  delivering  and  the  buyer  has  no  intention  of  receiving  ? 

Mr.  FrrcH.  Yes,  sir. 

Mr.  Burleson.  Such  transactions  repeatedly  have  been  denounced 
by  the  Supreme  Court  of  the  United  States  as  gambling  transactions. 
Am  I  to  understand  you  now  to  say  that  if  such  transactions  were 
prohibited  that  the  future  contract  system  could  not  continne  to 
exist? 

Mr.  FrrcH.  I  did  not  say  that. 

Mr.  Burleson.  If  you  do  not  say  that,  if  the  provisions  of  the 
Scott  bill  are  directed  exclusively  at  transactions  where  the  seller  has 
no  intention  of  delivering  and  the  buyer  has  no  intention  of  receiving, 
will  it  hurt  the  future-contract  system  if  the  Scott  bill  becomes  a  law  ? 

Mr.  FrrcH.  You  will  pardon  me  if  I  say  that  you  and  I  might  be 
liable  to  differ  as  to  an  mterpretation  of  the  Scott  bill;  we  might  not 
agree. 

Mr.  Burleson.  Suppose  we  do  agree  on  that  proposition;  suppose 
that  is  the  only  character  of  transaction  that  is  embraced  withm  the 
provisions  of  this  bill. 

Mr.  Fitch.  Yes,  sir. 

Mr.  Burleson.  Suppose  it  is  only  transactions  of  that  kind  that 
are  attempted  to  be  prohibited.  Do  you  say  that  it  would  destroy 
the  future-contract  system  ? 

Mr.  FiTCH.  Your  mtent  might  be  all  right  and  of  the  best,  but  I 
can  not  see  how  it  would  work. 

Mr.  Burleson.  Well,  it  is  not  a  question  of  my  intent.  Suppose 
that  was  the  only  transaction  that  is  prohibited,  suppose  that  is  going 
to  be  the  effect  oi  the  bill ;  would  it  destroy  the  future  contract  system 
of  the  Board  of  Trade  of  Chicago  ? 

Mr.  Fitch.  I  have  answered  that  fully.  I  have  stated  what  my 
opinion  was,  at  the  request  of  the  chairman,  should  that  bill  be  passea. 
I  have  gone  as  far  as  I  desire  to  in  going  on  record  in  an  opinion  of 
that. 

The  Chairman.  If  there  are  no  further  questions,  Mr.  Fitch  will  be 
excused. 

Mr.  Fitch.  I  thank  you. 
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Mr.  Merrill.  I  will  ask  Mr.  John  L.  Messmore,  of  the  St.  Louis 
Grain  Exchange,  to  address  you. 

The  Chairman.  What  phase  of  the  question  will  he  speak  on  ? 

Mr.  Merrill.  He  was  assigned  the  question  of  hedging  more  par- 
ticularly, but  he  tells  me  that  what  he  has  to  say  will  be  somewhat 
more  general  in  character. 

The  Chairman.  We  will  hear  from  Mr.  Messmore. 

TESTIHONT  OF  JOHlf  L.  MESSMORE  OF  THE  ST.  LOUIS  QtRUS 

EXCHANGE. 

(The  witness  was  sworn  by  the  chairman.) 

Mr.  Messmore.  In  behalf  of  the  St.  LouisT  Merchants  Exchange,  of 
which  I  have  the  honor  to  be  a  member  and  one  of  its  directors,  I 
desire  to  present  the  following  facts  to  your  honorable  committee  for 
your  thoughtful  consideration. 

To  pass  a  law  abolishing  the  trading  in  grain  for  future  delivery 
would  be  a  calamity  to  the  farmers,  small  grain  dealers,  commission 
merchants,  and  small  millers.  The  grain  trade  of  this  country  to- 
day is  vastly  different  from  what  it  was  seventy-five  years  agp.  Then 
the  farmer  who  raised  wheat  took  it  to  the  nearest  gristimll,  had  it 
groimd  into  flour  and  gave  the  miller  his  toll.  As  the  country  ctow 
and  developed,  oiir  crops  increased  in  size  beyond  our  needs  and  we 
had  to  look  to  foreign  markets  to  dispose  of  our  surplus.  The  first 
exporters  worked  on  a  big  margin — they  bought  the  surplus  grain  at 
their  own  figures.  Some  of  the  early  exporters  in  St.  LK>uis  told  me 
that  before  trading  in  grain  for  future  delivery  became  a  custom, 
they  made  from  10  to  20  cents  per  bushel  on  every  bushel  they  ex- 
ported. Forty  or  fifty  vears  ago  St.  Louis  was  the  largest  winter 
wheat  milling  center  in  tne  United  States.  At  that  time  most  of  the 
wheat  came  to  St.  Louis  in  bags  by  steamboat.  The  arrivals  on 
Simday  and  Monday  during  harvest  were  enormous  and  the  whole 
levee  would  be  piled  high  with  bags  of  wheat.  On  Monday  morning 
the  nullers  would  come  down,  see  the  big  consignments,  put  their 
heads  together  and  agree  to  stay  out  of  the  market  until  the  con- 
gestion would  force  a  decline  of  10  to  15  cents  per  bushel.  This  con- 
dition of  affairs  soon  became  so  intolerable  to  the  commission  mer- 
chants who  had  drafts  on  the  consignments  to  meet  that  they  formed 
a  stock  company  with  a  capital  stock  of  $200,000,  which,  was  con- 
sidered a  large  corporation  m  those  days,  to  take  the  surplus  grain 
off  the  market  until  conditions  adjusted  themselves.  This  company 
was  in  existence  two  years  when  it  was  liquidated.  Trading  in  grain 
for  future  delivery  had  developed,  which  steadied  the  market  and 
there  w&s  no  longer  any  Jieed  for  the  stock  company. 

The  exporter  of  to-day  works  on  a  very  small  margin,  freouently 
only  1  cent  per  bushel  profit.  The  millers  also  work  on  a  small  mar- 
gin. They  are  able  to  do  this  because  they  can  protect  their  purchases 
or  sales  in  the  terminal  or  primary  markets,  by  buying  or  selling  the 
grain  for  future  delivery.  Last  year  the  wheat  crop  in  the  Southwest 
was  almost  a  failure.  Numerous  millers  had  to  come  to  St.  Louis  for 
their  wheat.  Many  of  them  could  not  take  care  of  more  than  ten 
or  twenty  thousand  bushels  of  wheat  at  a  time ;  but  they  were  anxious 
to  buy  supplies  for  six  and  eight  months  ahead.  There  were  so  many 
millers  who  wanted  to  do  this  at  the  same  time  that  there  was  not 
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enough  wheat  in  St.  Louis  elevators  to  supply  their  wants.  Our  grain 
merchants,  however,  contracted  the  wheat  with  them,  and  protected 
themselves  by  buying  wheat  for  dehvery  in  December  and  May,  and 
as  fast  as  the  wheat  was  shipped  they  would  sell  out  their  contracts 
for  future  deUvery. 

To-day  there  are  miUions  of  dollars  invested  in  mills,  elevators,  and 
the  grain  business  in  general.  The  business  has  been  fostered  and 
developed  until  it  is  one  of  the  most  important  in  the  country.  Our 
banks  loan  us  money  on  warehouse  receipts  for  almost  the  full  value 
of  the  grain,  because  they  know  we  are  protected  by  sales  for  future 
delivery.  Without  this  protection  they  would  want  a  big  margin, 
which  would  curtail  the  volume  of  our  business  and  drive  out  the 
small  merchants. 

Our  exchanges  disseminate  and  distribute  valuable  market  informa- 
tion which  enables  the  farmers  to  know  the  value  of  their  commodi- 
ties at  any  time.  It  is  of  vital  importance  to  the  farmer  to  dispose  of 
his  grain  at  a  profit — to  get  all  he  can  out  of  it.  In  order  to  accom- 
plish this,  it  must  be  handled  by  the  grain  dealer  and  miller  as  eco- 
nomically as  possible.  By  the  present  system  of  trading  in  grain  for 
future  delivery  we  are  able  to  handle  the  business  on  a  very  small 
margin.  For  instance,  when  we  send  out  bids  to  the  country  grain 
dealers  we  base  our  bid  on  the  price  at  which  the  nearest  month  for 
future  delivery  is  selling;  if  we  get  an  acceptance,  we  then  sell  the 
future.  Frequently  on  our  purchases — particularly  of  com — our 
profit  will  be  only  a  half  a  cent  per  bushel.  We  pay  drafts  of  $900 
per  car  on  com  when  our  profit  is  sometimes  less  than  $7.50  per  car 
gross — less  than  1  per  cent.  There  is  no  other  business  in  the  world 
handled  on  such  a  small  percentage. 

If  you  do  away  with  trading  in  futures,  when  the  grain  crops  of  the 
country  begin  to  move  the  millers  and  grain  dealers  througnout  the 
country  would  only  pay  prices  that  would  be  so  low  that  there  would 
be  absolutely  no  chance  for  a  loss.  This  would  fall  heaviest  on  the 
small  farmers  and  renters  who  have  no  facilities  for  holding  grain  and 
who  would  be  forced  to  sell  at  low  prices.  This  would  be  a  bonanza  for 
the  big  miUs  and  elevators,  and  the  big  concerns  controlling  a  large 
number  of  line  elevators  who  have  facilities  for  storing  and  holding 
large  quantities  of  grain.  They  could  fill  their  houses  with  low-priced 
gram  and  after  the  surplus  had  been  disposed  of  could  command  their 
own  prices  for  their  stocks.  In  a  few  years,  you  would  see  a  gigantic 
grain  trust  that  would  put  all  other  tmsts  to  shame. 

Just  look  for  one  moment  at  the  tobacco  industry.  There  is  no 
method  of  trading  in  tobacco  for  future  dehvery,  and  there  is  a  con- 
tinuous warfare  between  the  growers  and  warehousemen  throughout 
the  tobacco  districts.  The  crimes  that  have  been  committed  in  the 
tobacco  section  of  Kentucky  are  a  disgrace  to  the  nation.  You  never 
hear  of  the  cotton  planters  or  grain  raisers  having  a  war  with  the  ware- 
housemen. 

Trading  in  futures  affords  a  continuous  market  where  almost  any 
quantity  of  grain  can  be  disposed  of  without  sacrifice. 

All  business  is  more  or  less  speculative,  but  as  society  is  now  organ- 
ized speculation  seems  a  necessity.  To  the  unitiated  speculation 
is  often  confounded  with  gambling.  This  is  a  grrievous  error.  Specu- 
lation is  a  venture  based  on  calculation ;  gambhng  a  venture  without 
calculation,    bUnd    chance.     The    law    makes    this  distinction.     It 
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recognizes    speculation;    it   condemns    gambling.     Federal    Judge 
Groscup,  in  a  recent  decision,  said: 

Le^timate  gram  exchanges  balance  like  the  governor  of  an  engine  the  otherwise 
erratic  course  of  prices.  They  focus  intelligence  from  all  lands  and  the  proepect  for 
the  whole  year  by  bringing  together  minds  trained  to  weigh  intelligence  and  to  forecast 
the  prospects. 

If  this  bill  becomes  a  law,  you  will  drive  all  trading  in  futures  into 
Canada  and  other  foreim  countries. 

When  the  Argentine  KepubUc  first  became  an  exporter  of  ^ain 
they  had  no  system  of  trading  in  grain  for  future  deUvery  and  the 
exporters  made  great  fortunes.  Now  they  have  adopted  tne  system 
and  the  farmers  are  getting  more  for  their  grain  than  they  ever  got 
before. 

A  few  years  ago  the  farmers  of  Germany  thought  that  speculation 
or  trading  in  gram  for  future  delivery  was  a  great  menace  to  tiiem,  so 
the  agrarian  element  in  the  Reichstag  succeeded  in  getting  a  bill 
passed  abolishing  trading  in  futures.  One  season  sufficed  .to  show 
them  their  mistake  and  the  farmers  were  the  first  to  ask  for  the  repeal 
of  the  bill.  On  April  2, 1900,  the  produce  bourse  was  reopened;  the 
Government  conceded  to  the  dealers  the  right  to  resume  buying  and 
selling  for  future  delivery  and  to  publish  time  quotations.  One  of  the 
capital  aims  of  the  bourse  law  was  to  restrict  speculation,  but  at  no 
pomt  did  it  more  thoroughly  disappoint  its  authors. 

A  wise  business  man  profits  by  the  mistakes  of  others.  Let  us 
profit  by  the  experience  of  Germany. 

The  Chairman.  I  would  like  to  ask  you  just  one  or  two  questions. 
In  regard  to  the  statement  you  have  just  made,  touching  the  expe- 
rience in  Germany,  are  you  quite  sure  you  are  right  in  the  statement 
that  the  law  promoiting  future  selling  was  repealed  after  a  year's  ex- 
perience '( 

Mr.  Messmore.  I  would  like  to  quote  you  from  an  article  I  have  on 
that  subject.     (Reading:) 

From  the  moment  that  the  produce  section  of  the  bourse  quit  their  old  quarters  there 
was  an  interre^um  in  the  grain  trade  of  the  country;  the  modem  method  of  produce 
dealing  was  virtually  abolished.  What  was  the  result?  The  eldest  of  the  merchants 
say  ih  their  report  for  1900:  "  At  nearly  every  one  of  our  meetings  at  the  beginning  of 
the  bourse  interregnum  we  had  to  answer  inquiries  from  the  commissary  departmenta 
of  army  and  navy,  from  railway  managements,  municipal  admini^trationc,  statistical 
offices,  et<*.,  for  trustworthy  gram  prices,  but  we  were  only  able  to  answer  that  we  did 
not  know. "  The  report  goes  on  to  show  that  the  only  persons  getting  any  advantage 
from  the  extinction  of  the  produce  bourse  were  the  proNnncial  dealers,  who  charged 
higher  premiums  for  their  increased  risk  growing  out  of  the  lack  of  Berlin  Quotations. 
In  other  words,  they  paid  less  to  the  farmers  and  asked  higher  prices  from  tne  miUen. 

The  Government  at  once  recognized  the  disadvantages  arising  from  all  business 
interests  through  the  lack  of  a  produce  exchange  with  universally  accepted  quotations 
for  grain.  Hence  the  minister  of  commerce  opened  negotiations  with  the  seceded 
brokers  several  months  after  the  dissolution  of  their  organization  looking  toward 
reestablishing  it.  These  negotiations  were  continued  for  nearly  three  years  before 
all  parties  were  ready  to  bury  the  hatchet,  which  was  done  in  January,  1900.  *  *  * 
Even  the  Agrarians  had  come  to  recognize  the  necessity  of  a  produce  exchange,  for 
they  had  bitterly  felt  the  lack  of  authoritative  quotations.  True,  they  still  had  the 
liberty  to  sell  their  crops  in  advance  of  delivery;  but  thev  found  that  they  were  unable 
to  do  this  advantageously  without  quotations  recognizee}  by  all  interests,  and  withoat 
some  board  of  appeal  for  settling  disagreements  as  to  grading.    *    *    * 

The  produce  bourse  was  accordingly  reopened  on  April  2,  1900.  The  Government 
conceded  to  the  dealers  the  right  to  resume  buying  and  selling  for  future  delivery 
and  to  publish  time  quotations. 
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Such  are  the  main  features  of  Germany's  recent  bourse  legislation.  What  has  been 
the  result? 

One  of  the  capital  aims  of  the  boiurse  law  was  to  restrict  speculation,  but  at  no 
point  has  it  more  thoroughly  disappointed  its  authors.  *  *  *  Nothing  can  be 
clearer  than  the  complete  failure  of  the  law  to  diminish  speculative  ventures,  and 
never  was  the  outsider  so  active  and  so  fully  in  control  of  the  Berlin  market  as  in 
die  vears  immediately  following  its  enactment. 

The  moral  e£Fects  of  the  law  have  been  extremely  bad. 

The  abolition  of  buying  and  selling  mm  or  produce  for  future  delivery  has  been 
equs^y  disappointing.  The  position  of  Berlin  as  a  grain  market  has  been  seriously 
shaken.  Dunn^  the  last  few  years  the  papers  have  frequently  printed  comparative 
quotations  in  the  leading  central  markets  which  prove  that  German  prices  have 
become  sluggish  in  responding  to  upward  movements  abroad,  and  that  therefore 
G^man  farmers  are  faihng  to  get  as  quick  an  advantage  from  rising  prices  as  those 
of  other  lands. 

The  Chairman.  My  opinion  is  that  the  German  law  as  originally 
passed  not  only  prombited  dealing  in  futures  in  farm  products,  but 
also  in  industrials  and  other  stock,  and  that,  so  far  as  the  latter 
were  concerned,  they  were  restored  within  the  year;  but  the  Agra- 
rians distinctly  declined  to  accept  any  proposition  to  restore  futures 
in  farm  products. 

Mr.  Messmore.  I  have  gotten  the  best  information  I  could,  and  I 
am  informed  that  futures  in  farm  products  have  been  restored. 

Mr.  Burleson.  I  would  Uke  for  you  to  give  us  the  author  of  the 
article  you  read. 

Mr.  Messmore.  I  don^t  know  whether  this  states  who  the  author  is 
or  not.  It  simply  says  a  writer  in  the  Century  Magazine  for  Decem- 
ber, 1903. 

The  Chairman.  Who  is  the  author  of  the  pamphlet  that  you  have 
there? 

Mr.  Burleson.  It  is  the  same  pamphlet  that  was  sent  to  all  of  us 
two  years  ago. 

Mr.  Messmore.  I  presume  it  is.     It  does  not  say  here  who  wrote  it. 

Mr.  Burleson.  If,  as  a  matter  of  fact,  the  agrarian  element  has 
positively  refused  to  permit  a  repeal  of  that  law,  in  so  far  as  farm 
products  are  concerned,  you  will  admit  that  your  argument  falls  to 
the  groimd,  because  it  is  based  largely  on  the  assumption  that  that 
has  Deen  repealed. 

Mr.  Messmore.  But  I  understand  from  exporters  and  others  there 
that  futures  are  dealt  in. 

Mr.  Burleson.  But  I  say,  as  a  matter  of  fact,  if  it  has  been  repealed. 

Mr.  Messmore.  It  has  not  been  repealed,  but  the  Government  has 
conceded  the  right  to  trade  in  futures  in  farm  products. 

Mr.  Burleson.  In  violation  of  the  law  ? 

Mr.  Messmore.  There  is  a  kind  of  a  modification  of  the  law. 

Mr.  Burleson.  If,  as  a  matter  of  fact,  it  has  not  been  amended,  that 
part  of  it 

Mr.  Messmore.  It  may  not  have  been  amended,  but,  as  this  article 
states,  the  commissioner  of  agriculture,  or  whoever  he  is,  has  con- 
ceded that. 

Mr.  Burleson.  Am  I  to  understand  you  to  take  the  position  that 
if  transactions  upon  boards  of  trade  in  which  the  seller  has  no  inten- 
tion of  delivering  and  the  buyer  has  no  intention  of  receiving  that 
which  is  sold  are  eliminated  it  will  destroy  the  future-contract  system  ? 

Mr.  Messmore.  Well,  we  don't  do  business  on  our  exchange  that 
way. 
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Mr.  Burleson.  No  such  transactions  take  place  ? 

Mr.  Messmore.  We  expect  to  delivet  every  sale  we  make. 

Mr.  Burleson.  If  vou  prohibit  transactions  of  that  kind,  your  ex- 
change would  not  be  hurt  f 

Mr.  Messmore.  It  would  ruin  us  if  we  destroyed  this  grain  trade. 

Mr.  Burleson.  Then  y^ou  admit  that  future-contract  system  on 
the  exchange  can  not  exist  unless  it  permits  transactions  where  the 
seller  has  no  intention  whatever  of  deUvering  and  the  buyer  has  no 
intention  of  receiving  what  is  sold  ? 

Mr.  Messmore.  We  don't  make  contracts  that  way. 

Mr.  Burleson.  Then  if  this  bill  of  Mr.  Scott  strikes  at  such  triui»- 
action^  alone,  you  would  not  be  hurt  ? 

Mr.  Messmore.  We  don't  have  any  such  transactions. 

Mr.  Burleson.  You  don't  think  it  would  hurt  you,  then  ? 

Mr.  Messmore.  Not  if  it  was  not  against  our  regular  trading  on 
'change,  no;  but  every  time  we  make  a  contract  on  the  floor  of  the 
exchange  we  expect  to  deliver  that  stuff,  whatever  it  is. 

The  Chairman.  Nobody  is  proposing  to  interfere  or  interrupt  such 
transactions  as  those.  The  transactions  aimed  at  in  these  bills  are 
those  in  which  there  is  no  intention  to  deliver. 

Mr.  Messmore.  A  case  will  come  up  where  a  man  fully  intends  to 
deliver  and  can  not  do  it.  I  will  give  you  a  case  like  that.  Last 
July  we  had  a  great  deal  of  high  water  in  Missouri.  Perhaps  some  of 
you  remember  it.  I  bought  from  a  shipper  at  Dalton,  Mo.,  10,000  No. 
2  red  wheat,  to  be  delivered  in  July  and  I  paid  him  $1.07, his  track  for 
that  wheat.  The  wheat  cost  me  delivered  in  St.  Louis  $1.14  cents  a 
bushel.  I  sold  against  it  for  July  delivery  for  $1.15.  Toward  the 
end  of  the  month  the  wet  weather  had  interfered  with  harvesting 
and  he  discovered  he  could  not  get  his  wheat  thrashed.  In  the  mean- 
time the  market  had  declined  below  that  price  and  he  asked  me  what 
I  would  do  to  cancel  that  trade.  I  wrote  him  that,  based  on  that 
day's  market,  I  could  cancel  the  trade  and  pay  him  $225.  I  would 
still  have  my  profit  of  1  cent  a  bushel.  He  wired  me  accepting  it. 
But  I  did  a  uttle  better  than  that.  The  next  morning  when  I  closed 
the  trade  I  got  $231  for  him  and  I  got  my  $100. 

The  Chairman.  I  don't  think  any  legislation  pending  here  would 
regard  such  a  transaction  as  criminal. 

Mr.  Burleson.  It  would  not  touch  it. 

Mr.  Merrill.  Inasmuch  as  the  subject  of  hedging  is  one  you  have 
been  familiar  with,  will  you  kindly  enlighten  the  committee  to  what 
extent  the  proposition  submitted  by  Mr.  Burleson  would  prevent 
hedging,  where  it  was  intended  to  send  the  grain  into  consumption 
and  not  to  the  market  where  the  hedge  was  made,  because  the  biU 
would  prohibit  that. 

Mr.  Messmore.  Anything  that  tends  to  restrict  speculation  would 
narrow  the  market,  and  anything  that  narrows  the  market  would 
cause  violent  fluctuation.  The  broader  market  we  have  the  more 
stable  market  and  the  more  hedge  sales  it  would  take  without  affect- 
ing prices. 

Mr.  Merrill.  The  point  I  wanted  to  elucidate  was  this:  Suppose 
you  were  to  buy  grain  just  south  of  St.  Louis  and,  to  save  the  freight 
to  St.  Louis  J  instead  offending  it  there  and  having  to  ship  it  back 
again  you  wished  to  sell  the  grain,  say,  in  the  southeast^  and  having 
bought  it  for  future  deUvery  to  you,  you  wish  to  sell  it  either  in  your 
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own  market  or  Chicago,  with  no  intent  of  bringing  the  grain  to  St. 
Louis  or  Chicago  to  the  place  of  hedging,  but  intending  that  it  should 
go  east,  and  wnen  ready  to  go  east  to  be  sold  you  would  buy  back 
your  hedge;  that  is  the  point  I  wish  you  to  elucidate,  because  the 
bill  would  prohibit  that  kind  of  a  transaction. 

Mr.  Messmore.  Yes,  sir;  that  would  be  very  disastrous  in  its 
effects. 

Mr.  Merrill.  That  is  the  point  where  the  bill  will  create  chaos. 

Mr.  McLaughlin.  In  the  case  of  that  10,000  bushels  you  speak  of, 
did  you  receive  that  10,000  bushels? 

Mr.  Messmore.  No,  sir.  He  could  not  ship  it.  I  bought  in  my 
hedge  on  the  exchange.  I  will  give  you  another  case  just  like  it. 
Suppose  he  had  shipped  that  wheat  to  me  and  had  not  sold  it  to  me. 
but  just  consigned  it  on  the  market.     When  I  bought  the  wheat  and 

Eaid  him  $1.07  his  track,  that  was  equivalent  to  $1.14  delivered  St. 
lOuis.  If  he  had  shipped  that  wheat  the  last  two  weeks,  when  July 
would  .have  brought  only  $1.07,  or  net  only  $1.04,  he  would  have  lost 
4  cents  a  bushel  u  he  had  consigned  wheat  on  the  market. 

Mr.  Lamb.  Who  lost  that  money  ?    Somebody  lost  that. 

Mr.  Messmore.  That  is  hard  to  say.  That  is  divided  up  among  a 
number  of  people. 

Mr.  Lamb.  That  is  the  point  here — that  is  what  we  want  to  find  out. 
Is  that  distributed  among  the  trade,  or  does  A,  B,  or  C  lose  that 
money  ? 

Mr.  Messmore.  That  is  hard  to  answer. 

Mr.  Lamb.  I  know  it  is  difficult,  but  it  is  on  our  mind  and  it  worries 
us. 

Mr.  Messmore.  There  are  so  many  ramifications  you  can  not  spot 
anvone. 

Mr.  McLaughlin.  There  are  a  great  many  transactions  of  that 
kind.  What  proportion  of  the  grain  you  actually  contract  for  do  you 
actually  receive  ? 

Mr.  Messmore.  You  mean  when  we  send  out  bids  in  the  country 
on  track  ? 

Mr.  McLaughlin.  Yes. 

Mr.  Messmore.  We  usually  get  all  of  it. 

Mr.  McLaughlin.  This  was  an  exceptional  case,  then? 

Mr.  Messmore.  I  had  a  number  of  cases  last  July.  They  could  not 
get  it  in  on  account  of  the  high  water.  They  had  the  wheat  and 
wanted  to  ship  it,  but  it  was  ruined.  Now,  I  will  show  you  the 
advantage  of  another  case.  A  man  in  that  same  territory,  a  farmer 
this  was,  had  6  cars  of  wheat.  The  high  water  came  up  and  damaged 
the  wheat  in  the  stack.  It  was  all  damaged  by  water.  When  he 
thrashed  it  some  of  it  was  not  fit  to  market.  He  wrote  to  his  house 
asking  them  if  they  could  get  storage  facilities  for  it  and  take  care  of 
it  and  keep  it  from  spoiling.  They  wrote  back  that  they  could  make 
a  storage  rate  of  1^  cents  per  bushel  for  a  month,  and  an  eighth  of  a 
cent  a  bushel  every  time  the  wheat  was  run  (elevated  to  air  it). 
But  they  advised  him  to  sell  it  out  and  to  bujr  5,000  bushels  for  May 
delivery.  He  shipped  the  6  cars  to  St.  Louis.  They  graded  No.  4 
and  No.  3.  The  No.  4  sold  for  95^  and  the  best  No.  3  sold  for  $1.10 
He  got  the  cash  for  all  those  6  cars.  He  then  bought  5,000  bushels 
of  May  wheat,  that  is,  wheat  for  May  delivery  in  St.  Louis,  at  $1  per 
bushel.     And  up  to  Wednesday  noon  if  he  should  sell  it  out  he  would 
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have  a  profit  of  15f  cents  a  bushel  in  it.  Now^  had  all  his  wheat 
graded  3  red  and  been  the  best  qualitv,  had  that  wheat  been  sold  at 
$1.10,  they  could  not  even  have  held  that  in  elevator  without  numing 
it  a  few  times,  fiut  say,  for  the  sake  of  argument,  that  they  didn't 
have  to  run  it  at  all.  That  wheat  Wednesday  was  worth  $1.25  a 
bushel.  He  got  $1.10.  There  would  have  been  15  cents  advance. 
There  would  nave  been  seven  months  storage  and  a  cent  and  a  half 
a  bushel.  You  can  figure  that  out  and  see  how  that  would  have 
benefited  him. 

Mr.  McLaughlin.  You  buy  a  great  deal  of  wheat  from  men  who 
have  the  actual  wheat.  Do  you  not  also  have  a  great  many  trans- 
actions with  men  who  have  no  wheat  at  all  ? 

Mr.  Messmobe.  We  don^t  know  their  intent. 

Mr.  McLaughlin.  Don't  you  have  such  transactions? 

Mr.  Messmore.  We  may,  but  we  don't  know  it;  that  is,  we 
don't  know  what  their  intentions  are. 

Mr.  Irf^cLAUGHLiN.  Don't  you  buy  wheat  from  men  who  would  not 
know  a  bushel  of  wheat  if  they,  would  see  one  coming  up  the  street 
with  a  bell  on  it  ? 

Mr.  Messmore.  No;  we  have  very  Uttle  trading  with  men  who  are 
not  grain  men. 

Mr.  Lever.  Mr.  Fitch  testified,  I  think,  that  15  or  20  per  cent  of 
his  dealings  were  speculative.  What  percentage  of  yours  would  you 
think  are  pxirely  speculative? 

Mr.  Messmore.  There  is  a  percentage,  but  how.  much  I  could  not 
say. 

Mr.  Lever.  Would  it  be  as  much  as  20  per  cent  ? 

Mr.  Messmore.  I  could  not  hazard  a  guess. 

Mr.  Lever.  Would  it  be  as  much  as  1  per  cent  ? 

Mr.  Messmore.  I  would  think  it  would  be  more  than  1  per  cent. 
It  might  be  20  per  cent.  I  have  not  given  the  matter  enough  thought 
to  look  it  up,  because  we  consider  a  speculation  in  grain  just  as 
legitimate  as  a  speculation  in  real  estate.  I  have  known  more  men 
to  "go  broke"  speculating  in  real  estate  than  I  have  known  to  lose 
money  in  speculating  in  wheat.  Take  any  business.  Ninety-five  |>er 
cent  of  the  men  who  go  into  mercantile  business  fail. 

Mr.  Lever.  What  I  want  to  bring  out  is  this.  Mr.  •Fitch  testified 
that  through  his  firm  15  or  20  per  cent  of  the  transactions  were 
purely  speculative,  where  there  was  no  intention  to  deUver  and  no 
mtention  to  receive  deUvery. 

Mr.  Messmore.  With  us,  they  expect  to  receive  it  and  expect  to 
sell  it  out.  Whether  we  do  that  before  the  expiration  of  the  contract, 
or  wait  until  the  month  actually  arrives,  is  merely  a  matter  of  book- 
keeping and  convenience  with  us. 

Mr.  Lever.  There  are  no  contracts  on  vour  exchange  which  do  not 
contemplate  deUvery  and  the  receipt  of  delivery  ? 

Mr.  Messmore.  No,  none.  We  sign  a  written  contract,  and  we 
exchange  those  everv  mominff. 

The  Chairman.  What  grades  of  wheat  does  that  contract  covert 

Mr.  Messmore.  You  can  deUver  No.  2  red  or  No.  2  hard. 

The  Chairman.  You  do  not  have  the  three  grades  then  ? 

Mr.  Messmore.  No,  we  do  not  have  the  sprmg  wheat,  because  we 
are  not  tributary  to  a  spring  wheat  market. 

The  Chairman.  How  do  you  sell  these  lower  grades  ? 
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Mr.  Messmore.  The  three's  and  four's  t 

The  Chairman.  Yes. 

Mr.  Messmore.  By  sample. 

Mr.  Lever.  You  have  the  option  of  making  either  delivery  ? 

Mr.  Messmore.  The  seller  has  the  option. 

Mr.  Haugen.  How  manv  grades  have  you  in  com  ? 

Mr.  Messmore.  We  trade  in  No.  2  com  and  we  make  special  con- 
tracts in  No.  2  white  com. 

Mr.  Haugen.  How  about  oats  ? 

Mr.  Messmore.  I  think  in  standard  oats.  too. 

Mr.  Haugen.  Do  you  operate  a  Une  of  elevators  t 

Mr.  Messmore.  No,  we  do  not. 

Mr.  Howell.  How  is  the  dealer  in  ''off"  grades  of  wheat  that  are 
dealt  in  on  your  exchange  protected  ? 

Mr.  Messmore.  No.  3  maintains  almost  the  same  parity  all  the 
time.  For  instance^  if  it  is  3  cents  under  No.  2  in  Decemoer,  it  is  liable 
to  be  3  cents  under  No.  2  in  May.  Of  course,  it  fluctuates  a  little, 
depending  on  whether  the  supply  and  demand  increases  or  decreases. 

Mr.  Howell.  Does  the  future  market,  or  deaUng  in  futures,  affect 
the  distribution  of  these  cheaper  or  other  grades  of  grain  that  are  not 
dealt  in  on  the  exchange  ? 

Mr.  Messmore.  I  can  not  say  as  to  that. 

Mr.  Merrill.  They  all  move  together,  do  they  not  ? 

Mr.  Messmore.  Yes;  they  maintain  the  same  parity  all  the  time. 

The  Chairman.  The  point  that  Mr.  Howell's  question  suggested  to 
my  mind  was  this:  Suppose  a  dealer  out  in  the  country  has  a  large 
quantity  of  low-grade  wheat  which  is  not  provided  for  in  your  con- 
tract.    Is  there  any  way  by  which  he  can  hedge  on  that  t 

Mr.  Messmore.  No;  ne  could  just  hed^e  in  the  grade  of  No.  2, 
because  that  No.  4  he  has  bought  on  a  basis  under  the  price  of  No.  2, 
and  it  maintains  about  the  same  parity  all  the  time. 

Mr.  Howell.  The  other  thought  I  had  in  mind  was  this:  How  is 
it  possible  to  distribute  all  this  vast  quantity  of  grain  that  is  not  on 
the  exchange  ?  If  it  is  necessarv  to  have  the  exchange  handle  these 
few  exclusive  grains,  how  can  all  this  other  grain  be  handled  without 
the  exchange  ? 

Mr.  Messmore.  You  see  the  exchange  brings  buyer  and  seller  to- 
gether. It  disseminates  quotations  all  over  the  coimtry,  and  every- 
bodv  gets  the  benefit  of  that  information  that  the  exchange  sends  out. 

Ml.  Howell.  The  deaUng  in  futures  does  not  help  the  distribution 
of  these  grains  that  are  not  dealt  in,  as  I  see  it. 

Mr.  li&ssMORE.  Just  the  same  as  No.  2;  it  is  maintained  at  a 
parity. 

Mr.  Merrill.  The  trading  in  futures  as  a  hedge  against  off  grades; 
that  is,  grades  below  No.  2,  is  a  very  large  business  in  amoimt,  is  it  not ; 
that  is,  a  large  amount  of  business  in  the  aggregate  ? 

Mr.  Messmore.  Yes,  it  is. 

Mr.  Merrill.  That  of  course  could  not  be  done  if  this  bill  should  be 
enacted  into  law  ? 

Mr.  Messmore.  No;  because  you  could  not  deUver  that  No.  3  or 
No.  4  on  the  contract.  The  one  would  be  a  hedge  as  a  protection  for 
the  other,  because  a  certain  parity  is  maintained  all  the  time. 

Mr.  Lamb.  Tlus  hedging  business  that  you  describe  in  that  paper 
acts  as  an  insurance  ? 
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Mr.  Messmore.  Exactly;  it  is  a  protection. 

Mr.  Lamb.  Is  there  anything  controlling  it,  like  fire  insurance  ? 

Mr.  Messmore.  No,  sir;  those  prices  are  controlled  by  the  laws 
of  supply  and  demand. 

The  CJhaibman.  We  will  have  to  adjourn  now.  Will  you  remain 
over  imtil  to-morrow? 

Mr.  Messmore.  Oh,  yes;  I  think  so. 

(Thereupon  at  5  o'clock  p.  m.  the  committee  adjourned  until  to- 
morrow, Saturday,  February  19,  1910,  at  10.30  o'clock  a.  m.) 


CoMMmsE  ON  Agriculture, 

House  op  Representatives, 
Washington  J  D,  C,  Saturday  ^  February  19,  1910. 

The  committee  met  tliis  day  at  10.30  o^clock  a.  m.,  Hon.  Charles 
M.  Scott  (chairman)  presiding. 

The  Chairman.  The  committee  is  slow  in  assembling  this  morning, 
but  inasmuch  as  all  of  the.se  proceedings  are  to  be  printed  and  wSl 
be  available  for  use  of  anyone  desiring  to  consult  them,  I  think  we 
will  not  wait  any  longer,  but  will  proceed  now  with  the  hearings. 

I  understand  some  gentlemen  are  here  who  desire  to  appear  before 
the  committee,  but  are  obliged  to  leave  the  city  to-day.  If  you  wiD 
present  them  first,  Mr.  Morrill,  we  will  be  glad  to  hear  from  them. 

Mr.  J.  C.  F.  Merrill,  of  Chicago.  I  thank  you,  Mr.  Chairman.  I 
will  be  glad  to  do  so. 

The  main  object  of  the  presence  of  these  gentlemen  ia  by  their  pres- 
ence to  register  the  attitude  of  the  exchanges  which  they  represent 
toward  this  proposed*  legislation.  None  of  them,  I  apprehend,  sir. 
will  have  anv  lengthv  remarks  to  make.  Indeed,  I  think  they  will 
all  be  very  short,  and  if  it  is  proper  for  me  to  do  so,  I  would  uke  to 
ask  you,  so  far  as  it  may  suit  your  convenience,  to  refrain  from  cross- 
q^uestioning  them  during  their  original  statements  in  order  to  save 
time  and  make  it  possible  for  you  to  hear  them,  sitting  at  this  bewar- 
ing to-day. 

MI.  Cushing,  of  New  York,  and  myself,  representing  Chicago,  will 
be  here  to-dav  and  later,  and  I  feel  sure  that  the  gentlemen  from 
Baltimore  and  Philadelphia  will  be  at  vour  service  next  week  for  such 
particular  time  as  you  mav  desire,  and  we  shall  be  able,  I  feel  sure,  to 
answer  all  the  questions  bearing  upon  the  general  matter  that  you 
gentlemen  may  desire  to  ask. 

The  Chairman.  I  am  sure  that  will  be  quite  satisfactory  to  the 
committee,  so  that  with  the  exception,  possibly,  of  one  or  two  ques- 
tions that  may  be  suggested  by  what  is  said,  we  will  simply  permit 
these  gentlemen  to  make  their  appearance  and  their  statements  and 
not  detain  them  any  longer. 

Mr.  Merrill.  Thank  you. 

The  first  gentleman  we  will  listen  to,  Mr.  Chairman,  is  not  a  member 
of  the  Council  of  Grain  Exchanges.  He  is  the  chairman  of  the 
legislative  committee  and  the  ex-president  of  the  National  Grain 
Dealers'  Association,  which  embraces  I  do  not  know  how  many 
members,  but  running  into  thousands,  I  think,  in  the  general  scopie 
of  that  organization. 

I  take  pleasure  in  presenting  Mr.  Reynolds,  Mr.  Chairman. 
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TESTIMOinr  OF  MB.  A.  E.  KETlfOLDS,  OF  GSAWFORDSVILLE, 
TSB..  CEAIBMAV  OF  THE  LEOISLATIVE  COMKITTEE  OF  THE 
ORADT  DEALESS*  VATIOHAL  ASSOCIATION. 

(The  witness  was  dulv  sworn  by  the  Chairman.) 

The  Chairman  Mr.  Keynolds,  give  your  full  name  an.d  business 
connection. 

Mr.  Reynolds.  My  name  is  A.  E.  Reynolds,  of  Crawfordsville,  Ind. 
I  am  chairman  of  the  legislative  committee  of  the  Grain  Dealers* 
National  Association. 

Now,  Mr.  Chairman  and  gentlemen  of  the  committee,  coming  as  I 
do  from  the  rural  districts,  and  being  engaged  in  that  branch  of  the 
grain  trade  that  puts  me  in  touch  with  the  producer  and  compels  me 
also  to  find  a  market  for  my  grain,  I  feel  that  I  am  somewhat  at  the 
beginning  of  things  as  they  may  affect  the  bill  before  you  for  consid- 
eration. 

Perforce,  owing  to  our  location  as  country  grain  merchants,  we  are 
compelled  to  partake  somewhat  of  the  position  of  speculators,  for  the 
reason  that  I  define  the  ''speculator'^  as  the  party  who,  by  reason  of 
his  own  volition  or  by  reason  of  the  fact  that  he  is  compelled  to,  holds 
grain  from  the  time  it  is  delivered  to  him  until  he  finds  a  market  for 
it,  and  that  defines  him  as  a  ''speculator"  to  that  extent  in  the  cash 
&rticle 

All  of  the  1,000,000,000  bushels  of  wheat  and  1,100,000,000  bushels 
of  oats  and  2,800,000,000  bushels  of  com  are  first  owned  by  the 
farmer.  In  the  first  stage  of  its  transportation  to  market  or  some- 
where it  is  in  the  wagon  box  of  the  farmer  that  brines  it  to  my  eleva- 
tor; and  when  I  say  my  elevator  I  embrace  the  whole  line  of  country 
elevators  throughout  the  country.  There  are  about  8,000,000 
farmers  in  the  United  States,  and,  taking  the  average  of  the  family' 
of  the  country  in  his  household,  about  40,000,000  of  our  population 
would  be  embraced.  He  produces  grain,  and,  by  reason  or  producing 
it  on  his  own  farm,  he  has  provided  for  himself  the  grain  foods  neces- 
sary for  those  40,000,000  out  of  the  100,000,000  of  people.  The 
other  60,000,000  of  these  people  must  buy  or  provide  themselves  with 
food  through  the  channels  of  commerce. 

Between  the  40,000,000  already  provided  for  by  their  own  labor  or 
by  reason  of  their  position,  and  tne  distribution  of  grains  to  the  other 
60,000,000,  lies  the  province  of  the  grain  trade  of  tnis  great  country. 
To  them  engaged  in  that  trade  is  left  the  business  of  collecting  the 
grain  from  the  farmer,  of  transporting  it  over  the  lines  of  railways  or 
steamships  or  other  means  of  transportation,  and  delivering  it  to  these 
60,000,000  people.  The  farmer  at  first  provides  himself  for  the  yearns 
food  from  his  larm.  That  he  keeps  in  store  against  the  day  when  he 
may  need  it.  The  other  60,000,000  people  provide  themselves  from 
day  to  day  with  the  amount  of  food  required  for  their  sustenance  and 
comfort. 

This  process  of  doling  out  to  these  ^60,000,000  people  enough  food 
at  the  proper  time  is  a  vast  undertaking.  Some  one  must  carry,  some 
one  must  provide  storage,  some  one  must  finance  that  vast  amount  of 
cereals  that  is  required  to  be  carried  from  the  time  of  delivery  or  the 
time  of  production  until  these  60,000,000  people,  if  you  please,  are 
ready  to  take  their  little  portion  for  the  day's  sustenance. 

The  proposition  is  very  much  greater  than  at  first  may  present 
itself  to  anyone  not  having  given  it  special  study.     At  the  average 
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market  price  the  wheat  would  ordmarily  bring  probably  about 
$900,000,000;  at  the  present  price  very  mucn  more.  The  com  would 
bring  about  $1,500,000,000;  the  oats  from  $400,000,000  to  $500,000,- 
000.  I  do  not  take  into  consideration  all  of  the  rye,  bariey,  and  flax, 
and  other  minor  grains  or  products,  which  would  amount  to  many 
hundred  miUions  more,  makmg  a  total  of  about  $2,800,000,000. 

Supposing  that  the  fanner  uses  half  of  it,  we  would  still  have  to 
finance  during  each  crop  year  the  enormous  amount  of  $1,400,000,000 
of  crops,  which,  as  you  will  understand,  with  the  generally  known 
timidity  of  money  and  money  markets,  must  be  very  carefully,  judi- 
ciously, and  uniformly  managed  in  order  that  confusion  and  failure 
may  not  attend  the  undertaJking. 

Now,  I  am  digressing  a  little  from  the  primarv  object  of  my  talk, 
but  I  want  to  impress  upon  the  committee  the  proposition  as  it 
presents  itself  to  me  when  I  try  to  comprehend  the  entire  problem 
that  is  before  me.  Anything  that  may  nappen  anywhere  to  retard 
the  best  movement,  the  most  judicious  ana  profitable  movement  of 
this  vast  amount  of  grain  from  the  farmer,  must  revert  to  his  detri- 
ment. Anything  that  may  in  any  way  impede  the  progress  of  feed- 
ing this  body  of  60,000,000  of  unprovided  people  must  of  necessity 
very  greatly  imperil  their  welfare. 

I  therefore  begin  with  a  simple,  common  transaction  of  receiving 
grain  from  the  wagon  box  of  the  farmer,  and  will,  in  my  weak  way, 
try  to  show  you  the  problems  that  present  themselves  to  me.  In 
the  little  business  that  I  conduct  it  is  not  unusual  to  receive  from  the 
farmer  50,000  bushels  of  grain  per  day.  If  I  am  unable  for  any 
reason  to  take  care  of  that  grain  that  day  at  that  particular  time  and 
place,  I  have  impeded  the  progress  of  the  farmer's  transaction,  which 
will  revert  to  his  detriment. 

Now  if  it  was  a  cash  grain  proposition  always  with  the  farmer,  if  I 
sat  at  my  desk  and  paid  the  farmer  for  the  grain  this  day  received, 
each  transaction  would  be  a  closed  book  and  1  would  proceed  day  by 
day  to  take  care  of  the  problems  that  presented  themselves  to  me. 
But  that  is  not  the  case.  I  said  at  the  beginning  that  perforce,  from 
our  circumstances,  we  were  compelled  in  a  degree  to  oe  speculators 
in  cash  grain.  That  occurs  from  the  fact  that  we  can  not  always  get 
cars  to  take  that  grain  when  we  want  it. 

The  Chairman.  Let  me  interrupt  you  there  just  to  ask  what  is  the 
meaning  of  your  term  **cash  grain?  Is  it  equivalent  to  **spot  cotr 
ton?'' 

Mr.  Reynolds.  Yes.  That  is  the  grain  that  is  actually  in  my  house 
to-day.  It  comes,  50,000  bushels  to-day;  I  can  get  no  transi>orta- 
tion.  It  comes,  50,000  bushels  to-morrow,  and  I  nave  no  transpor- 
tation. It  keeps  on.  You  may  say,  ^*That  is  farfetched."  rfo; 
it  is  not,  gentlemen.  In  that  line  of  elevators  that  I  operate  I  have 
been  fifteen  days  without  one  single  car  available,  it  is  rare,  of 
course.  But  I  am  getting  50,000  bushels  a  day.  I  say  it  is  not 
unusual  that  I  do  it,  however. 

Now,  I  must  speculate  on  that  grain  to  the  extent,  you  understand, 
that  I  must  stand  good  for  that  grain  until  I  can  transport  it.  Now, 
that  is  not  the  worst  side  of  it  vet.  As  you  all  know,  especially  those 
of  you  who  are  conversant  with  the  com  belt,  our  com  generally  naa- 
tures  ready  for  harvesting  from  the  15th  of  November  on  to  the 
winter.     But  the  farmer  is  a  speculator.     He  comes  to  me  as  early  as 
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August,  and  he  says. '  'I  want  to  sell  you  some  com."  '  *How  much  t" 
'Ten  tnousand  busnels.'^  It  is  not  unusual  for  a  farmer  to  come  to 
me  and  sell  me  10,000  bushels  m  August,  September,  October,  or  early 
in  November.  I  must  be  and  woiud  be  a  speculator  of  the  rankest 
sort  if  I  should  buy  that  com  without  knowing  of,  or  in  some  way 
being  protected  in,  the  future  course  of  market  fluctuations.  I  must 
be  a  speculator  somewhat,  even  with  the  best  system  of  hedging  that 
is  known  to  a  country  elevator  man,  for  the  reason — and  I  wiU  rive 
you  an  instance  on  the  present  crop  of  com;  I  mean  the  crop  har- 
vested within  the  vear  of  1909,  the  crop  year,  including  1909  anci  1910. 
Before  one  single  bushel  of  the  com  was  received  at  our  elevators  this 
fall,  we  had  contracted  with  the  farmers  for  more  than  600,000 
bushels  of  com. 

As  part  of  the  financial  scheme  of  that,  I  will  say  to  you  that  we 
had  advanced  to  the  farmers  more  than  $75,000  on  that  com  before 
a  single  bushel  of  it  had  been  harvested. 

You  mav  say,  and  it  may  be  urged,  that  that  is  an  abuse  of  trade, 
a  usa^e  that  has  grown  up  that  is  unnecessary.  But  you  must 
recognize  the  fact,  gentlemen,  that  in  rural  districts  the  farmer  very 
largdy  dictates  the  course  of  the  merchant.  If  the  farmer  wants 
credit,  it  is  up  to  the  merchant,  be  he  grain  merchant  or  not,  to  rive 
him  credit.  If  he  wants  to  sell  his  com  or  his  cattle  for  future  ddiv- 
ery,  it  is  up  to  the  merchant  in  that  line  of  business  to  accommodate 
him.  I  want  to  say  that  in  a  way  the  greatest  speculators  we  have 
are  the  farmers.  They  have  ideas  very  well  fixed  and  defined  in 
September  and  October  on  the  growing  com  crop. 

That  was  expressed  last  year  with  respect  to  the  600,000  bushels 
that  I  mentioned.  Now,  thev  sold  me  mis  com.  How  do  I  know, 
when  a  man  comes  to  me  in  August  to  sell  me  a  crop  of  com  that  is 
growing,  prospective  for  delivery  in  December — how  do  I  know  what 
to  pay  nim  ?  I  must  depend  upon  a  broad  conmiercial  system  that 
gives  me  a  market  of  future  values. 

Certainly  no  blame  can  attach  to  me  as  a  coimtry  elevator  man  if 
Jones  comes  to  me  to  sell  me  10,000  bushels  of  com^  and  if  I  arrive 
at  the  conclusion  as  to  its  value,  from  the  commercial  reports,  that 
that  com  is  worth  60  cents  a  bushel,  December  com.  And  if  I  buy  it 
from  Jones  it  is  certainly  a  conunercial  transaction  conmiendable 
absolutely  within  the  bounds  of  good  sound  business,  and  a  transac- 
tion that  I  can  not  avoid  making,  if  I  serve  that  community  in  which 
I  am  the  local  ^ain  dealer.  I  buy  the  com.  Why  ?  Because  I  have 
on  my  desk  tms  morning  when  I  open  up  10  or  20  or  30  or  40  bids. 
They  come  on  postal  cards.  They  are  not  secret  bids  at  all.  The 
United  States  mail  is  used  freely  for  that  purpose.  They  are  sent  to 
the  trade  broadcast  all  over  the  country,  bidding  me  so  much  for 
December  com.  I  am  leaving  out  now  the  grades,  because  that  all 
is  a  matter,  gentlemen,  that  has  been  discussed  here  so  much  already 
that  it  is  not  necessary  to  go  into  it.  I  buy  from  the  farmer  No.  3 
yellow  com,  and  I  sell  No.  3  yellow  com  and  better.  The  rule  is  that 
if  the  grain  is  better  than  No.  3  yellow  com  it  still  goes  at  the  price  I 
name,  and  if  less,  I  have  to  take  the  discount.     I  look  up  those  cards. 

It  may  be  that  Mr.  Walter  Fitch,  of  Chicago,  puts  out  a  bid  for  so 

much  per  bushel,  and  that  Mr.  John  Snyder,  of  Baltimore,  or  Mj. 

Gushing,  of  New  York,  does  so.    I  look  them  all  over.    I  take  into 

consideration  freight  rates,  terminal  charges,  and  everything  of  the 
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kind,  and  I  figure  out  how  much  I  can  pay  for  the  com,  and  I  bid 
to  Jones  that  price.  He  sells  it  to  me.  I  make  a  written  contract 
for  the  delivery. 

Now,  as  I  stated  to  you,  we  had  60,000  bushels  of  that  kind  of  con- 
tracts entered  into  before  the  com  was  grown.  I  must  protect 
myself  or  I  will  come  up  against  the  proposition  of  having  600,000 
bushels  of  com  deUvered  to  me  in  December,  bought  at  50  cents, 
which  I  can  sell  f  o^  only  45  cents.  We  in  the  coimtry  figure  that  it  is 
worth,  for  taking  it  from  the  farmer's  wagon  box^  shelling  the  com, 
standing  the  expense  of  grading  and  loading  it  m,  about  2  J  cents 
A  bushel;  and  that,  you  understand,  maintains  our  help  and  elevator 
and  other  things,  and  leaves  us  a  small  margin  of  profit,  which  I  think 
the  commerce  of  the  country  will  show  is  not  imwarranted.  Say 
that  profit  is  net  to  me  1 J  cents  profit.  That  cent  and  a  quarter  can 
hh  absorbed  any  day  by  the  fluctuations  of  the  market. 

The  demands  for  cash  corn — I  am  speaking  of  cash  com  all  the 
time,  which  I  expect  to  ship — I  will  make  an  application  of  that  in 
a  few  moments.  When  the  com  comes  in  I  load  it  in  the  car,  and  I 
fflUi  my  contracts.  I  understand,  gentlemen,  there  is  nothing  in  this 
bill  prohibiting  that  now.  But  here  is  the  application  to  it :  How  aro 
the  men  who  put  out  these  cards  and  back  me  in  the  way  of  giving 
jAe  a  current  open  market  for  my  cash  com  for  future  delivery — how 
are  they  every  dav  in  the  year  to  put  in  my  hand  those  cards  unless 
behind  it,  somewhere  higher  up,  they  are  protected  also?  That  is 
the  part  they  have  been  explaining  to  you.  My  part  in  this  matter 
only  comes  up  to  the  part  tney  have  been  talking  to  you  about. 

Now,  I  want  to  say  to  you  in  all  earnestness  and  candor  that  a  com- 
plete revolution  of  tne  country  grain  business  must  take  place  unless 
we  every  day,  and  possibly  every  hour  of  every  day,  are  able  tQ  scJl 
grain  for  delivery  at  any  time  that  conditions  may  demand  by  reason 
of  our  purchases  from  the  farmers.  If  the  contention  that  these 
other  gentlemen  make — and  I  believe,  men,  that  it  is  true — if  the 
contention  is  tme  that  they  make,  that  in  order  to  do  that  they  must 
have  the  use  of  and  the  broadest  exercise  of  a  speculative  market, 
such  as  exists  in  the  various  exchanges  of  the  country,  then  the  abol- 
ishing of  the  present  mle  would  be  disastrous  to  us  lower  down  in  the 
sceJe,  where  the  grain  originates. 

Twenty-five  years  of  experience  have  given  me  the  knowledge  that 
conditions  change  in  the  country  in  regard  to  receipts  from  the  farmers, 
in  regard  to  the  farmer's  own  idea  of  the  growing  conditions  of  crops, 
in  regard  to  his  idea  of  the  home  consumption  of  grains;  that  condi- 
tions change  almost  as  rapidly  as  they  do  m  the  central  markets.  For 
instance,  1  have  a  man  come  to  me  and  say,  "Here,  Reynolds,  I  want 
to  sell  you  10,000  bushels  of  com."  ''All  right;  it  is  worth  so  much." 
We  will  talk  the  matter  all  over,  and  the  result  will  be  that  he  will 
say,  '*I  have  decided  to  think  about  it  to-morrow,  or  next  week;" 
or  next  week  he  will  say, ''  I  do  not  think  I  will  sell  that>  com.  I  find 
that  the  prospect  is  not  so  good  as  it  was."  Another  will  come  in  and 
*  say,  ''I  have  decided  not  to  sell  that  com.  I  think  it  will  be  more 
profitable  to  feed  it  to  the  hogs."  The  conditions  with  the  farmer 
change  from  day  to  day,  because  the  conditions  are  largely  his  own 
ideas  of  conditions.  Therefore  the  conditions  and  fluctuations  gov- 
erning the  grain  trade  do  not  all  originate  in  the  grain  exchanges. 
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The  initial  point  from  which  they  largely  emanate  is  the  farmer's  own 
idea,  and  it  is  reflected  by  his  own  speculative  idea  that  by  holding 
onto  the  foodstuffs  of  these  other  60,000,000  people  that  are  unpro- 
vided for  he  can  force  the  price  up.  He  is  the  potent  factor,  the 
potent  element,  in  making  the  conditions  that  prevail  in  the  markets 
of  the  country.    They  are  not  all  made  on  the  exchanges. 

Those  conditions  must  be  met  as  thev  arise  by  the  country  srainr 
shipper.  You  can  not  go  averse  to  the  mrmer's  general  idea  anasay. 
''I  am  not  going  to  sell  com  and  wheat  until  I  get  it  from  the  farmer." 
He  may  decide  not  to  deKver  it  to  me.  Therefore  I  deal  directly  with 
the  cash  proposition.  I  rarely  ever  hedge  on  the  same  grain  or  the 
same  kina  of  hedging,  if  you  please,  that  nas  been  spoken  of  here.  I 
rarely  ever  hedge  grain  that  I  have  in  a  deal  for  future  delivery 
because  I  have  the  cash  stuff  to  ship.  But  of  those  600,000  bushels 
of  com  that  I  have  bought,  gentlemen,  I  only  get  about  500,000 
bushels,  in  round  numbers;  therefore  the  farmer  himself  exercised 
that  option  of  buying  in,  or  failing  to  deliver  or  exchanging  for  cash 
consideration  to  me,  one-sixth  of  the  grain  I  had  bought  of  him  for 
cash  deUvery.  I  had  to  go  higher  up.  I  had  to  buy,  and  if  I  had 
been  unable  to  do  that,  if  I  had  been  unable  to  extend  to  the  farmer 
that  accommodation,  if  you  please,  that  he  asked  me  for,  when  he 
said  he  wanted  to  aeUver  only  600,000  bushels  instead  of  600,000 
bushels,  I  would  have  been  in  a  proposition  wholly  beyond  my  con- 
trol, simply  because  the  farmer,  you  understand,  will  not  brook  con- 
sideration of  anything  beyond  what  he  wants  done.  That  is  the 
truth.  He  sells  me  10,000  bushels  and  presently  comes  along  and 
says,  '*I  only  want  to  deliver  6,000."  He  only  delivers  6,000.  I  can 
not  go  into  court  and  make  him  deUver  10,000  for  reasons  of  expedi- 
ency. Maybe  he  did  not  raise  it.  Therefore,  I  do  the  best  I  can. 
I  get  out  with  him  the  best  way  I  can. 

As  you  know,  December  com  advanced  about  10  cents  this  year. 
You  can  say  to  me,  *' You  would  have  been  in  fine  shape  if  you  had 
not  sold  any."  I  would.  But  what  would  I  have  been?  A  rank 
speculator.  As  one  gentleman  said  yesterday,  it  would  have  taken 
all  the  cash  I  possessed  to  have  got  out  in  a  few  days.  Those  farmers 
came  to  me  and  paid  me  that  extra  10  cents.  They  came  to  me  and 
settled  when  the  market  was  60  cents,  and  some  of  them,  I  under- 
stand, have  the  corn  now.  They  have  10  cents  more  invested  in  it. 
I  got  out  of  the  transaction  as  best  I  could. 

Now,  gentlemen,  I  want  to  make  this  just  as  brief  as  possible,  and 
I  only  want  to  define  the  position  and  the  situation  as  it  presents 
itself  to  me,  and  I  have  tried  to  do  it  in  the  shortest  and  most  concise 
manner.  Now,  I  would  be  glad  to  answer  any  questions  that  are 
along  the  line  of  mypart  of  tne  grain  traffic. 

The  Chairman.  We  are  very  much  obliged  to  you. 

Mr.MEBBiLL.  Mr.  Chairman,  I  now  present  Mx.  H.  D.  Irwin,  repre- 
senting the  Philadelphia  Commercial  Exchange,  who  wishes  merely 
to  file  a  brief.  And  to  say  that  one  of  the  five  representatives  of  that 
exchange  will  be  here  next  week  to  answer  any  questions  that  the 
committee  may  have  to  ask. 

The  Chairman.  Your  brief  is  in  writing? 

Mr.  Irwin.  It  is. 
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TESTIMOHT  OF  MB.  H.  D.  IBWDT,  OF  PHILADELPHIA*  PA.,  GKAH 

EXPOBTEB. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Just  give  your  name  and  business  connection. 

Mr.  Irwin.  My  name  is  H.  D.  Irwin.  I  am  a  grain  exporter  in 
Philadelphia. 

We  would  be  very  glad,  Mr.  Chairman,  to  come  back  any  day  next 
week  to  answer  any  qu^tions  and  throw  any  light  on  the  subject. 
We  are  interested  tnere,  in  Philadelphia,  from  the  export  and  Tniilmg 
standpoint. 

The  Chairman.  Yes.  If  the  hearings  are  continued  next  week 
you  will  be  advised. 

(The  following  protest  was  filed  by  Mr.  Irwin.) 

THE  PROTEST  OF  THE  COMMERCIAL  EXCHANGE  OF  PHILADELPHIA 
AGAINST  THE  PASSAGE  OF  THE  LEGISLATION  COMPRISED  IN  H.  R. 
7521,  WHICH  IS  NOW  IN  THE  HANDS  OF  THE  COMMriTEE  ON  AGRI- 
CULTURE OP  THE  HOUSE   OF   REPRESENTATIVES. 

ANALYSIS  Of  THE^aBCnONB  OF  THE   BILL. 

Section  1  makes  it  unlawful  for  any  person  or  association  to  send  or  receive  by  any 
telegraph  or  telephone  line  any  message  relating  to  a  contract  for  future  delivery  <x 
grain,  cotton,  .or  other  farm  products  without  intending  that  the  said  products  &o  ccm- 
tracted  for  shall  be  actually  delivered  or  received,  etc.,  and  provides  that  any  person 
guilty  of  violating  this  section  shall,  upon  conviction,  be  fined  not  more  than  $1,000 
nor  less  than  $500  and  imprisoned  for  from  one  to  six  months  for  each  message. 

Section  2  provides  that  it  shall  be  the  duty  of  any  person  or  association  sending  or 
receiving  any  message  relating  to  a  contract  for  the  future  delivery  of  said  farm  producte 
to  fumiw  on  demand  an  affidavit  to  the  sender  or  recipient  that  he  is  the  owner  of  the 
products  so  contracted  for,  and  that  he  has  the  intention  to  deliver  said  products  or 
that  the  said  products  are  at  the  time  in  actual  course  of  growth  on  land  owned  ot 
occupied  by  him  and  that  he  has  the  intention  to  deliver  said  products  or  that  he  is 
at  the  time  legally  entitled  to  the  right  of  future  possession  of  said  products  under  and 
by  virtue  of  a  contract  for  the  sale  and  future  delivery  thereof,  previously  made  by 
the  owner  of  said  products,  etc. 

Section  3  provides  that  it  shall  be  unlawful  for  telc^ph  or  telephone  lines  <»  their 
owners  or  employees  to  allow  the  use  of  said  lines  lor  the  transmission  of  meaa^^es 
relating  to  sucn  contracts  as  are  described  in  section  1  to  interstate  or  foreign  countries, 
and  infiractions  shall  be  punished  bv  a  fine  of  not  more  than  |1,000  nor  less  than  $500. 

Section  4  makes  it  unlawful  for  telegraph  or  telephone  companies  or  their  employees 
to  transmit  or  to  receive  from  persons  engaged  in  a  commission  or  brokerage  business 
or  from  a  produce  exchange,  corporation,  or  association  any  interstate  or  foreign  mea- 
sages  relating  to  contracts  for  the  purchase  or  sale  of  the  named  farm  products  unles 
th^  person  or  produce  exchange,  corporation,  or  association  shall  have  filed  with  the 
telegraph  or  telephone  company  an  affidavit  that  the  message  or  messages  sent  or  to 
be  sent  for  the  following  six  months  will  not  relate  to  any  such  contracts  as  are  described 
in  section  1,  etc.  Lapses  upon  the  part  of  telegraph  or  telephone  companies  are  to 
be  penalized  in  the  sum  of  from  five  nundred  to  one  thousana  dollars,  and  false,  state- 
ments in  affidavits  shall  be  punished  by  a  fine  of  from  one  thousand  to  five  thouBand 
dollars. 

Section  5  provides  that  every  book,  newspaper,  pamphlet,  letter,  writing,  or  other 
publication  containing  a  notice,  account,  or  record  of  the  transactions  of  any  produce 
exchange  wherein  sucn  contracts  as  are  described  in  section  1  are  made,  is  aeclared 
to  be  immailable  matter,  and  for  using  the  mails  with  it  anyone  shall  be  fined  from 
one  thousand  to  five  thousand  dollars  and  imprisoned  not  more  than  five  years,  or  both. 

Section  6  gives  the  Postmaster-General  the  right  to  stamp  with  the  woid  ''unlawful  * 
any  mail  matter  containing  a  notice,  account,  or  record  of  the  transactions  of  any 
produce  exchange  wherein  option  transactions  are  made,  and  to  prevent  its  delivery 
to  the  addressee. 

Paraphrasing  the  famous  utterance  of  Madame  Roland,  one  might  well  exclaim  aftef 
reading  the  above,  ''O,  Interstate  Commerce,  how  many  crimes  are  sought  to  be  < 
mitted  in  thy  name.*' 
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It  is  difficiilt  to  specifically  state  with  any  degree  of  brevity  our  opposition  as  mer- 
chants to  the  provisions  of  this  bill,  which  appears  to  us  to  have  but  one  object  in  view, 
and  that  is  the  destruction  of  our  organizations  under  the  pretense  of  being  aimed  at 
the  suppression  of  trading  in  '* futures/'  The  authors  of  these  ill-conceived  and,  as 
we  regard  them,  unconstitutional  measures  do  not  seem  to  comprehend  that  in  destroy- 
ing the  exchanges  and  boards  of  trade  they  are  taking  away  from  the  large  class  of 
agriculturists  their  greatest  saf^;uard  and  protection,  and  that  their  attempts  to  stop 
speculation  in  grain  would  take  from  the  farmers  tne  balance  wheel  Uiat  has  done 
more  for  the  farmer's  benefit  than  any  legislation  devised  by  man  could  effect.  They 
seem  to  lose  sight  of  the  fact  that  for  everv  seller  there  must  be  a  buyer  and  for  every 
buyer  a  seller,  and  that  the  supply  and  d.emand  of  the  world  reffulates  prices,  which 
are  never  to  be  controlled  by  legislation. 

Ex-President  Roosevelt  in  a  public  address  some  time  ago  wisely  said:  "It  seems  to 
me  that  the  one  lesson  more  important  for  our  people  to  learn  than  any  other  is,  tiiat 
no  division  of  our  people  by  classes  or  sections  can  work  any  good.  In  the  long  nm, 
we  are  all  eoin^  up  or  down  together." 

If  we  will  substitute  the  word  ** legislators"  for  the  word  "people,*'  the  sentence  is 
well  adapted  to  the  present  case. 

It  were  well  to  remember  that  the  grain  crops  of  the  United  States  are  well  above 
the  requirements  of  our  population,  and  that  a  laree  proportion  of  the  production  is 
consumed  at  points  far  distant  from  those  where  the  crops  are  Rpx)wn,  and  that  this 
surplus  plays  a  large  part  in  both  interstate  and  foreign  traffic.  We  have  gone  beyond 
the  time  when  the  trader  bartered  jackknives  for  skins,  or  when  the  settler  planted 
sufficient  seed  to  provide  only  enough  bread  for  his  family. 

Production  having  passed  local  or  home  consumption,  the  natural  evolution  or 
development  of  trade  required  an  adaptation  of  conditions,  so  that  the  surplus  of  our 
crops  could  be  marketed  advantageously,  and  the  demands  of  that  trade  brought  into 
play  the  forces  required  to  handle  greater  quantities,  and  from  these  demands  great 
railroads  multiplied  their  tracks  and  with  the  advancement  of  ocean  commerce,  opened 
to  the  fanner  the  marts  of  the  wdrld. 

Naturally,  as  trade  expanded,  new  machinery  was  necessary  to  handle  a  greater 
surplusage  of  production,  and  as  a  part  of  this  machinery  the  grain  exchanges  of  the 
coimtry  ^ew  out  of  nothing  into  that  proficiency  by  which  the  surplus  of  the  crops 
was  distributed  to  the  hii^hest  bidders  with  the  least  cost  to  the  producer,  to  whom 
were  brought  the  daily  prices  ruling  in  all  parts  of  the  civilized  world,  that  he  might  be 
guided  in  nis  dealings. 

These  grain  exchanges,  which  have  enjoyed  a  fairly  good  reputation  until  recent 
sessions  of  Congress,  seemed  to  fill  an  important  need,  and  some  in  the  large  cities, 
liear  the  point  of  production  or  near  the  chief  export  markets,  have  become  recognized 
as  peculiarly  fitted  for  operations  that  are  not  common  to  all.  Several  of  the  large 
exchanges  in  great  cities  tiave  become  the  centers  of  what  is  known  as  option  trading 
SB  a  natural  result  of  very  large  handling  of  the  actual  grain  through  those  cities, 
which  have  become  known  as  the  chief  frnAn  markets  of  the  United  States,  as,  for 
instance,  Chicago,  Minneapolis,  Duluth,  Milwaukee,  Toledo,  and  New  York. 

Chicago,  by  reason  of  its  central  position,  its  lake  and  rail  facilities  for  receiving  and 
shipping,  its  many  commercial  advantages,  and  the  enterprise  of  its  merchants,  takes 
the  nrst  rank  as  an  option  market  because  of  its  immense  volume  of  actual  or  *'cash" 
grain  business.  Minneapolis  and  Duluth  are  natural  markets,  by  their  geographical 
position  best  adapted  to  the  handling  of  the  immense  spring- wheat  crops  of  the  North- 
west, and  by  the  natural  evolution  of  trade  supplied  with  facilities  for  storing,  for 
milling,  and  for  shipping,  at  a  minimum  expense,  the  gigantic  trade  resulting  from  the 
agricultural  wealth  of  that  section. 

Milwaukee  and  Toledo,  from  their  advantageous  sites,  offer  peculiar  advantages  for 
marketing  certain  grains  and  their  products  and  New  York  (with  Buffalo  practically 
upon  its  warehouse  list,  to  furnish  additional  facilities  as  a  depot  and  distributing 
point  to  the  East  and  to  Europe)  and  its  great  transportation  lines,  giving  an  outlet  from 
the  interior  to  the  entire  world,  offers  a  market  to  every  commodity.  These  places  do 
large  volumes  of  option  trading  because  they  do  large  volumes  of  actual  grain  business, 
one  producing  the  other. 

The  grain  exchanges  in  these  marts  have  become  a  recognized  necessity  of  commerce. 
The  functions  of  an  exchange  are  to  centralize  trading  by  giving  a  place  of  meeting 
to  the  individuals  engaged  in  one  branch  of  trade  or  such  otner  branches  as  are  naturally 
allied  with  that  traae;  to  provide  and  disseminate  news  from  other  markets  for  the 
common  information  of  its  members;  to  r^ulate  the  trade  by  rules  that  have  grown 
out  of  the  common  experience;  and  to  adjust  speedily  any  business  controversies  of 
members,  or  their  clients  represented  by  members.  They  systematize  the  business, 
distribute  the  cost  of  their  maintenance  over  the  many,  and  in  every  way  work  to  the 
public  good.    Indirectly  and  directly  they  work  to  ihe  benefit  of  millions  of  people 
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who  know  nothing  at  all  of  their  workings.  The  laws  of  trade  require  to  be  as  just  m 
those  of  legislation,  and  to  protect  without  imposing  a  bondage  or  constraint  (Hfaer 
than  that  of  honesty  and  fair  dealing. 

We  submit  that  there  are  evils  in  option  trading,  as  there  are  evil  features  of  aU 
business  transactions  of  great  ma^tude,  but  that  it  would  be  impossible  to  draw  tlie 
line  by  a  government  decree  abolishing  all  option  trading;  without  doing  greater  barm 
to  a  larger  number  engaged  in  legitimate  business  than  are  now  injured  by  tbe  abuse 
of  the  privilege. 

It  would  be  putting  an  absolute  and  arbitrary  power  in  the  hands  of  men  unable  to 
discriminate  and  judge  impartially.  The  grain  business  is  conducted  in  a  rai»d 
manner  and  the  telegrams  are  largely  done  in  cipher.  Any  telegraph  operator  m^t 
hinder  or  prevent  a  merchant  from  consummating  any  trade  by  demanding  an  affidavit, 
in  the  preparation  of  which  the  time  lost  would  cause  the  loss  of  the  business  opportu- 
nity. There  would  be  no  need  for  public  grain  elevators,  because  if  the  safeguards 
that  now  permit  large  and  small  merchants  to  hold  hedged  stocks  of  grain  or  flour  were 
abolished,  none  but  the  very  wealthy  merchants  could  afford  to  take  the  risk  of  carry- 
ing stocks  of  grain  on  speculation,  and  the  public  elevators  would  either  become  private 
elevators  for  the  monopolists  or  be  done  away  with  entirely.  No  legislator  has  the  right 
to  sti^atize  associations  of  honorable  merchants  as  commercial  criminals,  and  the 
question  arises  whether  he  is  not  a  greater  offender  against  our  liberties  who  endeavon 
to  deprive  commerce  of  the  right  to  flow  freely  in  its  accustomed  channels. 

How  is  the  postmaster  to  tell  what  letters  are  contraband  without  violating  the  sanc- 
tity of  private  correspondence,  and  if  the  postal  officials  are  given  that  right  over  the 
mail  of  the  grain  merchants,  is  that  not  a  violation  of  the  letter  and  Uie  spirit  of  the 
Constitution  of  what  has  been  called  free  America? 

The  farmer,  the  miller,  the  merchant,  the  elevator  man,  and  the  exporter  have  com- 
bined to  make  the  large  fprain  exchanges  their  clearing  houses,  througn  the  simple  and 
natural  process  of  evolution,  just  as  the  banking  houses  in  large  cities  have  simplified 
their  exchanges  with  each  other  by  the  creation  of  central  clearing  houses.  Instead 
of  the  first  national  or  any  other  individual  bank  carrying  its  batch  of  checks  that  it 
receives  daily  to  the  various  other  banks  of  the  city  for  payment,  it  deposits  them  with 
the  clearing  house,  which  credits  the  bank  depositor  with  the  total  so  deposited,  and 
charges  that  bank  with  the  total  of  checks  drawn  against  that  bank  that  have  betsi 
deposited  by  other  banks,  settling  upon  the  difference.  Thus  is  the  business  that 
amounts  to  hundreds  of  thousands  or  millions  of  dollars  daily  expeditiously  and 
simply  cleared  and  settled.  Quite  as  simply  is  the  business  of  the  grain  exchanges 
settled  by  the  exchange  of  contracts;  if  there  were  no  exchanges,  A  would  have  to 
deliver  his  grain  to  B,  who  might  have  to  tender  it  to  C,  etc.,  and  all  the  delicate  ma- 
chinery that  had  been  perfected  by  years  of  experience  would  be  thrown  away.  It 
would  be  just  as  practical  to  require  the  merchant  who  owed  for  the  wheat  to  pay  the 
actual  casn  instead  of  by  check,  and  just  as  sane  to  inquire  whether  the  treasury  note 
had  bullion  behind  it  each  time  that  a  transaction  required  the  payment  of  moner^ 
and  to  force  the  people  to  take  the  gold  or  silver  instead  of  the  more  conveniently 
handled  bit  of  paper  with  its  promise  to  pay  that  has  always  been  regarded  as  money. 
The  option  trade  or  future  is  just  as  much  tne  promise  to  pay  as  th^  treasury  note,  and 
as  entirely  legitimate.  It  would  be  a  manifest  impossibility  and  hardship  to  require 
of  each  buyer  and  seller  an  affidavit  that  he  had  the  actual  wheat  to  deliver  or  that  hia 
desire  topurchase  grain  for  future  delivery  would  be  based  upon  his  actual  need  for  the 
grain.  This  provision  seems  to  be  an  attempt  to  intermeddle  with  private  business 
that  should  be  and  by  right  is  beyond  the  pro\ince  of  any  government  of  a  free  peopVe. 
So  far  as  speculation  is  concerned,  and  especially  the  speculation  in  commodities,  the 
efforts  of  most  speculators  in  the  grain  markets  have  been  to  enhance  the  price  of  grain, 
by  controlling,  through  purchase,  the  stock  or  supply ,  and  to  thus,  directly  or  indirectly, 
benefit  the  producer  rather  than  work  to  his  injury.  The  consumers  are  usually  thoee 
that  actually  suffer,  but  the  desire  to  do  away  with  the  exchanges  does  not  seem  to 
come  from  them.  Speculation  is  usually  pretty  well  balanced,  and  helps  to  make  stable 
markets  and  prices.  In  the  old  days  before  the  exchange,  when  the  infomuUion 
was  not  at  the  service  of  all,  it  might  have  been  and  probably  was  possible  for  one  man 
to  control  prices  by  reason  of  superior  facilities  for  ootaining  private  information,  but 
of  late  years  and  since  the  expansion  of  the  exchanges  the  buyer  and  seller  have  equal 
access  to  price  and  statistical  information,  and  if  one  gets  any  advantage  over  the  other, 
it  is  because  he  is  possessed  of  superior  business  acumen.  Possibly  the  Federal  Gov* 
emment  might  be  invoked  to  legislate  that  all  men  should  have  the  same  buaineoi 
judgment  and  the  same  brain  power*  that  would  be  as  sensible  and  practicable  as 
some  of  the  other  bills  now  sought  to  be  placed  upon  the  statute  books. 

Anyone  that  has  studied  the  history  of  prices  may  readily  see  that  every  step  for> 
ward  has  been  to  the  advantage  of  the  producer,  and  that  he  mis  gained  by  every  move> 
ment  of  the  grain  exchanges  to  gather  from  and  distribute  to  all  parts  of  the  world  the 
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open  prices  in  the  wcnrld's  nmrkets,  until,  as  at  present,  the  smallest  fanner  may  have 
free  of  chaige  in  his  daily  or  weekly  paper,  the  information  that  fift^r  years  ago  was  not 
to  be  obtained  even  by  the  favored  few;  for  the  exchanges  have  given  free  access  to 
newspaper  and  trade  representatives,  and  have  distributed  ^tis  the  information,  to 
obtain  which  an  army  of  men  has  been  well  paid.  That  this  information  is  now  so 
easily  to  be  had  comes  from  concentration,  oiiganization,  and  development. 

The  factors  of  civilization  are  so  many  that  it  would  be  necessary  to  go  into  a  lengthy 
dissertation  to  tell  what  methods  have  best  served  to  attain  the  ^"eat  ends,  that  once 
would  have  been  deemed  impossible  of  achievement;  but  speaking  for  the  grain  ex- 
changes alone,  it  must  be  granted  that  the  present  day  information  as  to  Uie  world's 
crops,  the  daily  or  often  hourly  fluctuations  in  the  great  markets  of  the  world,  the  news 
of  crop  conditions,  visible  supply,  world's  requirements,  and  all  the  great  mass  of 
valuable  statistics  obtained  by  the  use  of  the  electric  wire,  is  as  much  the  result  of 
human  enterprise  and  cooperation  as  that  electric  wire  over  which  it  passes. 

Hand  in  hand  with  the  progress  in  the  publication  of  information  nas  the  farmer 
found  the  railroad  working  to  his  ultimate  oenefit.  Not  so  many  years  ago,  less  thim 
twenty,  the  farmer  in  far  Nebraska  burned  his  com  in  preference  to  selling  it  for  6  or 
10  cents  per  bushel  to  buyers  for  Chicago,  or  the  Atlantic  export  markets,  and  the 
railroad  received  25  or  30  cents  per  bushel  to  carry  the  grain  to  the  Atlantic  seaboard. 
The  progress  of  railroad  development  opened  the  road  to  the  Gulf  and  now  the  farmer 
in  Nebraska  can  sell  his  grain  to  exporters  at  New  Orleans  or  Galveston  for  as  high  a  net 
price  as  that  paid  those  competitors  in  Ohio  or  Indiana  who  ship  to  the  Atlantic  sea* 
Doard.  These  advantages  have  come,  like  the  information  that  tne  exchanges  furnish, 
from  development. 

Undoubt€«ly  some  individual  has,  or  individuals  have,  suffered  from  errors  of  the 
telegraph,  or  from  exactions  or  oppressions  of  the  railroad  companies,  and  others  have 
sufiiered  froqi  wrongdoing  of  members  of  exchanges,  for  man,  the  instrument,  is  only 
human  and  history  is  filled  with  tales  of  man  s  error,  oppresaion,  and  crime;  but 
despite  all  these,  mankind  has  benefited  from  all  three  of  tnene  great  instruments  of 
wheels  of  progress. 

If  the  Government  is  asked  to  break  up  the  exchanges  by  prohibiting  their  dealings, 
why  not  legis*late  to  take  down  the  telegraph  wires  and  tear  up  the  railroad  beds? 

What  benefit  will  it  be  to  the  farmer  to  abolish  option  trading  in  ^ain?  At  present 
the  producer  of  a  crop  can  read  in  his  paper  the  daily  prices  of  his  grain,  and  get  a 
better  idea  of  its  value  in  all  part*  of  America  or  Europe  tnan  the  producer  of  any  other 
commodity  in  the  world.  He  has  the  benefit  of  the  world's  competition,  for  the  buyer 
can  protect  himself  in  its  purchase  by  a  hedging  sale  in  any  one  of  a  dossen  different 
miarkets.  The  buyer,  if  a  miller,  can  buy  laree  c|uantities*in  safety,  because  he  can 
have  his  hedge  open  until  he  shall  have  milled  his  grain,  or  have  sold  his  product  for 
future  milling  and  delivery.  The  exporter  can  hedge  his  sale  of  actual  grain,  which  is 
not  always  obtainable  for  immediate  shipment,  by  a  purchase  of  a  hedging  option,  or 
if  he  has  a  surplus  stock  of  actual  grain,  can  contract  against  it  for  a  future  delivery  of  a 
similar  quantity,  and  thus  minimize  his  risk  in  business,  and  the  farmer,  if  not  readv 
to  deliver  his  grain  immediately,  although  anxious  to  sell  at  the  ruling  price,  can  sell 
a  proportionate  Quantity  for  future  delivery  in  his  nearest  large  grain  market.  His 
or  their  profit  is  tnen  covered,  and  he  is,  or  they  are,  not  subject  to  the  fluctuations  or 
declines  that  mav  follow,  for  he  is  hedged,  and  all  that  is  necessary  for  him  or  t-hem  to 
do  is  to  unloose  iho  hedge  when  delivering,  milling,  or  shipping  the  actual  grain. 

If  the  exchange  as  a  body  were  to  deal  as  monopolists  in  grain  and  had  the  power  to 
depress  or  raise  prices  at  will,  that  would  be  a  matter  for  lawful  restriction,  but  as 
the  exchangee  are  only  meeting  places  for  the  operations  of  individual  merchants 
embarked  in  the  one  business,  and  the  individual  dealing  is  governed  by  rules  that 
prescribe  honorable  methods,  dishonorable  transactions  are  prohibited  by  stringent 
regulations  or  punished  by  expulsion;  the  exchaniges  are  no  more  deserving  of  beii]^ 
put  out  of  busmess  than  any  other  merchant  or  merchants  are  to  be  depriv^  of  their 
right  to  buy  or  sell. 

Through  the  exchanges  the  small  dealer  has  been  made  the  equal  of  the  merchants 
of  laige  resources,  and  the  information  at  the  command  of  one  is  not  denied  to  the  other. 
Speaking  for  our  own  organization  we  may  truly  assert  that  the  bulk  of  our  member- 
ship is  composed  of  men  who  began  in  a  small  way,  and  whose  business  has  grown  from 
a  retail  trade  into  more  or  less  large  proportions.  We  have  no  monopolists,  but  do 
have  knowledge  of  many  members  whose  business  ability  and  enterprise  have  been 
rewarded  through  the  possession  of  such  qualities. 

The  western  or  producing  section  of  our  country  is  represented  upon  our  floor  by 
brokers,  who,  as  agents  for  western  shipping  houses,  located  either  in  the  large  centers 
or  such  cities  as  Peoria,  Columbus,  or  Indianapolis,  or  a  host  of  other  places  in  the 
grain  districts,  offer  grain  for  sale.    No  one  is  forced  to  buy  or  to  sell,  and  ^e  farmer  is 
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just  as  free  to  trade  directly  with  the  merchants  if  he  chooses  to  offer  his  grain  direct 
to  the  eastern  buyer. 

If  the  exchanges  were  abolished,  or  option  trading  prohibited,  where  would  be  the 
benefit  to  the  farmers?  So  far  as  our  own  exchange  is  concerned,  we  have  no  option 
trading  upon  our  own  floors  to  lose,  for  we  have  found  it  necessary  to  do  our  hedging 
in  the  exchanges  at  the  large  and  active  markets,  such  as  Chicago  or  Minneapolis, 
where  the  concentration  of  that  form  of  business,  consequent  upon  their  nearness  to 
the  grain  fields,  gives  us  the  opportunity  to  find  always  the  buyer  or  seller.  We  can  get 
along  without  what  some  call  the  ^^speculative''  trading,  because  there  are  better 
option  markets  open  to  us,  whose  figures  come  to  us  on  the  electric  wire  as  rapidly 
as  the^r  pan  be  recorded.  We  recognize  the  necessity  for  such  trading  as  a  part  of 
our  legitimate  business,  and  the  farmer  would  quickly  find,  if  the  trade  were  deprived 
of  such  facilities,  the  same  necessity  for  his  own  protection.  The  power  to  hedge 
must  exist  somewhere,  and,  like  water  seeking  its  level,  that  location  which  baa 
evolved  from  trade  demand  is  the  fittest.  If  you  take  awa^  the  power  to  trade,  by 
which  the  exchanges  are  held  together,  you  take  away  theu*  support,  and  if  the  ex- 
changes are  abolished  what  will  the  Federal  Government  substitute  for  them?  Can 
the  Bureau  of  Agriculture  take  the  place  of  thousands  of  trained  and  experienced 
merchants?  And  can  the  system  which  has  developed  from  the  combined  experience 
and  enterprise  of  several  generations  of  trained  merchants  be  equalled  by  mat  of  a 
government  bureau  that  is  the  creature  of  a  single  administration?  It  must  be 
remembered  that  the  great  array  of  statistical  information  that  is  now  furnished,  was 
developed  bv  the  need  for  information  to  guide  both  the  option  and  cash  grain  trading, 
and  that  if  the  occupation  of  the  exchanges  as  a  trading  body  is  to  be  taken  away  the 
information  will  not  be  accessible,  because  there  will  not  be  the  means  to  provide  it. 
Then  the  farmer  will  be  more  at  the  mercy  of  the  buyer  of  his  grain  than  ever  before, 
for  he  will  lack  the  guidance  of  that  information  and  be  put  back  to  the  methods  ot 
1850,  or  a  time  when  everything  was  chaotic,  and  he  shall  have  nothing  but  his  own 

{'udgment  to  help  him  to  tell  what  the  value  or  price  of  his  grain  should  oe.  Perh^M 
>y  that  time  under  a  government  bureau  svstem  he  may  oe  taken  over  entirely  by 
a  department  and  sell  only  under  that  department's  mstructions.  but  it  is  more 
probable  that  within  a  very  short  time  he  would  be  as  eager  to  get  oack  that  whidi 
nad  been  legislated  out  of  existence  as  his  legislative  agents  are  now  to  take  it  away 
from  him. 

We  do  not  assume  that  under  present  conditions  the  exchanges  are  acting  for  the 
good  of  the  farmer  alone.  Men  enter  the  grain  business  as  they  oo  any  other  requiring 
the  exercise  of  their  wits  and  the  investment  of  their  capital,  to  make  what  they  can 
out  of  it.  We  do  assume,  however,  that  the  grain  merchant  is  in  as  honorable  a  class 
as  any  other  engaged  in  other  branches,  either  of  business  or  agriculture.  It  is  not 
necessary  for  him  to  resort  to  fraud  or  chicanery  to  make  a  living  or  his  fortune,  and  he  is 
as  much  entitled  to  the  fruit  of  his  labor  and  the  protection  of  the  law  as  any  other 
merchant  or  farmer.  The  grain  exchanges  have  not  been  built  upon  the  sandv  foun- 
dations of  dishonorable  dealing,  or  they  would  have  gone  out  of  business  like  the  dis- 
reputable bucket  shops  and  lotteries  long  ago.  The  honesty  of  the  countrv  is  not  con- 
fined to  any  class,  either  farmers  or  legislators,  any  more  than  the  widsom  of  our  people. 
The  Government  has  no  more  right  to  prescribe  one  branch  of  honorable  business  tnan 
another,  and  could  as  legally  interdict  the  purchase  by  a  railroad  of  a  quantitv  of  rails 
for  delivery  during  the  year,  or  restrain  a  merchant  from  buying  in  the  winter  his  stock 
of  spring  clothing  for  forward  shipment,  as  it  could  a  miller  from  buying  his  wheat  or 
sellmg  his  flour  in  advance  of  the  time  of  delivery,  or  an  exporter  from  contracting  to 
buy  a  cargo  of  grain  for  future  delivery,  or  from  selling  it  upon  similar  terms.  Sh^e- 
speare  saySj  somewhere,  that  "you  do  take  my  life  when  you  take  away  the  means  of 
preserving  it,"  and  the  grain  business  is  our  method  of  preserving  life.  The  Constitu- 
tion of  our  country,  framed  by  men  Who  were  at  least  the  equals  of  the  present  custodian 
of  our  liberties,  wisely  left  something  to  the  power  of  our  States  besides  guaranteeing  us 
certain  inalienable  privileges.  Are  we  in  this  day  of  boasted  enlightenment  to  go  back 
to  the  sway  of  a  despotism,  masking  behind  the  title  of  the  United  States  of  America? 

Saml.  L.  McKnight,  President, 

H.  DeWitt  Irwin. 

Jas.  L.  King. 

Wm.  p.  Bunyon. 

C.  H.  Bell. 

Mr.  Merrill.  Mr.  E.  P.  Peck,  of  the  Omaha  Exchange,  wishes  to 
make  a  brief  statement  with  reference  to  the  attitude  of  that  ex- 
change toward  the  bill. 

The  Chairman.  Very  well. 
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TESTIMOHT   OF   MB.   EDWABD   P.    PlISCK,  OF   OMAHA,    VEBR., 
BEPBESENTDre  THE  OMAHA  OBADT  EXCHAHGE. 

(The  witness  was  duly  sworn  by  the  chauinan.) 

The  Chairman.  State  the  character  of  your  business  to  the  re- 
porter, so  that  it  may  be  a  part  of  the  record. 

Mr.  Peck.  I  am  here,  Mr.  Chairman,  representing  the  Omaha 
Grain  Exchange,  and,  in  behalf  of  that  exchange,  which  handles 
almost  entirely  cash  grain,  we  wish  to  enter  our  protest  against  the 

Sassage  of  this  bill,  which  in  our  judgment  we  feel  would  be  very 
etrimental  to  the  cash  grain  interests  of  Omaha  and  Nebraska. 
That  is  all  I  care  to  say. 

The  Chairman.  Would  you  mind  answering  a  question  or  two, 
because  I  would  like  to  get  your  views  upon  some  matters  ? 

Mr.  Peck.  No,  sir.    I  woiild  be  glad  to  answer. 

The  Chairman.  SUppose  that  the  construction  put  upon  this  bill 
would  be  such  that  it  would  not  be  used,  if  enacted  into  law  to  inter- 
fere in  any  way  with  the  hedging  process  as  it  is  now  carried  on  in 
the  grain  trade.  In  your  judgment  would  it  then  interfere  harm- 
fully with  the  grain  business  ? 

Mr.  Peck.  If  I  understand  your  question  correctly,  do  you  mean 
would  we  be  able  to  continue  hedging  as  we  now  do  ? 

The  Chairman.  Exactly. 

Bir.  Peck.  I  can  not  consider  it  would  be  detrimental  if  we  are 
allowed  to  hedge  as  we  do  now. 

The  Chairman.  Yoiir  protection  in  the  market  is  largely  in  the 
facility  that  hedging  gives  you  ? 

Mr.  Peck.  Yes,  sir.     We  buy  cash  grain  and  hold  it. 

Mr.  Haugen.  In  the  event  we  pass  this  bill,  would  it  be  possible  to 
hedge? 

Mr.  Peck.  In  the  event  you  pass  this  bill  I  can  not  see  how  you 
could  hedge. 

Mr.  Haugen.  It  would  absolutely  do  away  with  hedging? 

Mr.  Peck.  Absolutely,  as  I  understand  it. 

Mr.  Merrill.  I  would  like  to  ask  one  question :  In  hedging  on  grain, 
you  do  not  contemplate  delivery  of  that  grain  ? 

Mr.  Peck.  Very  rarely. 

Mr.  Burleson.  But  tlie  hedging  in  grain  is  based  on  a  real  transac- 
tion in  grain,  is  it  not  ? 

Mr.  Peck.  Yes,  and  no. 

Mr.  Burleson.  Will  you  give  me  a  transaction  in  hedging  that  is 
not  based  upon  a  real  transaction  in  grain  ? 

Mr.  Peck.  I  think  I  can. 

Mr.  Burleson.  All  right;  give  it. 

Mr.  Peck.  I  have  purchased  100,000  bushels  of  cash  wheat, 
and 

Mr.  Burleson.  You  start  right  out  with  an  actual  transaction. 
That  is  the  very  point.  You  said  you  could  give  a  case  of  hedging 
that  did  not  involve  an  actual  transaction. 

Mr.  Peck.  If  you  will  allow  me  to  finish,  I  think  I  can  make 
myself  clear.    May  I  finish  ? 

Mr.  Burleson.  Certainly  you  may  finish.  But  I  would  like  to 
have  you  imderstand  the  question  before  you  start. 

Afr.  Peck.  I  understand  it. 

Mr.  Burleson.  Then  go  ahead. 
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Mr.  Peck.  I  purchased  100,000  bushels  of  wheat.  I  hed^e  thai 
wheat  in  Chicago.  I  have  no  intention  of  shipping  it  to  Chicago, 
because  the  miffing  interests  North  and  South  would  make  a  better 
market  for  me  than  it  would  be  to  fulfill  that  contract  with  Chicago 
to  deUver,  and  consequently  in  sixty  days  from  now,  instead  of 
filling  that  contract  with  Chicago,  I  would  ship  that  wheat  either  to 
MnneapoUs  or  the  South,  so  that  when  I  answered  your  question 
and  answered  **Yes.  and  no,"  I  did  so  because,  when  I  made  this 
hedge  in  Chicago,  I  knew  I  would  never  ship  the  wheat  there. 

Mr.  Burleson.  Yes;  but,  Mr.  Peck,  you  start  out  with  an  actual 
transaction  in  actual  grain,  a  bona  fide  transaction  in  actual  grain. 
Now,  my  question  was,  Could  there  be  a  case  of  hedging  without  an 
actual  transaction  in  grain,  or  a  transaction  in  actual  grain? 

The  Chairman.  In  other  words,  there  would  not  be  anv  occasion 
for  the  hedge,  wou}d  there,  unless  grain  was  to  be  handled  some- 
where along  the  line  ? 

Mr.  Peck.  There  would  be  no  occasion  for  me  to  hedge  unless  I 
had  bought  the  grain. 

Mr.  Burleson.  If  this  bill  confines  itself  exclusively  to  transac- 
tions where  there  is  no  intention  whatever  on  the  part  of  the  seUer 
to  deliver  or  the  buyer  to  receive,  and  if  it  has  no  connection  what- 
ever with  an  actual  transaction  in  a  product,  could  it  hurt  you  ? 

Mr.  Peck.  If  I  have  got  to  make  an  affidavit  to  the  fact  that  when 
I  sell, this  wheat  I  am  going  to  actually  deliver  that  wheat,  it  does, 
because  I  have  no  intention  of  deUvering  it  when  I  make  the  sale. 

Mr.  Burleson.  But  you  have  bought  an  amount  of  wheat  before 
you  attempt  to  hedge,  and  you  do  expect  to  receive  that  particular 
quantity  of  wheat  which  you  are  attempting  to  hedge  ? 

Mr.  Peck.  Yes. 

Mr.  Burleson.  That  is  all. 

Mr.  Peck.  But  I  have  no  intention  of  filling  that  hedge  when  I  make 
the  sale. 

ilr.  John  W.  Snyder,  of  Baltimore,  Md.  You  simply  do  that  to 
protect  your  profit  ? 

Mr.  Peck.  Yes,  sir. 

Mr.  Haugen.  The  hedging  is  a  matter  of  insurance  ?  It  insures  you 
against  loss  ? 

Mr.  Peck.  Yes,  sir. 

The  CHArRMAN.  Are  there  any  further  questions  to  be  asked  <rf 
Mr.  Peck  ?    If  not,  we  will  excuse  you,  Mr.  Peck. 

Mr.  Merrill.  Mr,  Chairman,  I  now  present  Mr..  E.  J.  Furlong,  <rf 
the  Milwaukee  Exchange. 

TESTIMOHT  OF  MB.  EDWARD  J.  FUBLOVO,  OF  MILWAXJKES» 
WIS.,  FIRST  VICE-PRESIDEHT  OF  THE  MILWAUKEE  CHAM- 
BER  OF  COMMERCE. 

(The  witness  was  duly  sworn  by  the  chairman.) 

Mr.  FtiRLONG.  Mr.  Chairman  and  gentlemen,  I  represent  the 
Milwaukee  Chamber  of  Commerce,  an  exchange  of  over  600  members, 
which  deals  very  largely  in  grain,  and  a  very  lai^e  volume  of  cash 
grain  is  dealt  in  on  this  exchange.  We  merely  wish  to  state  that  in 
our  opinion  this  bill  will  work  mcalculable  harm  to  the  grain  trade 
and  kindred  trade. 
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The  Chairman.  That  is  all  the  statement  you  wish  to  make  ? 
Mr.  Furlong.  That  is  all  I  wish  to  make. 

Mr.  Merrill.  Mr.  Chairman,  I  now  wish  to  present  Mr.  HaUet,  of 
the  Minneapolis  Exchange. 

TESTIMOlfT  OF    MB.  F.  A.  HALLET,  OF  MUnTEAPOLlS,  MIHH., 
DIRECTOR  OF  THE  XHnrEAPOLIS  CHAKBER  OF  COMMERCE. 

(The  witness  was  duly  sworn  by  the  chairman.) 
The  Chairman.  Mr.  Hallet,  please  state  your  name  and  any  official 
connection  you  may  have. 

Mr.  Hallet.  My  name  is  F.  A.  Hallet.  I  am  director  of  the 
Chamber  of  Conmierce,  Minneapolis,  Minn. 

Mr.  Chairman  and  gentlemen,  representing  the  Chamber  of  Com- 
merce of  Minneapolis,  the  greatest  primary  wheat  market  of  tho 
world  and  the  milling  center  of  the  world,  also  the  largest  flax-crush- 
ing center,  I  desire  to  register  a  protest  against  the  enactment  of  this 
bin  into  a  law,  as  I  think  it  would  seriously  interfere  with  our  vast 
grain  interests  of  Minneapolis  and  the  Northwest.     That  is  all. 

The  Chairman.  Is  there  a  future  market  in  flax  ? 

Mr.  Hallet.  There  is  a  future  market  in  flax  in  Duluth  only. 

The  Chairman.  Can  you  give  any  reason  why  there  is  not  a  futuro 
market  in  Chicago? 

•  Mr.  Hallet.  Well,  the  flax  interests  are  in  the  East,  and  the  ship- 
ments of  flax  and  the  receipts  of  flax  are,  I  think,  larger  at  Duluth  than 
in  any  other  market  of  the  country.  The  crushing  interests  aro 
larger  in  Minneapolis  than  in  any  other  center.  The  flax  market 
has  been  established  at  Duluth  and  has  continued  there.  We  have 
traded  in  flax  futures,  but  the  trade  was  so  very  light  and  not  on  tha 
increase  that  it  has  been  abandoned  entirely. 

The  Chairman.  Do  you  know  whether  the  millers  of  Minneapolis 
make  a  rule  of  hedging  on  the  future  market  ? 

Mr.  Hallet.  They  do,  Mr.  Chairman. 

Mr.  Cocks.  Is  there  much  fluctuation  in  the  flax  market  ? 

Mr.  Hallet.  I  do  not  know  very  much  about  the  flax  market; 
but  there  have  been  some  very  large  fluctuations. 

Mr.  Cocks.  In  proportion  to  the  wheat  or  other  futures,  what  ara 
the  flax  fluctuations  ? 

Mr.  Hallet.  They  are  much  greater. 

Mr.  Haugen.  The  price  of  flax  has  nearly  doubled  in  the  last  six 
months,  has  it  not  ? 

Mr.  Hallet.  Yes,  sir. 

Mr.  Chapman.  Where  do  the  Minneapolis  millers  place  most  of 
their  hedges  ? 

Mr.  Hallet.  In  their  own  markets.  That  is,  they  have  done  so  in 
thepast  year. 

The  Chairman.  I  presume  there  is  more  wheat  handled  in  Min- 
neapolis than  in  Chicago  ? 

Mr.  Hallet.  Yes;  more  wheat  is  handled  in  Minneapolis  than  in 
any  other  market  in  the  country. 

The  Chairman.  Can  vou  give  comparative  figures  ? 

Mr.  Hallet.  We  will  handle  this  year  something  like  100,000,000 
bushels  of  wheat.  I  do  not  know  how  that  compares  with  the  Chi- 
cago receipts.  The  miUs  at  Minneapolis  this  year  will  probably  grind 
something  like  16,000,000  barrels  of  flour. 
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The  Chairman.  Do  you  know  how  the  future  transactioiis  on  the 
exchange  in  Minneapolis  compare  with  the  same  transactions  in 
Chicago  ? 

Mr.  Hallet.  Yes,  sir. 

The  Chairman.  Can  you  state  that  in  volume  ? 

Mr.  Hallet.  I  could  not  make  a  comparison  in  volume.  They  are 
much  lighter  in  Minneapolis  than  they  are  in  Chicago. 

The  Chairman.  Ougnt  not  the  future  transactions  to  bear  some 
relation  to  the  cash  transactions,  so  that  if  you  handle,  say^  four  or 
five  times  as  much  actual  wheat  in  Minneapolis  as  in  Chicago,  you 
ought,  on  that  account,  if  this  proi)er  relation  is  maintained,  to  have 
s  correspondingly  greater  volume  in  futures  in  Minneapolis  ? 

Mr.  Hallet.  The  entire  hedging  of  the  wheat  handled  in  Minne- 
apolis is  not  done  in  Minneapolis.  The  market  at  times  is  not  broad 
enough. 

The  Chairman.  What  do  you  mean  by  that  ? 

Mr.  Hallet.  It  is  not  sufficient;  the  volume  of  trade  is  not  suffi- 
cient to  take  the  hedges. 

TJtie  Chairman.  That  is,  a  man  having  sold  flour  for  future  will 
wish  to  buy  contracts  for  future  wheat  wldch  they  will  find  nobody 
to  sell? 

Mr.  Hallet.  That  might  be  the  case  at  times.  Of  course  the 
Minneapolis  mills  would  probably  place  a  transaction  of  that  kind 
right  in  their  own  market,  and  make  their  purchase  in  the  Minneap- 
olis market :  but  the  volume  of  trade  at  times  is  not  large  enough  to 
take  care  or  all  the  hedges  that  come  in,  especially  at  the  time  of  the 
movement  of  the  crop. 

The  Chairman.  Is  there  very  much  really  speculative  business  on 
the  Minneapolis  exchai^e  ? 

Mr.  Hallet.  No.  Tne  amoimt  of  speculation  in  Minneapolis  is 
not  very  large. 

The  Chairman.  It  is  a  very  minor  feature  of  jrour  exchange  t 

Mr.  Hallet.  I  would  not  say  *' minor."  It  is  a  very  important 
feature. 

The  Chairman.  In  your  judgment  is  there  any  business  importance 
attached  to  the  purely  speculative  transactions  as  distinguished  from 
hedging  transactions? 

}£r.  Hallet.  I  do  not  quite  understand  your  question,  Mr.  Chair- 
man. 

The  Chairman.  Could  jrou  eliminate  the  pure  speculation  from  your 
exchange  without  interfering  with  any  other  of  its  functions  ? 

Mr.  Hallet.  I  do  not  think  you  could. 

The  Chairman.  You  think  the  maintenance  of  the  market  in  which 
men  can  speculate  simplj^  on  margins,  with  no  thought  of  either 
receiving  or  delivering  grain,  is  necessary  to  the  maintenance  of  the 
geaeral  market? 

Mr.  Hallet.  I  do,  Mr.  Chairman. 

The  Chairman.  In  what  way  is  it  necessary — financiallv  ? 

Mr.  Hallet.  That  is  one  way,  and  it  furnishes  a  broader  market. 
The  speculator  comes  in  and  acts  as  a  middleman  and  serves  as  a 
sort  01  balance  between  the  producer  and  the  ultimate  consumer. 

The  Chairman.  You  can  not  elaborate  on  that  ?  That  about  cov- 
ers the  ground,  in  your  judgment  ? 

Mr.  Ballet.  Yes. 
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Mr.  CHAPBfAN.  I  would  like  to  ask  you  one  question.  You  are  a 
grain  broker,  are  you  ? 

Mr.  Hallet.   I  es,  sir. 

Mr.  Chapman.  You  sell  futures  ? 

Mr.  Hallet.  Yes,  sir. 

Mr.  Chapman.  -What  proportion  of  your  business,  as  you  estimate 
or  know,  comes  from  the  country  towns  or  from  the  country  contig- 
uous to  Minneapolis  ? 

Mr.  Hallet.  You  mean  speculating  in  futures  ? 

Mr.  Chapman.  Yes. 

Mr.  Hallet.  I  could  not  say. 

Mr.  Chapman.  You  have  business  of  that  kind  ? 

Mr.  Hallet.  Yes,  sir. 

Mr.  Chapman.  What  advantage  would  there  be  to  a  man  in  a  small 
town  contiguous  to  Minneapolis  to  buy  from  ten  to  twenty  thousand 
bushels  of  wheat  of  you?  Can  you  explain  what  advantage  that 
would  be  ? 

Mr.  Hallet.  I  do  not  think  I  could  elaborate  or  explain  that. 
'  Mr.  Howell.  Do  the  banks  that  accommodate  you  encourage  you 
to  sell  futures  on  hedges? 

Mr.  Hallet.  Yes,  sir;  they  do. 

Mr.  Ho  WELL.  Does  it  not  mvolve  the  carrying  of  an  extra  amount 
of  capital  to  carry  those  dealing  in  grain  as  well  as  those  dealing  in 
futures  ? 

Mr.  Hallet.  It  certainly  does. 

Mr.  Hanna.  In  the  Northwestern  coimtry  most  of  the  grain  i» 
bought  by  the  line  elevators — in  Minnesota  and  the  Dakotas,  is  it 
not? 

Mr.  Hallet.  The  farmers  are  becoming  quite  a  factor  now. 

Mr.  Hanna.  I  know;  but  they  are  farmers'  elevators.  When  & 
man  buys  a  thousand  bushels  of  wheat  he  wires  it  into  his  company^ 
or  his  commission  house,  and  that  is  sold  ? 

Mr.  Hallet.  Yes. 

Mr.  Hanna.  Now,  then,  it  may  be  possible  that  there  mav  not  be 
cars  enough  at  the  right  time  to  get  that  grain  out  and  make  the  deliv- 
ery at  that  time,  and  then  that  wheat  must  be  bought  in  and  sold 
at  some  futiure  time  ? 

Mr.  Hallet.  Yes,  sb*.  ^ 

Mr.  Hanna.  As  I  imderstand  it,  that,  in  a  sense,  might  be  called  a^ 
"speculation,"  might  it  not? 

Mr  Hallet.  Yes. 

Mr.  Hanna.  But  as  to  drawing  a  line  between  that  and  purely 
speculative  buying,  and  the  further  fact  of  these  elevators  and  the 
country  farmer  elevators  and  the  coimtir  millmen,  and  all  these  peo- 
ple who  buy  wheat  in  the  country  and  sell  wheat  in  Duluth  and  Minne- 
apolis, is  it  not  a  fact  that  the  wheat  men  and  producers  protect  them- 
selves by  buying  and  protecting  themselves  for  future  dehvery?  I 
know  that  these  people  will  buy,  say,  50,000  bushels  of  wheat,  and  get^ 
it  in  their  elevators  and  can  not  get  cars ;  and  they  must  sell  that  wheat 
to  arrive  or  for  some  future  deuvery  or  buy  on  a  wide  margin  from 
the  farmer,  must  they  not? 

Mr.  Hallet.  Yes,  sir. 

Mr.  Hanna.  If  they  could  not  sell  that  wheat  ahead  they  would 
have  to  buy  on  a  good  deal  wider  margin  than  they  would  have  to  do  • 
otherwise? 
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Mr.  Hallet.  Yes. 

The  Chairman.  There  is  nothing  m  this  bill  to  prevent  that  kind 
of  a  transaction. 

Mr.  Hanna.  It  is  hard  for  me  to  make  up  my  mind  as  to  how  you 
are  going  to  divide  the  line  between  speculators  and  those  engaged  in 
legitimate  business.  I  have  an  elevator  to-day  with  a  capacity  of 
60,000  bushels.  I  could  not  get  cars  in  1907  to  get  that  wheat  loaded 
out.  I  sold  it  for  May  delivery,  and  later  I  could  not  make  deliveries 
until  late  in  June  and  July.  How  is  anyone  goine  to  tell  which  one 
of  these  sales  is  legitimate  and  which  one  is  speciuation  1 

Mr.  Burleson.  Every  one  of  those  is  a  bona  fide  transaction  in 
actual  grain. 

Now,  I  would  like  to  ask  the  witness  a  few  Questions.  You  sfK>ke, 
Mr.  Hallet,  in  response  to  the  question  from  Mr.  Haugen,  that  flax 
had  doubled  in  value  in  the  last  six  months.     Do  you  know  why? 

Mr.  Hallet.  I  do  not  think  I  made  that  statement. 

The  Chairman.  I  think  it  was  another  witness  made  that  state- 
ment. 

Mr.  Burleson.  You  are  the  only  man  that  spoke  about  the  flax 
market. 

Mr.  Hallet.  I  did  not  say  that  the  flax  market  had  doubled  in  the 
last  six  months.     I  did  not  make  any  such  statement  as  that, 

The  Chairman.  I  think  Mr.  Haugen  made  the  statement  that  the 
price  of  flax  had  doubled  in  the  last  six  months. 

Mr.  Burleson.  The  fact  I  am  trying  to  get  at  is  as  to  the  material 
increase  in  value.     I  do  not  care  whether  it  has  doubled  or  not. 

Mr.  Hallet.  Yes. 

Mr.  Burleson.  Why? 

Mr.  Hallet.  I  do  not  know  much  about  the  flax  market. 

Mr.  Burleson.  If  it  has  advanced,  is  it  not  because  there  is  a  less 
supply  or  more  of  a  demand,  one  of  the  two  1 

Mr.  Merrill.  The  flaxseed  market  made  its  great  advance  because 
of  information  from  the  Argentine  that  the  crop  had  failed  there. 
Argentine,  you  know,  is  our  greatest  competitor  in  the  growing  of  flax. 

Mr.  Burleson.  I  accept  that  statement. 

You  say  you  deal  in  futures  on  your  exchange  ? 

Mr.  Hallet.  Yes,  sir. 

Mr.  Burleson.  On  wheat  ? 

Mr.  Hallet.  Yes,  sir. 

Mr.  Burleson.  How  many  grades  of  wheat  are  embraced  within 
your  contracts  ? 

Mr.  Hallet.  Only  one  grade. 

Mr.  Burleson.  What  grade  is  that  ? 

Mr.  Hallet.  One  northern. 

Mr.  Burleson.  There  is  only  one  grade  that  could  be  delivered 
under  the  terms  of  your  contract  if  dehvery  was  demanded. 

Mr.  Hallet.  No.  2  northern  could  be  deUvered  at  a  difference  of 
3i  cents. 

The  Chairman.  Who  fixes  that  difference? 

Mr.  Burleson.  How  do  you  arrive  at  that  difference  between  the 
value  of  those  two  grades  ? 

Mr.  Hallet.  That  is  about  the  difference  that  exists  in  the  cash 
price  of  the  No.  1  and  2. 
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Mr.  BimLEsoN.  That  is  the  commercial  difference  fixed  by  the  law 
of  supply  and  demand.  That  is  the  difference  in  the  market  price 
of  the  two  grades,  is  it  ? 

Mr.  Hallet.  Yes,  sir. 

Mr.- BxjRLESON.  And  if  the  market  price  changes  you  make  a 
change  in  that  difference,  do  you  not  ? 

Mr.  Hallet.  No,  sir;  we  do  not. 

Mr.  Burleson.  How  long  does  that  difference  obtain  ? 

Mr.  Hallet.  You  mean  how  long  has  it  been  in  existence  ? 

Mr.  BuBLEsoN.  Yes. 

Mr.  Hallet.  I  think  something  like  a  year  or  so. 

Mr.  Burleson.  Who  fixed  it  then  ? 

Mr.  Hallet.  I  think  it  was  fixed  by  the  action  of  the  board  of 
directors  of  the  chamber  of  commerce.        • 

Mr.  Burleson.  And  it  was  based  upon  the  difference  of  the  value 
of  the  two  grades  of  wheat — the  market  value,  I  mean  ? 

Mr.  Hallet.  The  crop  of  the  Northwest  in  the  last  two  or  three 
years  has  been  of  a  poorer  quaUtjr.  No.  1  northern  wheat  has  been 
very  scarce,  and  that  was  the  object  of  making  No.  2  apply  on  con- 
tracts with  that  diflFerence.  In  tne  last  two  or  three  years  past  the 
percentage  of  No.  1  northern  wheat  raised  was  very  small. 

Mr.  Burleson.  What  percentage  of  this  northern  wheat 

Mr.  Hallet.  I  think  this  year  the  crop  will  run  60  per  cent  of 
No.  1  northern.     That  is  a  better  crop  than  for  some  years  past. 

Mr.  Burleson.  Theretofore  it  contributed  only  about  1  per  cent 
of  the  crop,  did  it? 

Mr.  Hallet.  Oh,  no;  I  do  not  think  we  ever  had  a  crop  of  so  small 
a  per  cent  as  1  per  cent  of  No.  1  northern.  One  year  we  had  a  crop 
of^80  per  cent  of  No.  1  northern.  This  year  I  think  the  crop  is  fully 
60  per  cent  of  No.  1  northern. 

Mr.  Lee.  Is  that  a  hard  wheat,  a  spring  wheat  ? 

Mr.  Hallet.  Yes,  sir. 

The  Chairman.  I  understand  your  contract  calls  for  the  delivery 
of  No.  1  northern,  and  the  next  grade  is  No.  2  northern,  and  if  it 
is  tendered  it  must  be  accepted,  but  the  penalty  of  3^  cents  a  bushel 
is  charged  ? 

Mr.  Hallet.  Yes,  sir. 

The  Chairman.  That  difference  has  been  ^xed,  you  believe,  by 
your  board  of  directors  ? 

Mr.  Hallet.  Yes,  sir. 

The  Chairman.  Is  there  anything  in  your  by-laws  providing  for 
the  period  during  which  such  a  difference  shall  be  fixed — once  a  year 
or  once  in  two  years  ? 

Mr.  Hallet.  No,  sir. 

The  Chairman.  It  is  fixed  from  time  to  time  to  suit  the  conditions 
that  the  board  of  directors  regard  as  necessary  ? 

Mr.  Hallet.  Yes,  sir. 

The  Chairman.  How  many  grades  of  wheat  come  into  your 
market  ? 

Mr.  Hallet.  This  year  I  presume  we  have  No.  1  northern  and 
No.  2  northern,  and  No. '3,  and  rejected.  Besides  that,  we  receive 
winter  wheat.  No.  2  hard  winter,  and  some  of  the  other  lower  grades. 

Tlie  CHAIRMAN.  Then  how  are  the  grades,  aside  from  those 
deliverable  under  your  board  of  trade  contract,  delivered  in  ?  They 
are  handled  altogether  by  sample,  are  they  ? 
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Mr.  Hallet.  Yes,  sir.  The  sampling  department  is  under  the 
supervision  of  the  State  of  Minnesota. 

Mr.  Hawlby.  The  ^ades  are  determined  by  the  State,  are  they  t 

Mr.  Hallet.  Yes,  su*. 

The  Chaibman.  But  if  a  man  buys  on  an  open  contract  without 
any  specifications  on  your  exchange,  he  woula  expect  to  receive  or 
would  receive  No.  1  northern  or  No.  2  northern  ? 

Mr.  Hallet.  Yes,  sir. 

Mr.  Haugen.  You  state  that  the  Minneapolis  mills  would  grind 
about  60,000,000  barrels  ? 

Mr.  Hallet.  We  will  grind  about  16,000,000  barrels. 

Mr.  Hanna.  Where  wheat  is  shipped  in,  for  instance,  where  & 
country  elevator  wires  in  and  says,  ''Sell  a  certain  amount  of  wheat," 
of  course  that  is  wheat  of  contract  grade.  No.  1  northern.  When  they 
come  to  make  the  deUvery  it  may  be  No.  1  northern  or  it  may  lie 
No.  2  northern.    Then  that  wheat  is  graded  by  sample? 

Mr.  Hallet.  Yes. 

Mr.  Hanna.  The  way  you  would  do  would  be  to  buy  in  the  con- 
tract grade  i 

Mr.  Hallet.  Yes,  sir. 

Mr.  Hanna.  You  would  buy  in  the  amount  at  the  contract  rate? 

Mr.  Hallet.  Yes,  sir. 

Mr.  Howell.  In  cases  where  they  are  running  a  comer  on  the 
Chicago  market,  and  the  price  of  futures  runs  up,  say,  from  20  to 
50  cents  a  bushel,  does  not  that  really  prove  a  menace  instead  of  a 
protection  to  the  dealer?  Is  not  that  an  imposition  on  the  seller  that 
almost  overtaxes  his  abiUty  to  pay  ? 

Mr.  Hallet.  That  is  not  very  often  conducted  in  the  grain  market* 

Mr.  Howell.  A  man  who  holds  these  futures  has  been  compelled 
to  advance  sums  of  monev  to  protect  his  trade  beyond  any  rear- 
sonable  expectation  he  might  have  had  to  engage  in  that  business  ? 

Mr.  Hallet.  I  do  not  £iow  of  any  cases  of  that  kind. 

Mr.  Howell.    In  the  case  of  the  Leiter  wheat  deal  in  Chicago,  the 

S rices  ran  up  to  one  hundred  odd  a  bushel  and  over.    Instead  of 
eing  a  protection  to  the  dealer,  would  not  this  actually  be  a  menace 
to  the  dealer  in  actual  wheat  in  such  a  case  ? 

Mr.  Hallet.  I  do  not  know.  The  Leiter  deal  was  before  my  time 
in  the  grain  business.^  I  was  not  famiUar  with  the  details  of  it. 

The  Chaibman.  Well,  take  the  conditions  that  prevailed  imder  the 
Patten  deal.  That  was  only  a  year  ago.  Following  out  Judge 
Howell's  Question,  it  will  serve  as  an  illustration  just  the  same.  If  the 
men  who  nad  hedged  on  May  wheat  when  prices  ran  up  to  150  or  so, 
would  they  have  suflFered  from  it  ? 

Mr.  Hallet.  I  do  not  think  there  was  any  great  suffering  at  that 
time,  Mr.  Chairman. 

L  Mr.  Hanna.  What  is  the  margin  that  is  generally  put  up  ? 
fc  Mr.  Hallet.  There  is  no  fixed  margin. 

Mr.  Hanna.  It  depends  on  the  credit  of  the  man  to  a  great  extent  ? 

Mr.  Hallet.  Yes,  sir. 
,    The  Chairman.  It  is  usually  5  cents  a  bushel. 
F  Mr.  Hallet.  There  is  no  fixed  amount.    As  you  say,  it  depends 
entirely  on  the  financial  standing  of  a  man. 

Mr.  Howell.  How  much  more  money  can  you  borrow  on  wheat 
that  has  not  been  hedged  than  on  hedged  wheat,  from  your  bank?^ 
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Mr.  Hallet.  I  should  say  we  have  always  found  it  very  easy  to 
borrow  money  withm  90  per  cent  of  the  amount. 

Mr.  HoiVELL.  Of  hedged  wheat  ? 

Mr.  Hallet.  Yes,  su*. 

Mr.  Howell.  If  wheat  was  not  hedged,  how  much  could  you 
borrow  on  it  ?  . 

Mr.  Hallet.  I  do  not  know.  We  have  never  tried  to  borrow 
money  that  way;  but  I  should  say  50  per  cent. 

Mr.  Howell.  When  you  sell  a  hedge  in  the  market,  about  how 
many  cents  per  bushel  do  you  lay  aside  in  your  calculation  to  protect 
that  hedge  until  the  time  of  dehvery? 

Mr.  Hallet.  I  do  not  know  that  there  is  any  fixed  amount.  We 
do  not  lay  aside  any  fixed  amount. 

Mr.  Howell.  Then,  if  there  should  be  any  sudden  advance  in  the 
price  of  futures,  you  would  be  called  upon  for  vast  sums  of  money 
that  you  had  not  made  any  calculation  on  meeting  ? 

Mr.  Hallet.  We  would  go  to  the  bank.  I  suppose,  in  a  case  of  that 
kind,  if  the  wheat  is  hedged.  You  can  always  get  money  on  hedged 
wheat. 

Mr.  Hanna.  You  were  speaking  a  moment  ago  about  flax.  As  a 
matter  of  fact,  there  is  not  a  very  large  amount  of  flax  raised  in  the 
United  States,  is  there  ? 

Mr.  Hallet.  No.     The  amount  is  not  very  large. 

Mr.  Hanna.  The  consequence  is  that  it  is  much  easier  to  control 
the  flax  market  than  the  wheat  or  any  other  grain  market  ? 

Mr.  Hallet.  Yes,  sir. 

Mr.  Hanna.  In  Minneapolis  and  Duluth  there  are  only  two  or 
three  houses  that  make  a  specialty  of  flax,  are  there  not  ? 

Mr.  Hallet.  I  suppose  tnere  are  more  than  two  or  three. 

Mr.  Hanna.  I  had  the  idea  that  there  were  two  or  three  houses 
that  make  a  specialty  of  it. 

Mr.  Hallet.  Yes,  there  are  those  that  make  a  specialty  of  it.  I 
am  not  familiar  with  the  flax  trade.  I  think  Mr.  Ames,  of  Duluth 
is  f  amiUar  with  it. 

Mr.  Burleson.  You  will  pardon  me  if  I  ask  a  q^uestion  that  can 
not  be  answered,  because  I  have  no  familiarity  with  this  business. 
Suppose  you  buy  lOjOOO  bushels  of  wheat  and  want  to  hedge  it,  and 
you  want  to  heage  it  on  the  Chicago  Board  of  Trade.  How  much 
do  you  have  to  put  up  to  hedge  that  10,000  bushels  of  wheat? 

Mr.  Hallet.  Well^  as  I  said  before,  there  is  no  fixed  margin  on  a 
transaction  of  that  kmd. 

Mr.  Burleson.  Well,  have  you  ever  had  a  transaction  of  that  kind. 
Mr.  HaUet? 

Mr.  Hallet.  Yes;  we  have. 

Mr.  Burleson.  How  much  did  you  have  to  put  up  ? 

Mr.  Hallet.  It  depends  entirely  upon  the  fluctuations  of  the 
market  sometimes. 

Mr.  Merrill.  To  help  Mr.  Burleson  out,  does  it  not  depend 
largely  on  the  financial  standing  of  the  party? 

Mr.  Hallet.  Yes. 

Mr.  Burleson.  Suppose  he  has  no  financial  standing  at  all,  but 
just  has  money. 

Mr.  Merrill.  Theoretically,  it  is  5  cents  a  bushel. 

Mr.  Burleson.  That  is  what  I  am  trying  to  get  at. 
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The  Chairman.  I  understand  Mr.  Merrill  will  answer  questions  as 
to  the  details  of  these  exchanges. 

Mr.  Brooks.  Is  it  customary  usually  for  the  miller  to  sell  his  flour 
before  he  gets  the  wheat  from  which  to  make  it,  and  hedge  in  the 
open  market,  and  the  merchant  from  whom  he  gets  his  flour  jdso 
hedges  that  same  wheat  ? 

Afr.  Hallet.  I  think  that  is  done  to  a  great  extent. 

Mr.  Brooks.  You  could  not  sav  to  what  extent  ? 

Mr.  Merrill.  Mr.  Hallet,  you  nave  a  grade  in  your  market  known 
as  No.  1  hard,  and  that  is  higher  than  No.  1  northern  ? 

Mr.  Hallet.  Yes. 

Mr.  Merrill.  And  that  is  deliverable  on  a  No.  1  northern  con- 
tract if  the  holder  elects  to  do  it  ? 

Mr.  Hallet.  Yes. 

Mr.  Merrill.  Also,  as  to  3 i  cents  difference  between  Xo.  1  and 
No.  2,  that  is  in  favor  of  the  buyer,  is  it  not  ?  It  would  be  against 
the  seller.  So  that  if  the  buyer  had  to  take  it,  it  is  not  more  than  the 
actual  market,  but  rather  under,  so  that  he  would  suffer  no  loss  1 

Mr.  Hallet.  Yes. 

Mr.  Merrill.  Thahk  you. 

The  Chairman.  I  believe  that  is  all. 

Mr.  Merrill.  I  will  now  present  Mr.  George  H.  Davis,  of  the 
Kansas  City  Exchange. 

TESTIMONT  OF  MB.  GEOEGE  H.  DAVIS,  OF  KAH SAS  CITT,  MO., 
VICE-PRESIDENT  OF  THE  EAH SAS  CITT  BOARD  OF  TBADE. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Mr.  Davis,  give  your  name  and  business  connection. 

Mr.  Davis.  My  name  is  George  H.  Davis,  and  I  am  vic^-president 
of  the  Kansas  City  Board  of  Trade. 

Gentlemen,  it  is  not  my  intention  to  take  up  much  of  your  time. 
I  am  simply  here  to  represent  the  Kansas  City  Board  of  'Trade  and 

five  you  our  ideas  as  to  the  effect  that  the  passage  of  this  bill  would 
ave. 

We  receive  in  Kansas  City  about  50,000,000  bushels  of  wheat  and 
from  30,000,000  to  50,000.000  bushels  of  corn.  Our  future  trading 
has  been  in  existence  for  aoout  ten  years.  We  tried  for  a  good  many 
years  to  bring  grain  to  Kansas  City  without  a  future  market,  but  we 
were  unsuccessful. 

The  Chairman.  Do  you  know  why  you  were  unsuccessful  ? 

Mr.  Davis.  We  had  no  place  in  which  to  place  hedges,  and  it  was 
dangerous  to  place  them  in  New  York  or  Chicago  or  St.  Louis  or  in 
any  other  market. 

The  Chairman.  How  was  it  dangerous  ? 

Mr.  Davis.  It  was  dangerous  because  one  of  our  largest  buyers  of 
com  is  the  State  of  Texas,  and  every  year  they  buy  corn  from  Feb- 
ruary on.  The  markets  in  the  South  will  pay  more  for  com  in  Kansas 
City  oftentimes  than  they  would  pay  it  the  com  was  in  Chicago. 
Having  your  hedging  sale  in  Chicago  would  do  you  no  good,  because 
it  would  cost  you  6  cents  freight  to  deliver,  alone.  The  com  is 
hedged  practically  as  much  in  Kansas  City  as  in  Chicago,  but  it  is 
necessaiy  to  have  your  elevators  in  Kansas  City  to  get  it  out  promptly. 
For  instance,  the  corn  this  year  is  largely  No.  4  com,  on  account  of 
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dampness  and  mobture;  and  it  is  necessary  to  put  that  com  through 
a  dner  before  shipping  or  before  the  southern  Duyer  would  take  the 
com.  Pending  tne  shipment  it  would  heat  and  become  sour  in  a 
short  time,  and  for  that  reason  it  is  necessaiy  to  dry  it,  and  that  is 
very  expensive,  and  it  would  cause  delay.  You  can  readily  see  that 
with  10  or  15  firms  doing  business  it  would  take  them  practically  a 
month  or  twenty  days  to  dry  a  thousand  bushels.  They  nave  to  begin 
doing  that  in  January  in  order  to  be  ready  for  the  trade  in  February 
and  March  and  April  as  it  comes  along. 

The  Chairman.  So  that  the  difficulty  of  getting  corn  to  Kansas 
City  prior  to  the  inauguration  of  your  future  market  was  wholly  a 
question  of  financing  ? 

Mr.  Davis.  Not  wholly  a  question  of  financing,  but  largely  a  ques- 
tion of  bringing  the  corn  in  there,  and  no  one  being  wiUing  to  put 
away  anywhere  from  400  to  1,000  bushels  of  com  without  a  legiti- 
mate place  to  hedge  it.  The  banks  were  not  wilUng  to  loan  money 
on  that  com  imless  at  two-thirds  of  the  value.  ?Jow,  under  the 
present  system,  the  banks  are  willing  to  loan  to  recognized  firms  as 
nigh  as  95  per  cent  of  the  value  of  the  com  or  wheat,  as  the  case^ 
mav  be. 

Along  that  Une  I  may  say  that  I  mentioned  the  fact  of  this  bill's 
coming  up  to  a  banker  the  other  day.     I  conversed  with  the  vice- 

1)resident  of  a  bank  on  the  subject,  and  asked  him  to  write  me  a 
etter  the  day  I  left;  and  with  vour  permission,  Mr.  Chairman,  I 
would  like  to  read  that  letter.  This  is  from  the  First  National  Bank 
of  Kansas  City,  and,  as  the  chairman  knows,  it  is  one  of  the  largest 
banks  in  the  West.     (Reads:) 

P'iRST  National  Bank  of  Kansas  City,  Mo., 

F^bruanf  16,  1910. 
Mr.  Georoe  H.  Davih, 
(Hh/. 
My  Dear  8ir:  Heferrini?  to  oiir  conversation  regarding  the  Scott  option  bill,  it  is 
our  opinion  that  this  would  seriously  interfere  with  the  grain  business  in  this  city. 
This  nas  grown  to  very  large  proportions  under  the  present  method  and  we  believe 
has  incre^ed  the  business  of  tne  banks  to  a  very  laige  extent. 

If  this  bill  were  passed,  it  is  our  opinion  that  it  would  destroy  three-fourths  of  the 

•grain  business  in  this  city,  leaving  the  business  to  be  handled  by  a  few  interests  who 

would,  it  seems  to  us,  have  a  monopoly  in  handling  the  grain  which  came  through 

Kansas  City.    This  being  the  case,  we  would  re^t  the  passing  of  the  bill,  and  we 

hope  that  there  will  be  no  difficulty  in  defeating  it. 

Yours,  truly, 

H.  T.  Abernathy,  Vice-President. 

Now,  in  regard  to  the  trade  in  futures,  personally  I  may  say  that 
my  partner  and  I,  forming  a  corporation,  are  engaged  in  both  branches 
of  tne  business.  We  handle  carloads  on  consignment,  on  commission 
from  the  farmer,  which  we  sell  there  in  the  market.  On  the  other 
hand,  we  are  members  of  the  Kansas  City  Board  of  Trade  and  the 
Chicago  Board  of  Trade,  and  we  handle  trades  in  futures.  We  handle 
the  hedges  for  some  of  our  elevator  people.  We,  handle  hedges  for 
some  people  in  the  country,  and  for  the  large  owners  of  mills  in  the 
city,  both  ways.  One  particular  mill  that  I  have  in  mind  is  on  both 
sidfes  of  the  market.  We  took  in  December  250,000  bushels  of  wheat 
in  December  contracts,  and  have  been  carrying  that  wheat  along, 
largely  financed  by  this  particular  bank  that  I  have  referred  to,  on 
account  of  that  mill  having  made  flour  sales  which  they  will  not  ship 
until  February  and  March  and  April. 
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Now,  they  also  at  times  are  large  purchasers  of  the  futures,  just 
as  they  were  in  that  case.  They  sold  last  July,  when  we  were  having 
floods  out  our  way,  and  cash  wheat  was  selling  in  the  neighborhood 
of  $1.30  and  September  wheat  was  seUing  at  $1.10.  The  foreigners 
were  very  much  excited  over  the  situation  here,  and  thev  bought 
flour  largely  for  September,  October,  November,  and  DecembM', 
and  January,  clear  up  into  March  shipments.  This  mill  could  not  sdl 
those  people  flour  unless  they  had  some  place  to  protect  themselves. 
But  the  grain  grower  in  the  West  and  the  speculator  were  willing  to 
sell  wheat  for  September  delivery,  when  the  new  crop  would  be  in, 
for  $1.05  or  $1.10  a  bushel,  enabung  that  mill  to  buy  through  us  for 
the  future.  This  particular  mill  sold  about  100,000  barrels  of  flour, 
and  of  course  the  other  mills  in  the  city  were  doing  the  same  thing. 

Now,  in  August  and  September,  when  we  get  in  at  Kansas  Citv  on 
Monday  in  the  neighborhood  of  1,000  carloads  of  wheat,  that  wheat 
is  rushed  in  there,  and  the  reason  the  price  did  not  break  was  on  ac- 
count of  these  mills  having  made  these  sales,  and  they  were  willing  on 
near-by  shipments  to  sell  out  the  futures  that  they  had  bought,  and 
•take  on  the  cash  article  from  the  farmer,  thereby  making  a  market 
that  they  would  not  otherwise  have  had.  The  foreigner  will  only 
buy  flour  when  he  is  in  the  notion  of  buying  it,  and  he  will,  buy  large 
quantities;  and  it  is  necessary  for  these  milfa,  if  they  are  going  to  do 
an  export  business,  to  sell  it  to  him  when  he  wants  it  and  to  protect 
themselves  in  the  future  market.  They  could  not  go  out  and  say, 
*'I  want  to  buy  5,000  bushels  of  wheat  from  you,''  so  as  to  sell  tms 
flour.  It  would  take  weeks  to  do  that.  They  could  not  answer  these 
cables  making  them  offers  of  so  much  and  so  much.  They  must 
accept  them  within  a  few  hours.  The  only  way  they  can  do  that  is  to 
have  their  commission  men  step  into  the  pit,  wnere  they  can  buy  from 
5,000  to  100,000  bushels  of  wheat  in  a  few  minutes. 

While  these  mills  are  buying,  there  are  also  elevators.  There  is  a 
limit  to  what  the  railroads  can  handle.  The  larger  miUs  would  not  be 
able  in  all  probability  to  handle  more  than  150  to  200  cars  of  wheat 
They  have  not  the  necessary  storing  capacity.  After  these  milla 
have  filled  up,  there  comes  a  demand  for  this  wheat.  The  elevator 
man  buys  it  and  sells  the  future  against  it.  Oftentimes,  when  we  havrf 
a  thousand  cars  of  wheat  in  there,  our  future  market  and  our  cash 
market  is  advanced  2  or  3  cents  a  bushel.  Why  ?  Because  specu- 
lators have  been  told  of  a  famine  somewhere,  or  a  trouble  somewhere, or 
a  damaging  rain  in  the  Northwest,  and  they  take  hold  of  the  future 
market  and  put  it  up,  and  the  elevator  man  is  enabled  to  buy  the  No, 
2  or  No.  3  or  No.  4  wheat  and  put  it  in  the  elevator  and  sell  the  future 
against  it,  regardless  of  how  many  cars  there  are,  because  we  have 
7,000,000  busnels  of  elevator  capacity  in  Kansas  City.  That  pre- 
vents the  market  from  being  demoralized. 

Those  are  legitimate  hedging  transactions.  But  if  this  bill  becomed 
a  law  and  you  eUminate  the  speculator,  whom  will  you  sell  that 
wheat  to  ?  It  is  t*he  speculator  who  believes  that  next  spring  wheat 
is  going  to  be  $1 .25  a  bushel.  It  is  not  the  elevator  man.  If  he  cAn 
buy  this  cash  wheat  when  everybody  wants  to  sell  it,  and  sell  it  over 
here  in  December  futures  at  a  cent  a  bushel  higher,  and  then  dispose 
of  it  in  May,  that  is  aU  he  wants.  He  does  not  care  whether  wheat 
goes  up  or  down,  but  it  takes  the  speculator  to  take  those  cases,  and 
that  is  why  we  need  the  speculator  in  Kansas  City. 
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We  also  have  another  class  of  traders  in  Kansas  City ;  that  is,  what 
we  call  a  '*  spreader/'  That  is,  when  the  movement  is  very  heavy 
and  the  market  lags  down  and  almost  goes  to  pieces,  this  spreader  will 
bujr  in  Kansas  City  and  sell  in  Chicago,  and  thus  Ughten  the  situation, 
taking  this  off  the  market  in  Kansas  City  and  selling  it  in  Chicago, 
because  he  knows  he  can  ship  it  to  Chicago  at  a  profit.  That  is  wliy 
we  need  the  spreader  and  the  speculator,  to  take  these  hedges  at  that 
time. 

Last  Monday  in  Kansas  City  we  had  268  carloads  of  com.  The  de- 
mand for  com  in  Kansas  City  for  local  consumption  is  about  15  or  20 
cars  a  day.  Somebody  must  take  that  com  to  keep  the  pric^  from 
going  very  low.  The  price,  as  I  remember,  did  not  vary  from  one- 
half  to  a  quarter  of  a  cent  from  Friday  to  Saturday.  There  are  a  lot 
of  cattle  feeders  who  want  this  corn.  They  come  in  there  and  buy 
this  corn,  and  the  spreaders  buy  the  futures,  and  the  speculator,  who 
simply  thinks  corn  is  goin^  to  sell  at  80  cents,  buys  it,  and  that  en- 
ables the  elevator  man  to  buy  No.  3  corn  at  60  cents  and  sell  it  at  65 
cents,  and,  taking  the  moisture  out,  it  will  make  No.  2  corn.  If  he 
does  not  sell  that  com  in  Texas,  he  can  deUver  it  to  the  future  market. 
In  the  meantime  he  can  go  to  the  bank  and  borrow  95  per  cent  of  the 
value  of  that  com  until  he  is  ready  to  ship  it  on. 

We  feel  that  this  bill  would  make  it  dangerous  to  be  in  the  grain 
business  in  Kansas  City.  The  elevator  man  would  pursue  the  same 
policy,  except  that  he  could  not  hedge.  He  would  have  to  stand  on 
it,  not  hedging.  He  would  have  to  have  two  or  three  times  the 
profit  he  is  now  getting,  because  he  would  not  be  able  to  handle 
more  than  half  the  business,  because  his  financial  standing  would 
not  admit  of  his  borrowing  more  than  two-thirds  of  the  value  of 
that  grain — in  some  cases  not  more  than  half  the  value — because 
the  bankers  would  have  no  means  of  disposing  of  the  grain  promptly 
if  the  man  could  not  pay  his  loan;  and  in  the  course  of  time  the 
business  would  resolve  itself  into  about  four  or  five  firms  carrying 
on  the  grain  business,  and  the  smaller  grain  dealer  who  promotes 
competition  and  keeps  up  the  price  and  makes  possible  the  handling 
of  grain  at  a  profit  of  a  naif  or  a  quarter  of  a  cent  a  bushel,  would 
be  eliminated,  and-  the  same  condition  would  prevail  as  prevails  in 
live  stock. 

The  Chairman.  How  long  have  you  been  operating  in  Kansas 
City? 

Mr.  Davis.  Personally  I  have  been  a  member  of  the  chamber  of 
commerce  since  1896. 

The  Chairman.  Has  speculation  increased  or  diminished  during 
that  time  ? 

Mr.  Davis.  Of  course  we  have  always  made  contracts.  We  have 
had  no  regular  future  trading  until  in  the  neighborhood  of  ten  years 
a^o;  and  trading,  of  course  you  understand,  depends  largely  on  con- 
ditions, whether  there  is  a  crop  failure  or  some  unusual  disturbance 
in  the  country.     But  as  a  general  proposition  our  trade  is  increasing. 

The  Chairman.  Well,  that  is  natural;  but  I  am  referring  particu- 
larly to  the  purely  scalping  operations — are  they  increasing  in  pro-* 
portion  or  out  of  proportion  to  the  actual  transactions  on  the  board  ? 

Mr.  Davis.  Why,  I  would  say  about  in  the  same  proportion.  It 
takes  all  kinds  of  business  to  make  the  general  business  run  smoothly. 
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The  Chairman.  Would  you  care  to  give  an  estimate  of  the  amount 
of  purely  speculative  business  that  your  firm  handles  as  compared 
with  its  total  volume  of  business  ? 

Mr.  Davis.  Well,  our  firm  handles  a  great  deal  of  business  through 
the  markets  of  Chicaeo,  St.  Louis,  and  Minneapolis.  In  the  Elajisas 
City  market  we  hanme  hedges  and  we  handle  some  country  trade; 
I  imagine  our  country  trade  would  probably  be  in  the  neighDorhood 
of  15  per  cent  of  our  total  business  m  futures. 

The  Chairman.  Is  it  true  that  the  speculators,  as  a  rule,  take  the 
hedges  ?  , 

i&.  Davis.  Yes;  the  speculators  and  spreaders;  they  are  the  only 
operators,  except  in  the  mstance  of  the  millers. 

The  Chairman.  Theirs  are  the  only  operations  or  transactiois 
whereby  a  grain  dealer  who  wishes  to  sell  and  the  miller  who  wishes 
to  buy  would  not  offset  each  othei  ? 

Mr.  Davis.  Because  they  never  want  it  at  the  same  time.  For 
instance,  the  grain  dealer,  in  all  probability,  would  place  his  hedge  at 
the  opening,  of  course,  anywhere  from  9.30  until  11  o'clock,  and  the 
miller,  as  I  understand  it — if  I  am  not  mistaken  in  the  exact  fimires — 
has  until  about  1  o'clock  to  answer  on  his  cables,  which  gives  nim  an 
opportunity  to  select  a  weak  spot  in  the  market  to  place  his  hedges. 
There  are  times  when  the  millers, are  out  of  the  market  for  two  or 
three  weeks  at  a  time,  when  there  is  absolutely  no  demand  for  flour 
or  when  the  price  of  wheat  is  too  high  and  they  are  waiting  for  a  lower 

Erice;  if  we  did  not  have  the  future  market  so  the  elevator  men  could 
uy  that  wheat  and  sell  it.  that  would  be  unfair.  If  the  elevator  men 
could  not  buy  a  hedge,  tney  would  have  to  wait  until  the  demand 
for  the  cash  article  came  up.  When  the  miller  wants  it  there  is  a 
great  demand  for  it,  but  whfen  he  don't  want  it  he  won't  have  it  at 
any  price. 

Mr!  Burleson.  I  understand  Mr.  Merrill  is  going  to  appear  before 
the  committee  next  week. 

The  Chairman.  Yes. 

Mr.  Merrill.  The  president  of  the  Chicago  Board  of  Trade,  Mr. 
A.  S.  White,  will  be  our  next  witness.  I  would  like  to  say  to  the 
gentlemen  of  the  committee  that  Mr.  White  is  distinctly  a  provision 
exporter;  he  is  not  identified  with  the  ^ain  trade;  therefore  he  will 
not  be  competent  to  answer  some  of  the  mtricate  questions  you  might 
ask  relating  to  grain.  I  would  suggest  that  such  questions  be  left  to 
be  propounded  to  Mr.  Cushing,  of  New  York,  or  Mr.  Snyder,  of  B^ti- 
more,  or  to  myself,  when  I  appear  next  week. 

Mr.  A.  S.  White,  president  of  the  Board  of  Trade  of  the  city  of 
Chicago,  and  of  the  firm  of  A.  S.  White  &  Co.,  was  duly  sworn. 

The  Chairman.  Mr.  White,  you  are  a  dealer  in  what  ? 

Mr.  White.  Provisions.  Mr.  Chairman  and  gentlemen,  my  knowl- 
edge of  board  of  trade  affairs  is  more  or  less  general  *  my  own  special 
business  is  in  provisions,  and,  bearing  in  mind,  sir,  tne  question  which 
vou  put  to  Mr.  Fitch  yesterday,  wmch,  if  I  remember  rightly,  was: 
'Is  tnere  any  reason  wny  there  should  be  future  trading  in  provisions 
or  in  pork 

The  Chairman.  That  does  not  apply  to  beef,  was  my  question 

Mr.  White.  Well,  I  will  therefore  state  very  briefly  the  relation 
which  trading  in  futures  bears  to  that  particular  branch  of  business. 
The  principle  is  the  same,  and  it  is  equally  important,  as  it  is  in  grain, 
to  have  a  constant,  active,  open  market  in  which  the  manufacturer, 
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the  merchant,  the  exporter,  and  the  speculator  may  trade  at  the  price 
which  is  established  Tby  supply  and  demand ;  a  market  whose  quota- 
tions are  widely  disseminated,  so  if  there  should  be  any  effort  on 
the  part  of  an  mdividual,  corporation,  or  a  coterie  of  inaividuals  to 
influence  the  market  unduly,  upward  or  downward,  it  would  attract 
a  large  number  of  buyers  or  sellers,  as  the  case  might  be,  and  thus 
equauze  values  in  accordance  with  natural  conditions.  As  an  exam- 
ple, as  it  relates  to  the  provision  market,  let  us  take  the  case  of  a 
packer  who,  in  a  moderate  way  of  business,  is  operating  in  Illinois, 
in  Iowa,  or  at  some  other  outside  point,  when  hogs  are  being  freely 
marketed,  say  killing  2,000  a  day,  his  daily  sales  of  the  product  at 
such  a  time  do  not  amount  to  more  than  half  of  what  is  being  laid 
down  in  his  cellars,  so  that  his  stock  is  rapidly  accumulating,  and  as  he 
can  not  then  sell  an  increased  quantity  to  jobbers  and  merchants  in 
the  South  or  the  East  he  has  come  to  the  point  where  he  feels  that 
the  risk  is  greater  than  he  is  warranted  in  taking,  and  he  must  there- 
fore curtail  his  buying  of  ho^  or  shut  down  his  factory ;  but  he  has  the 
Chicajgo  quotations  before  him.  We  will  suppose  that  this  is  in  the 
month  of  December  or  January,  and  he  finds  that  the  price  for  May 
delivery  in  Chicago  is  some  35  or  40  cents  per  hundred  pounds  higher 
than  tne  price,  or  the  inmiediate  delivery  price,  and  he  figures  that 
he  can  make  a  little  money ;  feo  instead  of  shutting  down  he  wires  into 
Chicago  and  sells  some  lard  and  meats  for  May  delivery  there.  His 
baiter,  knowing  that  he  has  the  stuflF  sold,  is  willing  to  extend  or  even 
increase  his  loans,  so  he  is  enabled  to  go  on  buying  hogs  and  working 
his  factory  instead  of  being  shut  down.  He  now  has  two  strings  to 
his  bow;  he  can  wait  until  May  comes  around,  ship  in  his  products  to 
dehver  on  his  contracts  in  Cmcago,  or,  as  not  infrequently  happens, 
in  forty  or  fifty  days  conditions  nave  changed,  the  receipts  of  nogs 
have  become  smaller,  and  in  consequence  the  southern  merchants 
are  more  confident  buyers,  and  he  sees  that  the  price  for  the  spot  stuff 
is  within  5  or  10  cents  of  the  May  delivery  which  he  originally  sold 
at  40  cents  over;  he  therefore  turns  around  and  sells,  say,  100,000 
pounds  of  meats  to  go  direct  to  the  South,,  and  at  the  same  time  buys 
m  those  100,000  pounds  for  May  delivery  in  Chicago,  to  take  care  of 
his  contract  there;  he  is  saving  something  in  the  expense  of  carrying 
to  May,  something  in  the  expense  of  shipping  and  aelivering  in  Chi- 
cago, and  he  thereby  nets  25  to  30  cents  per  100  pounds  more  than  if  he 
had  sent  that  identical  stuff  into  Chicago  for  delivery,  therefore  mak- 
ing a  profit  of  $250  to  $300  more  on  every  100,000  pounds  that  he  can 
so  dispose  of. 

Now,  let  us  look  at  the  other  side.  As  exporters,  we  make  offers 
every  day  to  England  and  in  the  north  of  Europe,  subject  to  a  reply — 
I  should  say  offers  that  are  based  on  the  closing  prices  in  the  Chicago 
market — subject  to  a  reply  before  the  opening  of  the  market  tne 
next  morning.  When  we  receive  orders  for  immediate  shipment  or 
irregidar  shipment,  and  the  stocks  are  plentiful,  we  can  execute  those 
orders  and  buy  without  any  reference  whatever  to  the  future  market, 
except  to  the  extent  that  the  packers  who  are  selling  them  always 
base  their  selling  price  upon  the  May  or  whatever  future  month  it 
may  be;  but  if  we  receive  an  order  to  buy  meats  for  shipment  spread 
over  two  or  three  months,  then  we  have  to  protect  ourselves  by 
making  a  purchase  for  future  dehvery  in  the  pit.  For  exanaple,  in 
the  faJl  months,  say  September  and  October,  the  north  of  Europe 
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and  Scandinavia  are  pretty  considerable  buyers  of  short,  clear  sides 
for  shipment  and  spread  over  the  winter  months.  If  we  should 
receive  an  order  to-day  for  600  boxes  of  those  sides  for  shipment 
200  boxes  in  November,  200  in  December,  and  200  in  January,  we 
should  buy  300,000  pounds  of  short  rib  side^  for  January  delivery; 
when  November  came  around — the  receipts  of  hogs  at  that  time 
having  been  larger  and  the  several  packers  •in  Cmcago,  or   other 

()arts  of  the  country  having  the  meats  for  salo,  and  we  can  get  them 
or  immediate  shipment — we  would  then  buy  200  boxes  to  provide 
for  our  November  shipment  and  buy  100,000  pounds  for  May  deliv- 
ery, that  100.000  bein^  the  same  weight  as  tne  200  boxes,  and  so 
on  until  we  nad  completed  the  contract.     When  stocks  are  large, 

Sarticularly  in  the  winter  time,  in  a  season  when  there  is  an  abun- 
ant  supply  of  hogs,  and  there  is  consequently  a  carrying  chai^ 
covering  storage,  interest,  and  insurance,  the  full  carrying  charge, 
we  frec}uently  ouy  a  considerable  quantity  of  lard  whicn  we  ship  to 
our  Liverpool  house  and  sell  an  equal  quantity  of  May  delivery 
against  it.  We  are  thus  in  a  position  where  we  can  offer  to  Liverpool 
lard  for  arrival  on  certain  dates,  as  it  Is  required,  and  as  we  sell  250 
or  500  tierces  in  Liverpool,  we  buy  that  250  or  500  tierces  for  May 
delivery  to  provide  for  the  fulfillment  of  our  contract  in  Chicago. 

The  Chairman.  Who  is  the  other  party  to  such  a  transaction  ?  A 
speculator  pure  and  simple  ? 

Mr.  White.  It  may  be  a  speculator  who  sells  that  to  us,  it  may  be  a 
packer,  I  can  not  tell;  I  never  know  who  in  the  pit  makes  the  sale 
e^^cept  the  broker  with  whom  I  am  doing  business. 

The  Chairman.  If  you  will  pardon  me  I  will  make  this  suggestion: 
These  matters  have  been  before  us  for  several  days  and  the  committee, 
I  think,  understand  pretty  well  the  practice  of  hedging  and  the 
necessity  for  it. 

Mr.  White.  Well,  I  will  eliminate  that. 

The  Chairman.  So  that  what  we  would  like  now  is  to  have  your 
judgment  or  opinion  upon  the  purely  speculative  features  of  your 
Dusmess  and  its  relation  to  entirely  legitimate  transactions. 

Mr.  WnrrE.  I  will  endeavor,  sir,  to  make  that  clear,  because  I  feel 
that  the  trading  for  future  delivery  is  of  the  utmost  importance  to 
the  provision  trade.  I  think  it  is  necessary  to  have  a  wide  market, 
a  broad  market,  in  which  there  is  plenty  of  trading,  a  place  where 
buyers  and  sellers,  be  they  in  Chicago,  or  any  part  oi  this  continent, 
or  in  Europe,  can,  through  their  representatives,  meet  and  trade. 
The  prices  of  that  market  are  published  and  they  are  watched  closely 
by  producers,  manufacturers,  merchants,  exporters,  importers,  and 
bankers  on  two  continents.  You  can  pick  up  your  morning  paper, 
whether  you  be  in  Chicago,  New  York,  Liverpool,  London,  or  Ant- 
werp, and  find  the  Chicago  prices,  but  if  anytniftg  is  done — which  I 
believe  that  biU  which  you  read  yesterday  would  do — to  end  that 
trading  in  future  delivery  you  would  not  be  able  to  find  or  to  learn 
anything  more  about  the  wholesale  prices  of  provisions  than  you  can 
to-day  concerning  the  value  of  beei.  I  would  like  to  say  here,  sir, 
and  1  say  it  unqualifiedly,  that  there  is  nothing  that  stanSs  between 
the  provision  trade,  along  with  the  great  hog  industry  of  this  country, 
and  complete  domination  by  a  few  large  concerns,  nothing  that  stands 
between  them  and  conditions  that  obtain  to-day  in  the  beef  and  cattle 
trade  that  you  referred  to,  except  having  an  open,  broad,  active 
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market  for  trading  in  future  delivery,  as  wrdl  as  for  immediate  delivery 
on  the  floor  of  the  exchange. 

The  Chairman.  Why,  as  a  matter  of  fact,  has  that  market  never 
been  estabUshed  in  the  matter  of  beef  ? 

Mr.  White.  Beef,  I  presume,  does  not  lend  itself  to  that  very  well; 
it  is  a  more  perishable  article.  We  trade  in  cured  meats;  they  have 
to  be  fully  cured. 

The  Chairman.  You  do  not  trade  in  cured  meats  except  of  the  hog, 
do  you  ? 

Mr.  White.  The  hog  only. 

The  Chairman.  Isn't  corned  beef  relatively  as  staple  an  article  as 
pickledpork  ? 

Mr.  White.  The  corned  beef  is  a  staple  article,  but  the  amount  of 
that  made  and  sold  is  but  a  very  small  percentage  of  the  beef  business; 
it  is  made  by  taWng  portions  of  the  meat  that  are  less  desirable,  like 
the  plates  and  briskets,  like  a  by-product. 

Tne  Chairman.  Do  you  think  that  the  future  market  in  pork  has 
resulted  in  placing  that  commodity  on  any  different  basis,  as  regards 
the  connection  between  the  consumer  and  the  packer,  than  exists  in 
regard  to  beef  ? 

Mr.  White.  Yes,  sir;  the  fact  that  there  is  a  trading  for  future 
delivery  makes  the  price  of  it  pubUc;  it  is  easy  for  a  great  number  to 
trade,  and  it  keeps  the  trade  aUve;  whereas,  if  there  was  no  such 
market  hundreds  would  be  worked  out  of  the  business  and  it  would 
be  in  the  hands  of  a  few,  just  as  the  beef  business  is. 

The  Chairman.  On  the  assumption  that  there  is  a  packing  trust — 
without  committing  you  to  that  proposition  one  way  or  the  other — 
your  judgment  is  that  such  a  trust  has  less  control  over  the  pork 
products  than  over  the  beef  products. 

Mr.  White.  I  know  it  is  alleged  that  there  is  a  beef  trust,  but  of 
that  I  have  my  doubts. 

The  Chairman.  I  was  not  asking  you  to  commit  yourself  on  that 
proposition;  I  was  just  asking  your  judgment  as  a  provisioner, 
whether  the  alleged  packing  trust  has  less  control  over  pork  products 
than  it  has"  over  beef  products  ?  I  ask  that  question  for  this  reason: 
A  moment  ago  you  said  that  in  your  judgment  if  we  did  not  have  a 
broad  market  created  and  the  speculator  in  provisions  we  would  very 
soon,  you  thought,  be  in  the  hands  of  a  great  combine  on  all  these 
things.  We  have  that  broad  market  in  pork  products,  and  I  desire 
your  judgment  as  to  whether  we  are  in  the  hands  or  out  of  the  hands 
of  this  big  combine  as  to  those  products  ? 

Mr.  White.  Yes,  to  a  very  considerable  extent,  and  if  it  was  not 
for  that  trading  the  conditions  would  be  the  same  in  the  provisions 
as  they  are  in  the  beef  business. 

The  Chaikman.  Including  pork  ? 

Mr.  White.  The  smaller  people  would  o:radually  be  dropping  out. 

The  Chairman.  In  what  line  of  provisions  is  there  the  most  active 
speculation  ? 

Mr.  White.  In  lard,  pork,  and  side  meats;  more,  I  think,  in  lard 
and  side  meats,  because  pork  Ls  gradually  becoming  an  article  of 
lessened  consumption. 

Mr.  Lever.  Is  it  a  fact  that  your  quotations  of  futures  largely  con- 
trol in  making  the  price  for  the  hogs,  on  the  one  hand,  and  on  tiie  other 
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hand;  the  price  of  the  pork?     In  other  words,  I  would  like  you  to 
discuss  tlie  relationship  of  a  spot  hog  with  futures. 

Mr'.  White.  Yes.  Well,  the  man  who  is  packing  hogs  uall  look  at 
the  price  of  the  futures  as  well  as  the  price  he  is  getting  for  certain 
parts  of  the  animal  that  do  not  enter  into  speculation  in  a  broad  way; 
ne  figures  the  cost  of  the  hogs  based  upon  a  future  market. 

Mr.  Lever.  So  the  price  of  a  hog  is  based  upon  the  future  quota- 
tions largely  i 

Mr.  White.  To  a  considerable  extent. 

Mr.  Lever.  And  the  price,  also,  of  the  pork  and  the  lard  would  be 
based  in  the  same  wav,  largely  ? 

Mr.  White.  Largely,  yes.  Where  you  want  certain  meats  they 
say  the  price  will  be  so  much  above  or  so  much  below  May,  or  July, 
or  September  deUveries. 

Mr.  Lever.  So  that  if  speculators  should  get  together  and  put  a 
fictitious  price  on  or  oflf  of  nogs,  or  lard,  that  speculation  would  then 
control  the  price  ? 

Mr.  White.  If  speculators  should  buy  futures  to  such  an  extent  as 
to  put  the  price  up  that  would  increase  the  manufacture  of  that  par- 
ticular article  to  meet  that  speculative  demand. 

Mr.  Haugen.  And  force  the  price  up  ? 

Mr.  White.  Are  you  now  speaking  of  a  general  demand  or,  as  the 
gentleman  did  awhile  ago,  where  he  gets  to  the  end  of  the  month,  and 
where  some  one  was  cornering  the  market  ? 

Mt.  Lever.  Is  it  possible  to  comer  the  market?  I  was  not  here 
when  that  question  was  asked. 

Mr.  White.  The  amoimt  of  business  done,  where  there  is  any  cor- 
ner, is  very  small  compared  to  the  total  amoimt  of  business  on  the 
board.  It  attracts  more  attention,  it  is  reported  in  the  pap^ers,  and 
there  are  always  exaggerated  reports  of  the  amoimt  of  the  trade  and 
of  the  amoimt  of  money  made. 

Mr.  Lever.  A  comer,  I  would  take  it,  would  be  the  result  of  the 
effect  of  artificial  conditions,  isn't  that  a  fact? 

Mr.  White.  Sometimes  it  may  come  about  by  natural  conditioDS, 
but  generally  through  artificial  conditions. 

Mr.  Lever.  Those  conditions  are  usually  brought  about  by  manipu- 
lations of  the  future  contracts  ? 

Mr.  White.  It  is  through  some  one  having  more  stuff  bought  than 
there  is.     And  I  want  to  say  right  here  that  those  comers  are  wrong. 

Mr.  Lever.  They  are  wrong? 

Mr.  White.  They  are;  in  my  judgment  they  are  a  detriment  to  the 
best  interests  of  the  exchange  and  disturbing  to  the  business.  Bat, 
sir,  the  amount  of  business  in  that  way,  as  I  said  before,  is  exceedingly 
small.     I  regret  it;  it  is  one  of  the  barnacles  on  our  ship. 

Mr.  Lever.  Is  there  any  way  under  your  rules  by  which  a  comer 
could  be  prevented  ? 

Mr.  White.  We  lately  offered  an  amendment  to  the  rules  for  tht 
purpose  of  controUine  comers  and  also  providing  a  penalty  for  any 
one  who  should  default  in  the  fulfillment  of  his  contracts,  for  the  pur- 
'pose  of  ehminating  that  feature;  it  was  voted  down  bv  a  verjr  small 
majority,  largely  because  there  were  some  who  thought  that  it  poe- 
sibly  impaired  the  sanctitv  of  contracts,  and  if  a  man  undertook  to 
sell  an  article  and  had  made  no  provision  for  the  fulfillment  of  his  con- 
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tract  that  he  had  only  himself  to  blame  if  he  suffered  imder  it.  But  I 
think  the  sentiment  now  is  getting  around  to  where  something  in  that 
line  will  be  adopted  in  the  pretty  early  future. 

Mr.  John  W.  Snydeb.  I  saw  m  yesterday's  paper  that  hogs  had 
sold  at  $9.80,  the  highest  price  obtained  in  forty  years.  Does  the 
farmer  get  the  benefit  of  tnat  advance  or  does  tne  packer  who  has 
sold  at  a  lower  price  get  the  benefit  of  that  price  ? 

Mr.  White.  The  farmer  is  getting  the  full  oenefit  of  it. 

Mr.  Snyder.  The  packer  who  sold  at  a  lower  price  is  losing  money  ? 

Mr.  White.  Yes,  sir. 

Mr.  Leveb.  I  see  in  to-day's  New  York  Commercial  that  pork  has 
not  been  so  high  for  forty  years.  The  headlines  are  *' Speculators 
boosting  pork.  Tliey  hold  to  their  stock  in  Chicago  and  prices  keep 
climbing.^'  Now,  I  take  that  from  the  headlines  ana  from  the 
reading  of  the  story  I  take  it  that  the  farmer  has  parted  with  his 
boss  and  that  the  speculators  have  them,  is  that  the  fact  ? 

Mr.  White.  No,  sir.  Those  hogs  are  coming  to  the  market  every 
day  of  the  month  and  every  day  of  the  year,  every  business  day, 
and  there  are  times  of  the  year,  one  season,  when  the  farmer  is  selling 
more,  and  another  season  when  hogs  are  less  plentiful.  But  the 
statement  there  that  the  speculators  holding  on  to  pork  is  causing, 
the  advance  is  not  so,  that  has  nothing  whatever  to  do  with  it  in 
this  instance.  I  can  tell  you  in  a  few  words  the  reason  for  the 
present  high  price  of  pork.  During  the  panic  there  was  a  depression 
in  a  great  many  articles  and  the  farmer  was  wanting  money;  the 
country  banker  was  wanting  money,  and  he  was  calling  upon  the 
farmer  to  give  him  all  he  could  of  anything,  and  the  hogs  came  to 
market,  and  they  were  depressed  down  to  where  it  was  unprofitable 
to  raise  them,  compared  with  the  price  of  com.  I  should  say  that 
com  was  relatively  from  15  to  20  cents  a  bushel  above  the  price  that 
the  farmer  was  receiving  for  his  hogs.  The  next  year  the  corn  crop 
was  not  a  very  good  one  and  the  price  of  com  went  up  to  a  very 
high  figure;  there  was  a  loss  in  feeding  hogs,  and  so  thie  farmers  sold 
their  stock  to  a  low  point;  then  last  year  the  receipts  fell  very  much: 
we  are  feeling  the  effects  of  that  condition;  we  are  still  feeling  it  ana 
in  a  larger  degree.  It  is  entirely  due — it  is  almost  a  hog  famine, 
due  to  the  very  small  supply  in  tne  hands  of  the  farmers. 

Mr.  Leveb.  So  you  do  not  agree  to  this  proposition,  set  forth  in 
this  New  York  Commercial,  under  a  Chicago  date  line,  that — 

The  situation  in  Chicago  now  depends  on  the  action  of  the  speculators;  they  and 
the  packers  are  engaged  in  a  war  of  prices,  Rpeculators  holding  out  for  a  rise  and  the 
packers  trying  to  make  purchases  at  present  prices. 

Mr.  White.  I  do  not  beUeve  in  that  in  the  least. 

Mr.  Leveb.  You  do  not  believe  that  at  all  ? 

Mr.  White.  No. 

Mr.  Leveb.  You  said  a  moment  ago  that  the  farmer  was  getting 
the  full  benefit  of  the  rise  in  the  price  of  hogs.  The  converse  of  that 
proposition  would  be  true,  that  the  consiuner,  the  eater  of  pork,  is 
getting  his  full  share  of  the  burden  of  high  hogs,  wouldn't  it  ? 

Mr.  White.  Yes. 

Mr.  Leveb.  So  that  if  the  speculator  is  helping  the  producer  of 
the  hogs,  on  the  one  hand,  he  is  hurting  the  consumer  of  the  hogs 
on  the  other  ? 
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Mr.  White.  Well,  sir,  with  regard  to  that,  I  would  say  that  the 
present  price  of  hogs  and  hog  products  is  due  entirely  to  the  great 
scarcity  of  the  hogs. 

Mr.  Hauobn.  Has  there  been  any  more  fluctuation  in  the  hog  mar- 
ket than  in  the  cattle  market  ? 

Mr.  White.  There  has  been  lately;  they  have  gone  up  more. 

Mr.  Hauqen.  To  what  extent? 

Mr.  White.  I  couldn't  tell  you  without  reference. 

Mr.  Sntdbb.  Isn't  it  a  fact  that  live  hogs  are  stored  in  Chicago 
the  same  as  corn  ? 

Mr.  White.  No,  sir. 

Mr.  Sntdeb.  Waiting  for  a  market  ? 

Mr.  White.  No,  sir.  When  a  farmer  has  them  to  sell  he  sells  them 
to  a  shipper,  or  they  are  shipped  into  Chicago  on  his  account  to  a 
commission  man  and  they  are  marketed  in  the  yard;  the  price  is 
fixed  that  day,  and  the  next  da^  the  hogs  are  killed,  so  that  the  f annar 
^ts  the  full  benefit  of  the  daily  prices  on  hogs,  and  at  the  present 
time  hogs  are  scarce  and  they  are  wanted,  and  on  this  occasion  there 
is  no  money  in  the  packing  of  them,  whether  you  sell  the  product  to 
a  consumer  or  to  a  speculator;  they  are  standing  relatively  a  little 
.higher  than  the  product  on  account  of  the  competition. 

Mr.  McDebmott.  On  Thursday  the  Chicago  Joumid  stated  ''The 
jump  in  price  was  ascribed  to  the  activity  of  eastern  shippers." 
1  ou  know  who  they  are  ? 

Mr.  White.  Yes,  sir. 

Mr.  McDermott.  ''And  it  was  estimated  that  between  eight  and 
ten  thousand  hogs  would  be  sold  during  the  day.''  That  is  one  of 
the  reasons  why  the  price  is  high;  the  eastern  buyers  are  oomiag 
into  the  Chicago  stocK  yards  and  buying  heavily  for  their  eastern 
consumers  ?  • 

Mr.  White.  Yes,  sir.  Two  years  ago,  at  the  time  when  I  told  you 
hogs  were  relatively  much  lower  than  com,  the  East  was  doing  the 
same  as  the  West — marketing  their  hogs  and  getting  out  of  stock  to 
a  great  extent.  Now,  this  wmter  they  have  had  a  moderate  ripply 
from  eastern  points,  but  they  have  reached  the  point  where  thi^ 
supply  is  giving  out,  and  they  have  been  sending  into  Chicago  and 
other  western  points  for  hogs. 

Mr.  McDermott.  There  are  himdreds  of  fellows  in  the  Union 
Stock  Yards  buying  for  eastern  firms,  aren't  there? 

Mr.  White.  Yes,  sir. 

Mr.  McDermott.  What  we  Call  "scali>ers"  in  the  yards  and  com- 
mission men  ? 

Mr.  White.  Yes,  sir. 

Mr.  Lever.  Your  testimonv  is,  then,  that  ordinarily  the  law  of 
supply  and  demand  governs  tlie  price  oi  hogs  and  the  price  of  pork  ? 

Mr.  White.  The  law  of  supply  and  demand  does  govern  it. 

Mr.  Lever.  But  there  are  occasions,  under  the  rules  of  your  ex- 
change, where  a  comer  might  take  place  and  artificiid  conditions 
arise  which  would  give  artificial  prices  ? 

Mr.  White.  That  would  happen  only  toward  the  end  of  the  month, 
say  the  month  that  you  are  living  in,  in  wliich  there  is  very  Utile 
trading. 

Mr.  Lever.  But  it  could  happen  on  occasions  ? 
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Mr.  Haugen.  Is  it  not  possible  to  get  a  comer  on  any  article  if 
you  have  the  money  and  means  of  bringing  it  about  ?  Couldn't  one 
effect  a  comer  in  sugar,  nails,  barbed  wire,  or  anything  else  if  you 
have  the  money  and  means  to  bring  about  such  a  comer? 

Mr.  White.  Yes. 

Mr.  Lever.  Did  you  ever  hear  of  a  comer  in  nails  ? 

Mr.  Hauoen.  Isn't  it  true  that  Mr  Leiter  made  his  first  million 
dollars  through  a  corner  in  nails  ? 

Mr.  White.  I  am  not  aware  of  it.  * 

Mr.  Haugen.  I  have  seen  it  stated  in  the  paper  that  Mr.  Leiter 
made  his  first  million  dollars  through  a  comer  in  nails. 

The  Chairman.  As  a  general  proposition  the  difference  between 
running  an  article  into  a  comer  m  which  there  is  no  future  market 
and  one  in  which  there  is  a  future  market  is  that  the  former  would 
require  a  great  deal  more  capital  than  the  latter  for  the  reason  that 
you  would  have  to  pay  the  full  value  of  the  article,  instead  of  simply 
depositing  enough  to  carry  it  forward  ? 

Mr.  White.  Yes,  sir;  because  if  a  man  is  mnning  a  comer  he  has 
to  take  all  the  stock  that  there  is  that  any  one  can  give  him,  and  the 
number  of  successful  comers  I  think  you  could  count  on  the  fingers 
of  one  hand;  the  men  who  attempt  them,  in  nearly  every  case,  go 
broke.     Leiter  lost  $10,000,000  through  trying  to  comer  wheat. 

The  Chairman.  He  was  a  bright  and  shming  example  of  the  truth 
of  your  statement. 

Mr.  White.  Yes,  sir.  I  have  known  of  five  or  six  attempted 
comers.  There  was  one  by  McGreogh  in  1883,  when  he  had  all  the 
lard  of  the  packers;  he  got  it  in  the  month  of  May.  What  happened  ? 
They  were  making  all  the  lard  they  could,  ana  naturally  tne  little 
streams  of  lard  from  St.  Louis  going  South,  going  East  from  Chicago, 

going  East  from  Omaha  and  Kansas  City,  gomg  m  various  directions , 
ecame  diverted  to  the  comer,  and  he  soon  realized  that  it  is  very 
easy  to  make  and  very  heavy  to  carry. 

The  Chairman.  You  stated,  in  reply  to  a  question  by  Mr.  Lever, 
that  you  regarded  the  manipulation  of  the  market  with  a  view  to 
running  a  corner  as  an  evil  which  it  would  be  well  to  eliminate  ? 

Mr.  White.  That  is  my  own  personal  view  and  the  view  of  a  large 
number  of  our  members.     I  would  not  attempt  to  justify  a  comer. 

The  Chairman.  Would  you  also  regard  it  as  an  evil  on  the  part 
of  members  of  your  exchange  to  seek  to  induce  outsiders  to  speculate 
on  the  board  ? 

Mr.  White.  I  think  you  would  have  to  discriminate  between  what 
I  would  call  the  legitimate  and  illegitimate  in  speculation.  I  think 
that  all  economists  for  years  have  recognized  the  speculator  as  neces- 
sary in  the  matter  of  commercial  economy.  I  think  that  ever  since 
Joseph  bought  up  all  the  wheat  in  Egypt,  when  there  was  a  great 
surplus,  and  earned  it  until  there  were  vears  of  scarcity,  thereby  pre- 
venting a  great  deal  of  distress,  not  only  in  grain  but  in  other  things, 
men  have  tried  to  forcast  the  future,  men  whose  minds  are  trained 
in  that  particular  line,  men  who  make  a>  specialty  of  it,  and  the 
speculator  buys  that  stuff  and  bears  the  burden  of  carrying  it  from 
tne  time  when  there  is  an  oversupply  and  carries  it  along  until  the 
time  when  it  is  required. 

The  Chairman.  It  does  not  require  any  particular  inducement  to 
bring  the  speculator  into  the  market;  he  puts  himself  into  the 
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market  because  that  is  his  bent  and  that  is  his  business ;  but  I  would 
like  your  attention  to  a  specific  case.  I  have  before  me  a  market 
letter  of  a  member  of  the  Board  of  Trade  of  Chicago,  from  which  I 
read  these  paragraphs: 

It  is  the  duty  of  the  wheat  investor  to  anticipate  the  coming  upturn  in  May  wheat. 
The  high  points  for  May.  1910,  wheat  lie  ahead.  I  pay  telegraph  tolls  on  all  ordere 
to  buy  or  sell  full  lots  oi  wheat.  I  want  your  account.  Smallest  amount  of  wheat 
handled  1,000  bushels.  Your  margin  check  should  equal  4  cents  per  bushel  or  $200 
on  5,000  bushels. 

Of  course,  no  man  can  read  that  without  knowing  that  it  is  a  bald 
and  palpable  bid  for  the  orders  of  mere  gamblers,  of  men  who  simply 
want  to  take  a  flyer  on  the  board. 

Mr.  White.  A  bid  for  speculative  business. 

The  Chairman.  Now,  do  you  believe  that  that  is  essential  to  the 
business  of  your  exchange  ? 

Mr.  White.  A  market  letter  Uke  that  ? 

The  Chairman.  Well,  such  a  bid  for  speculative  business  as  that  ? 

Mr.  White.  No,  sir;  not  essential. 

The  Chairman.  Do  you  think  it  is  in  the  interest  of  the  exchange 
that  members  should  be  permitted  by  your  rules  to  embody  such  sug- 
gestions in  their  letters  ? 

Mr.  White.  I  do  not  know  that  it  is  a  matter  over  which  we  would 
have  anv  control. 

The  (Jhairman.  But  you  are  a  self-governing  body;  you  could  cor- 
rect it  if  you  thought  best  ? 

Mr.  White.  There  are  market  letters  and  market  letters;  some 
market  letters  are  eminently  good. 

The  Chairman.  Undoubtedly  so.  I  am  not  criticising  market  let- 
ters generically.     They  are  necessary. 

Mr.  White.  Yet  the  good  letter  is  an  endeavor  to  get  business. 

The  Chairman.  But  I  am  calling  your  attention  to  this  particular 
kind  of  a  letter.  Now,  Mr.  Fitch  the  other  morning  had  no  hesitation 
in  saying  that  he  did  not  believe  that  that  was  good  business,  that  he 
regarded  that  as  one  of  the  barnacles  on  the  board  of  trade,  and  I 
simply  wanted  your  opinion  upon  it. 

Mr.  White.  If  I  was  in  the  commission  business  1  would  not  send 
out  such  a  letter;  I  would  rather  not  see  any. 

The  Chairman.  You  know  I  am  not  asking  these  questions  in  a 
controversial  way,  but  simply  to  get  your  j udgment  upon  them.  You 
know,  of  course,  the  only  thmg  that  ever  gives  the  Chicago  Board  of 
Trade,  or  any  other  board  of  trade,  any  trouble  or  brings  criticism 
upon  them  or  suggests  legislation  such  as  we  are  considering  here  now 
is,  in  common  parlance^  the  gambhng  on  the  boards,  the  practice 
under  which  lambs  out  in  the  country  are  induced  to  come  into  the 
corral  and  be  sheared.  Now,  as  the  president  of  that  organization, 
proud  of  its  standing,  anxious  to  maintain  its  good  name  and  to  pro- 
mote its  business,  have  you  ever  considered  the  question  as  to  whether 
some  rules  might  not  be  devised  that  would  tree  it  from  any  just 
criticism  along  the  lines  I  have  suggested  ? 

Mr.  White.  I  do  not  think  the  question  of  market  letters  has  ever 
been  discussed.     Has  it,  Mr.  Merrill  ? 

Mr.  Merrill.  Not  formally,  but  that  has  been  a  very  Uve  question 
informally,  aloxig  the  line  ox  the  questions  asked  by  the  chairman. 
The  very  general  feeUng  on  our  board  is  that  we  have  got  to  have 
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censorship.  I  do  not  know  whose  letter  that  is  and  prefer  that  you 
shall  not  tell  me:  I  do  not  want  to  have  mv  remarks  connected  with 
the  name;  I  think  I  know,  sir,  and  that  is  the  reason  I  ask  you  not  to 
tell  me.  But  I  agree  with  you  heartily,  sir.  While  this  is  more  or 
less  of  a  new  condition  for  the  exchanges,  I  think  our  president  will 
agree  with  me  that  it  is  time  to  exercise  some  censorship  over  the 
communications  going  out  from  our  members  in  order  to  maintain 
our  int^rity. 
The  CHAIRMAN.  I  am  glad  to  hear  you  express  that  opinion. 
Mr.  Hauqen.  Is  it  not  customary  lor  a  member  of  the  board  of 
trade  to  discourage  speculators  ? 

Mr.  Merrill.  Not  for  the  houses  which  exist  almost  wholly  for 
speculative  purposes;  we  have  cash  grain  houses,  who  do  little  specu- 
lating, and  we  have  houses  who  do  little  cash-grain  business  and  a 
large  amount  of  business  of  a  speculative  nature;  those  people,  of 
course,  are  imparting  all  the  information  they  can  bearing  upon  the 
questions  coimected  with  their  business.  As  I  understand  it,  the 
chairman  does  not  refer  to  them,  but  to  those  who  ought  not  to 
speculate  or  who  are  not  in  a  position  financially,  or  otherwise,  to 
speculate. 

Mr.  Haugen.  Do  you  often  have  customers  in  the  coimtry  asking 
your  advice  as  to  hedging  ? 
Mr.  Merrill.  Oh  yes,  sir. 

Mr.  Haugen.  As  a  general  thing,  is  it  not  customary  for  the  com- 
mission men  or  members  of  the  board  of  trade  to  advise  against  pure 
speculation  ? 
Mr.  Merrill.  Yes,  sir. 

Mr.  Haugen.  That  you  would  give  them  advice  as  to  future  deUv- 
ery  in  the  case  of  heoging,  but  outside  of  that  the  members  of  the 
board  advise  against  speculation  1 

Mr.  Merrill.  Our  rule  in  my  firm  is  to  advise  against  speculation 
when  it  is  simply  and  purely  speculation,  but  always  to  invite  hedging 
propositions,  in  order  to  eununate  speculation. 

Mr.  White.  I  trust  you  will  excuse  me  for  referring  to  Mr.  Merrill 
on  the  point  of  whether  or  not  there  has  been  any  consideration 
given  this  matter  of  market  letters,  because  I  have  no  information  that 
could  be  considered  oificial. 

The  Chairman.  I  asked  the  question  of  the  present  witness,  be- 
cause being  the  president  of  the  board  of  trade,  the  committee  would 
like  to  have  his  opinion.  Are  there  any  further  questions  to  be  asked 
of  Mr.  White. 

Mr.  Burleson.  I  would  like  to  ask  him  one  or  two  questions.     Mr. 

IVhite,  if  you  sold  a  thousand  tierces  of  lard  for  export 

Mr.  White.  Yes,  sir. 

Mr.  Burleson.  And  you  wanted  to  hedge  it  upon  your  board  of 
trade,  under  that  contract  how  many  grades  of  lard  would  be  deliv- 
erable to  you  if  the  tender  was  actually  made  to  you  ? 

Mr.  White.  Only  one,  a  tender  of  only  one  grade.  Prime  western 
steamed  lard,  of  choice  quality. 

Mr.  Burleson.  You  do  not  have  a  number  of  grades  deliverable  of 
diflFerent  values,  and  the  seller  has  the  right  to  tender  either  one  of 
those  grades  or  all  of  them  ? 

Mr.  vVhite.  No,  sir;  we  have  been  verv  careful  to  keep  up  the  grade. 
Mr.  Burleson.  Now,  is  there  any  relation  between  the  price  of  a 
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future  contract  for  the  delivery  of  lard  and  the  market  price  of  lard, 
anv  relation  between  them  ? 

Mr.  White.  Yes,  sir;  thej  both  move  together. 

Mr.  BuBLEsoN.  They  mamtain  a  parity.  The  parity  is  maintained 
between  the  two;  isn't  that  true  ?  You  say  they  move  together;  UiM 
is  what  I  mean  bv  parity. 

•  Mr.  White.  Tney  move  together,  but  subject  to  various  influ- 
ences. If  the  stocK  is  heavy,  the  full  carrying  charge  will  exist.  Say 
this  is  February,  the  cash  price  will  be,  with  a  heavy  stock,  as  mudb 
lower  than  the  May  as  it  would  cost  to  carry  each  article  in  store 
until  May. 

Mr.  BuBLESON.  I  understand  that. 

Mr.  White.  So,  with  that  exception,  they  are  the  same. 

Mr.  BuBLESON.  But  with  that  exception.  But  if  there  was  a 
violent  fluctuation  of  this  margin,  if  it  was  frequently  changing,  ii 
would  cease  to  afford  you  protection  as  a  hedge,  wouldn't  it  ? 

Mr.  White.  If  the  cash  and 

Mr.  BuBLESON.  If  this  margin  between  the  price  of  the  future 
contract  and  the  market  nrice  of  the  product  was  constantly  changing 
in  a  violent  way,  it  woula  cease  to  be  a  protection  to  you  ? 

Mr.  White.  Well,  it  doesn't  violently  change  in  that  way,  as  a 
matter  of  fact. 

Mr.  Bubleson.  That  is  a  matter  of  reasoning,  and  you  can  reason 
it  out. 

Mr.  Bbooks.  Wouldn't  it  destroy  the  broad  market  that  you  spoke 
of  if  this  speculation  that  you  have  been  discussing  is  eliminated  ? 

Mr.  White.  Yes,  sir;  speculation,  as  I  said  before,  enters  into  the 
commercial  economy,  anci  the  real  speculator  helps  to  carry  the  stuff 
from  the  time  of  plenty  to  the  time  when  it  is  wanted. 

Mr.  Bbooks.  If  you  discouraged  it  you  could  have  that  use  of  the 
products  on  the  market  ? 

Mr.  White.  Yes,  sir. 

Mr.  Hauqen.  Is  there  any  dealing  for  the  future  delivery  of  lard  ? 

Mr.  White.  Yes,  sir. 

Mr.  Haugen.  To  what  extend  do  the  consumers  of  lard  or  provi- 
sions avail  themselves  of  the  future  market  ? 

Mr.  White.  You  mean  the  buyers  ? 

Mr.  Hauoen.  I  mean  the  hotel  keepers  and  consumers  in  general, 
the  smaller  consumers  of  provisions  ? 

Mr.  WnrrE.  The  retail  buvers  ? 

Mr.  Hauqen.  Well,  hotel  keepers,  and  so  forth. 

Mr.  White.  I  never  heard  of  it;  I  do  not  know  why  a  hotel  man 
would  want  to  do  that. 

Mr.  Hauoen.  They  do  to  some  extent. 

Mr.  White.  I  do  not  know  why  a  hotel  man  would  buy  future 
delivery ;  if  he  should  do  that,  I  should  think  he  would  have  ^ne  out 
of  his  province  altogether.  I  know  if  I  were  in  the  commission  busi- 
ness and  received  such  an  order  I  would  not  execute  it. 

Mr.  Hauoen.  I  was  in  Chicago  in  December,  and  in  talking  to  a 
hotel  man  about  the  high  prices,  he  told  me  he  was  not  concerned 
about  the  high  prices,  as  he  had  bought  his  eggs  and  lard  in  av  for 
December  delivery;  he  was  paying  then  26  cents  for  eggsl  a  d  the 
market  price  was  35. 

Mr.  White.  He  had  probably  made  a  contract  in  the  coun  ry  to  be 
supplied  with  so  many  eggs  in  a  week  for  so  many  months. 
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Mr.  Haugen.  I  understood  him  to  have  bought  on  the  board  of 
trade  for  future  delivery. 

Mr.  White.  Eggs  are  not  sold  on  future  delivery. 

Mr.  Haugen.  Isaid  his  lard. 

Mr.  White.  Eggs  are  not  traded  in  on  the  board  of  trade. 

Mr.  Haugen.  But  lard  is. 

Mr.  Mebbill.  Mr.  Ward  Ames,  sr.,  of  the  Duluth  Board  of  Trade, 
desires  to  say  but  a  few  words  and  file  a  brief  regarding  the  matter 
before  the  conmiittee. 

TESTIM0H7  OF  ME.  WABD  AMES,  SB.,  OF  THE  DTTLTTTH  BOAED 

OF  TBADE. 

(The  witness  was  sworn  by  the  chairman.) 

Mr.  Ames.  I  have  a  brief  which  I  desire  to  file,  but  in  behalf  of  the 
Duluth  Board  of  Trade  I  want  to  respectfully  and  earnestly  protest 
against  the  passage  of  the  bill,  and  as  an  exporter  I  want  to  state 
that  it  will  seriously  interfere  with  our  export  business,  if  not,  I  was 
going  to  say,  ruin  it.     I  have  fully  stated  the  facts  in  this  brief. 

Mr.  McLaughlin.  Is  your  board  of  trade  xmanimous  in  regard  to 
the  resolution  you  are  presenting? 

Mr.  Ames.  Yes,  sir;  I  have  a  telegram  from  the  president  asking 
me  to  say  for  the  board  that  any  steps  that  would  be  taken  to  elimi- 
nate from  the  business  the  bucket  shops  would  meet  with  our  hearty 
approval,  but  that  the  selling  and  buying  for  future  delivery  were 
both  the  life  of  the  business. 

The  Chairman.  We  understand  that  thoroughly. 

Mr.  Ames.  One  other  item  of  interest  would  be  the  position  that 
we  occupy  as  exporters,  and  that  is  covered  in  that  brief. 

Mr.  Merrill.  When  I  introduced  Mr.  Ames  I  did  not  do  him  the 
honor  of  saying  that  his  firm  is  one  of  the  largest,  if  not  the  largest, 
exporter  of  wheat  in  the  Northwest. 

The  Chairman.  We  are  very  glad  to  have  heard  from  him. 

ifr .  Ames.  I  appear  before  you  as  representing  the  Duluth  Board  of 
Trade  and  also  appear  in  my  own  behalf  as  an  exporter.  Thirty  years 
ago  trading  for  future  delivery  was  practically  unknown  in  our  market. 
At  that  time  the  volume  of  grain  business  in  our  country  was  small  as 
compared  with  the  present.  At  that  time  the  maximum  load  on  our 
Great  Lakes  was  18,000  bushels.  To-day  our  large  steamers  carry 
400,000  bushels,  and  this  increase  in  tonnage  fairly  illustrates  the  in- 
crease in  the  grain  business.  It  may  seem  strange  to  some  of  you 
gentlemen  not  familiar  with  the  grain  business,  but  it  is  nevertheless 
the  fact  that  our  present  crops  from  the  farm  can  not  be  handled 
without  the  present  machinery  of  trade  unfettered.  It  has  taken 
these  long  years  to  develop  our  present  system,  and  imless  you  can 
give  us  some  equally  effective  way  we  must  be  allowed  to  trade  in 
grain  for  future  dehvery  or  our  commerce,  so  far  as  the  grain  busi- 
ness is  concerned,  will  be  ruined.  The  present  system  gives  the  farmer 
the  whole  twelve  months  of  the  year,  or  any  one  month,  in  which  to 
market  his  crops.    The  exporter  is  able  to  find  a  market  for  a  large 

Eortion  of  the  grain  before  it  is  raised,  so  that  when  the  new  crop 
egins  to  arrive  at  the  terminals  it  begins  to  move  out  and  avoid 
congestion  and  slaughter  of  prices  for  the  farmer. 
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Trading  in  grain  for  future  delivery  is  the  salvation  of  the  farmer. 
As  an  exporter  we  are  now  having  bids  for  grains  to  go  out  after 
the  opening  of  navigation,  and  unless  we  have  the  ri^t  to  sell  for 
future  delivery  the  export  business  is  gone.  We  put  out  cable  offers 
at  night,  subject  to  acceptance  at  a  certain  hour  the  next  morning. 
If  our  offers  are  accepted  we  have  sold  something  we  do  not  own  but 
will  buy  as  soon  as  we  receive  our  cable.  We  could  not  make  an 
affidavit  and  furnish  the  same  to  the  telegraph  company  t^at  we 
owned  the  wheat  when  we  filed  the  cablegram.  When  our  receipts 
are  free  and  we  are  buying  faster  than  we  sell  abroad  we  hedge  our 
purchase  in  some  other  market,  say,  Chicago.  Now  when  we  are 
putting  out  this  hedge  we  can  not  make  an  affidavit  that  we  intend 
to  deliver  that  wheat. in  Chicago,  for  we  may  take  off  the  hedge  the 
next  day.  Some  few  years  ago  the  Government  introduced  a  new 
species  of  wheat  into  our  northwestern  territory  through  the  Agri- 
cultural Department.  They  called  it  Durum  wheat.  Our  milkrs 
do  not  look  favorabljr  upon  this  wheat  and  do  not  use  it  generally, 
preferring  the  old  varieties,  Blue  Stem  and  Scotch  Fife.  This  makes 
the  Durum  wheat  almost  altogether  an  export  proposition.*  I  main- 
tain  that  we  are  doing  a  strictly  legitimate  business,  benefiting  the 
farmer,  because  we  furnish  him  with  the  markets  of  the  world  for  his 
product,  and  benefiting  this  country  at  large  because  we  are  bring- 
mg  outside  money  into  this  country  instead  of  swapping  dollars 
among  ourselves.  I  am  not  familiar  with  the  cotton  busmess  but 
do  know  that  the  volume  of  grain  business  of  this  coimtry  amoimts  to 
several  billions  of  dollars,  and  I  urge  you  to  think  long  and  seriously 
before  placing  on  our  statute  bookis  any  law  which  jeopardizes  this 
volume  of  trade.  I  feel  that  this  bill  is  mimical  to  the  interest  of  our 
grain  exchange  and  will  seriously  curtail  our  export  business.  For 
these  reasons  I  beg  of  you  to  go  slow  in  placing  stumbling  blocks  in 
the  way  of  its  safe  and  sane  handling. 

(At  1  o'clock  p.  m.  the  committee  adjourned  to  meet  Tuesday, 
February  22,  1910,  at  10.30  o'clock  a.  m.) 


Committee  on  Agriculture, 
House  of  Representatives, 
Washington,  D,  C,  Tuesday,  February  22,  1910, 
The  committee  met  at  10.30  o'clock  a.  m.,  Hon.  Charles  F.  Scott  in 
the  chair. 

The  Chairman.  The  committee  desires  to  proceed  this  morning 
with  the  hearings  in  relation  to  the  grain  exchanges,  and  if  Mr. 
Merrill  will  present  his  next  witness  we  will  be  glad  to  listen  to  him. 

Mr.  Merrill.  Mr.  Chairman,  our  first  witnesses  this  morning  are 
from  the  Baltimore  exchange;  and  the  first  one  will  be  Mr.  Snyder, 
director  of  that  exchange. 

TESTIMONT  OF  ME.  JOHN  W.  SNTDEB,  OF  BALTIMOBE,  MD. 

(Mr.  Snyder  was  duly  sworn  by  the  chairman.) 

Mr.  Snyder.  Mr.  Chairman,  I  am  suffering  from  a  i^vere  cold  and 
will  necessarily  be  very  brief.     I  had  intended 

The  Chairman.  Pardon  me,  I  do  not  think  the  committee  heard 
your  statement  to  the  reporter  as  to  the  organization  that  you 
represent. 
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Mr.  Snyder.  I  am  a  member  of  the  board  of  directors  of  the  Balti- 
more Chamber  of  Commerce,  and  president  of  the  Hammond  & 
Snyder  Company,  grain  commission  merchants  and  exporters.  I 
had  intended  to  make  a  little  talk  here,  and  I  am  very  sure  that  you 
gentlemen  will  be  much  pleased  not  to  have  it,  as  I  am  suffering  from 
a  very  severe  cold.  •  I  want  to  iterate  and  reiterate  what  I  have 
heard  of  the  testimony  before  you  by  gentlemen  from  the  different 

frain  exchanges  of  the  country.  To  my  mind  the  evidence  produced 
as  been  very  strong  and  to  the  point.  There  has  been  nothing  hidden 
simply  because  there  has  been  nothing  to  hide.  Our  exchange,  as  an 
exchange,  is  against  the  bill  that  is  now  before  you  for  the  simple 
^reason  that  if  it  were  passed  it  would  materially  interfere  with  the 
'proper  conduct  of  our  business.  I  brought  with  me  on  Saturday  the 
54tn  annual  report  of  the  Baltimore  Chamber  of  Commerce,  which  I 
gave  to  Mr.  Merrill. 

Mr.  Merrill.  It  is  here,*  sir. 

Mr.  Snyder.  And  which  he  will  file  as  part  of  our  representations. 
As  you  will  see,  it  13  printed,  giving  statistics.  It  gives,  in  the  start, 
the  reason  for  the  formation  of  what  was  then  known  as  the  Com  and 
Flour  Exchange  of  Baltimore.  In  1891  the  title  was  changed  to  that 
of  the  Chamber  of  Commerce.  There  is  but  one  of  the  incorporators 
now  Kving.  I  have  dog-eared  several  pages  here  for  the  ready  refer- 
ence of  the  chairman  or  any  menlbers  or  the  committee,  or  for  Mr. 
Merrill,  referring  to  the  by-laws,  forms  of  contracts,  the  act  of  the 
legislature,  and  the  act  of  incorporation.  We  have  nothing  to  hide, 
but  everything  to  expose  in  the  conduct  of  our  business,  and  that 
will  all  be  found  in  the  54th  annual  report,  which  is  our  last  report. 
I  thought  it  was  unnecessary  to  burden  you  with  others. 

I  heard  Mr.  Fitch  say  on  Friday  with  reference  to  the  dealing  in 
grain,  that  there  is  buymg  and  selling  of  grain  every  hour  of  the  day 
and  every  minute  of  the  hour.  That  is  correct.  It  is  so  on  our 
exchange,  and  but  for  the  advantages  that  we  have  on  hedging  over- 
night sales  made  at  times  to  the  other  side,  and  made  at  times  on  this 
side,  we  could  not  conduct  the  business  as  successfully  as  it  has  been 
conducted.  In  fact,  there  are  those  of  us  who,  if  we  have  to  do  without 
this  privilege  of  hedging,  will  have  to  go  out  of  business;  and  we  are 
now  too  old  to  get  into  other  lines.     It  is  therefore  hoped  that  in 

foing  over  this  matter  you  gentlemen  will  readily  notice  the  difference 
etween  hedging  and  rank  speculation.  The  grain  men  as  a  class 
are  not  speculators.  They  are  business  men,  and  if  I  may  be  per- 
mitted to  say  so,  business  men  of  the  highest  type. 

The  Chairman.  What  would  you  define  as  the  difference  between 
hedging  and  rank  speculation  ? 

Im*.  Snyder.  The  rank  speculator  is  a  man  who  has  no  interest 
whatever  in  producing  gram  or  in  handling  grain.  A  rank  specu- 
lator from  my  standpoint  is  a  man  with  more  money  than  brains. 

The  Chairman.  To  what  extent  does  the  rank  speculator  operate 
in  Baltimore  ? 

Mr.  Snyder.  To  a  very  limited  extent. 

The  Chairman.  Are  there  any  rules  that  restrict  his  operations  in 
any  way  ? 

Mr.  Snyder.  No,  sir.  Anyone  can  deal  through  an  accredited 
member  of  the  Baltimore  Chamber  of  Commerce.  Any  outsider  can 
deal  through  a  member  of, the  Baltimore  Chamber  of  Commerce;  but 
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the  business  of  the  Baltimore  Chamber  of  Commerce  is  more  of  a  cash 
business  than  it  is  of  a  speculative  nature. 

The  Chaebman.  You  have  a  speculative  market,  however,  in  Balti- 
more, have  you  not  ? 

Mr.  Snyder.  Our  members  at  times  make  their  hedging  at  home 
instead  of  away  from  home.  When  the  business  is  of  larger  volume 
they  have  to  go  outside  of  home  to  do  it. 

The  Chairman.  How  about  the  man  you  have  designated  •  as  a 
rank  speculator?  Does  he  find  scope  enough  in  the  Baltimore 
market,  or  does  he  have  to  go  to  some  other  vicinity  ? 

Mr.  Sntder.  For  guick  trading  he  would  have  to  go  to  other 
markets  where  there  is  more  trading  in  options  than  there  is  in  our 
market.  We  are  not  angels  when  it  comes  to  trading.  We  are  nof 
angels  when  it  comes  to  hedging  trades  that  we  have  alreiady  made, 
but  we  are  not  what  might  be  classed  ''speculators."  Our  speculation, 
if  you  might  term  it  such,  is  done  from  the  hedging  standi>oint. 
For  instance,  I  offer  to-night  on  the  close  of  the  market  to  the  conti- 
nent of  Europe,  or  to  other  parts  of  Europe,  to  the  British  Isles,  the 
United  Kingaom,  a  certain  quantity  or  quantities  of  com  or  wheat  or 
rye,  as  the  case  may  be.  I  nave  that  grain  in  sight,  if  not  on  hand. 
I  base  my  offers  to  the  other  side  on  the  close  of  the  market  of  the  day. 
I  must  take  into  consideration  that  that  wheat,  com,  or  rye,  or  oats, 
as  the  case  may  be,  can  not  be  shipped  to-morrow;  and  it  may  not  be 
shipped  next  week,  and  may  not  be  shipped  next  month.  It  may  be 
shipped  three  months  from  now.  I  offer  so  many  thousands  of  bushels 
of  grain,  in  such  and  such  shape.  Ocean  shipments  must  be  taken  into 
consideration;  shipments  in  Baltimore  must  be  taken  into  considera- 
tion; and  if  the  stock  of  grain  at  Baltimore  is  too  small,  we  know 
where  to  lay  our  hands  on  it  over  night,  in  the  west;  and  we  fre- 
quently wire  to  our  friends  in  the  west  ''We  want  cable  refusal  on  a 
certain  number  of  bushels,  100,000  or  150,000  bushels  of  com,  wheat, 
or  rye,  for  such  a  shipment  to  meet  such  an  order,"  and  they  give  us 
that  overnight  option  at  a  price  above  the  market.  We  embody 
that  in  a  cablegram  and  send  it  to  the  other  side.  Sometimes  we 
connect;  sometmies  we  do  not  connect.  It  may  take  a  week  or  two 
to  make  connection  back  and  forth,  day  after  day,  by  cabling.  On 
the  other  hand 

The  Chairman.  That  all  relates  to  what  are  undoubtedly  bona  fide 
transactions,  the  proprietor  and  necessit}^  of  which  nobody  questions. 
I  think  the  point  upon  which  this  committee  would  like  your  opinion 
is  whether  it  would  be  possible  either  by  legislation  through  Congress 
or  by  a  mle  on  the  part  of  your  exchange,  to  retain  the  legitimate  and 
necessary  functions  of  your  exchange,  such  as  you  have  outlined,  and 
eliminate  what  you  have  designated  as  the  rank  speculation. 

Mr.  Snyder.  In  wheat  ? 

The  Chairman.  Wheat,  com,  or  any  other  product. 

Mr.  Snyder.  I  think  it  would  be  a  blessing  to  us  if  the  rank  specu- 
lation could  be  eliminated. 

The  Chairman.  Have  you  any  suggestion  to  make  as  to  how  it 
could  be  done  ? 

Mr.  Snyder.  I  have  not.  I  think  that  would  have  to  be  left,  Mr. 
Chairman,  principally  to  the  boards  of  directors  of  the  various 
exchanges. 

The  Chairman.  You  think  that  rules  could  be  devised  by  those 
boards  which  would  eliminate  it  ? 
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Mr.  Sntder.  I  think  prohibiting  comers  to  a  very  great  extent 
would  bring  that  about. 

Mr.  Hawley.  Have  you  ever  tried  to  devise  such  rules  ? 

Mr.  Snyder.  I  can  not  sav  that  our  chamber  has.  The  Chicago 
Board  of  Trade,  I  understand,  are  now  working  along  those  lines. 

The  Chairman.  Has  your  board  of  trade  ever  frowned  upon  the 
practice  on  the  part  of  your  members  of  inducing  speculation  through 
attractive  and  suggestive  wording  of  thei^  market  letters  ? 

Mr.  Snyder.  Not  as  a  chamber  of  commerce.  Different  firms  get 
out  different  market  letters.  Such  a  letter  as  you  read  on  Saturday, 
sir,  I  am  sure,  if  it  emanated  from  Baltimore,  would  be  the  means  oi 
causing  censure.     I  am  perfectly  satisfied  it  would. 

The  Chairman.  You  think  the  members  of  your  chamber  of  com- 
merce do  not  use  such  methods  ? 

Mr.  Snyder.  No,  sir;  I  have  never  known  of  such  a  letter  coming 
out;  and  I  think  that  our  board  of  directors  would  immediately  take 
cognizance  of  it  and  would  reprimand  the  member  or  censure  him. 

Mr.  Lamb.  May  I  ask  a  question  ? 

Mr.  Snyder.  Certainly. 

Mr.  Lamb.  Have  you  read  these  bills  that  we  have  before  this  com- 
mittee ? 

Mr.  Snyder.  I  have  not,  sir.  I  have  read  only  a  synopsis  of  them 
in  the  newspapers. 

Mr.  Lamb.  Then  you  can  not  say  whether  or  not  the  enactment 
into  law  of  these  measures  would  prevent  what  you  call  hedging  ? 

Mr,  Snyder.  No,  sir;  but  from  the  articles  that  I  have  read  on  the  . 
subject  I  think  they  would  interfere  with  hedging.     I  would  be  very 
much  pleased  to  have  a  copy. 

Mr.  Lamb.  Certainly.     I  thought  you  had  read  it. 

Mr,  Snyder.  No,  sir;  not  fully. 

The  Chairman,  rerhaps  Mr.  Snyder  would  rather  finish  his  state- 
ment before  being  questioned. 

Mr.  Snyder.  I  had  finished.     I  am  subject  to  your  questions. 

Mr.  Lever.  Hedging  is  impossible  unless  you  can  keep  the  parity 
between  spots  and  future  contracts.     Is  that  true  ? 

Mr.  Snyder.  I  do  not  quite  understand  that  question. 

Mr.  Lever.  I  mean  to  say,  unless  there  is  maintained  a  uniformity 
of  parity  between  the  spot  transaction,  the  spot  price,  and  the  price 
of  future  contract,  your  hedging  operations  are  made  dangerous  and 
sometimes  can  not  be  had  at  all.     is  that  the  fact  ? 

Mr.  Snyder.  Oh,  no,  sir.  We  can  hedge  at  all  times;  but  whether 
we  can  hedge  at  the  price  we  want  to  hedge  at  is  a  question. 

Mr.  Lever.  What  1  wanted  to  bring  out  was  this:  Do  you  regard 
the  parity  between  the  spots  and  futures  as  necessary  to  the  oest 
interests  of  your  hedging  operations  ? 

Mr.  Snyder.  I  willgive  you  an  instance  right  there  and  right  now. 
I  made  this  calculation  yesterday  or  day  before  yesterday.     I  took 

Mr.  Merrill.  To  answer  the  question,  is  it  not  true  that  there  are 
fluctuations  in  the  hedging  basis  as  well  as  in  the  market  prices. 

Mr.  Snyder.  Naturally;  naturally. 

Mr.  Merrill.  It  is  never  a  fixed  parity,  Mr.  Congressman.  It  is 
always  fluctuating,  like  other  commodities,  or  like  the  value  of  the 
goods  in  any  line  of  busmess. 

Mr.  Lever.  Where  this  fluctuation  is  found,  does  it  not  interfere 
with  your  hedging  transactions  and  make  it  dangerous  for  the  hedger  ? 
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Mr.  Merrill.  No,  sir;  I  do  not  think  it  does.  I  shall  be  Teiy 
happy  to  go  into  that  in  detail  later. 

Mr.  Snyder.  I  would  like  to  ans^wer  the  gentleman's  question  in 
another  way.  Our  market  for  spot  com  closed  on  Saturday  at  68^ 
cents.  Our  market  for  May  delivery  com  closed  at  7H  cents.  I 
figure  the  carrying  charge,  including  storage,  insiu'ance,  and  interest 
from  last  Saturday  to  the  first  of  May,  if  1  want  to  carry  the  actual 
grain  at  Baltimore  instead  fii  having  it  run  in  from  the  west.  If  I 
wanted  to  carry  the  actual  grain  in  Baltimore  I  would  have  bought 
spot  com  at  68i  cents,  and  it  would  cost  three  and  nineteen  one- 
hundredths  of  a  cent  per  bushel  to  carry  it  to  the  1st  day  of  May. 
On  thelst  day  of  May  my  certificate  must  nave  fully  three  days  storage 
to  be  deliverable;  otherwise  there  is  a  penalty  of  an  eighth  of  a  cent 
a  bushel  for  the  next  five  days.  You  can  readily  see  how  it  would 
pay  a  firm  doing  a  large  busmesd  having  the  privilege  of  buying  the 
actual  grain,  we  will  say,  in  the  west  for  future  deUvery,  or,  in  case 
of  failure  to  buy  the  actual  grain  to-day,  to  buy  the  future  at  a 
difference,  the  carrying  charge  difference;  because,  Mr.  Chairman  and 

f;entlemen,  he  does  not  have  to  pay  for  that  grain  until  the  bill  of 
ading  is  delivered  to  him  with  the  contract. 

Mr.  Lever.  But  suppose  the  May  option  was  very  much  over- 
valued by  some  system  of  manipulation  on  the  board  or  somewhere 
on  the  exchanges  of  the  country;  would  it  not  make  it  dangerous  for 
the  hedgers  to  c)uy.on  that  ? 

Mr.  Snyder.  No.  sir;  that  is  exactly  why  we  want  to  do  hednog. 
One  of  the  things  tnat  we  want  to  overcome  is  a  less  supplv.  When 
the  supply  is  less  the  market  is  higher,  nine  times  in  ten;  and  when  the 
supply  is  greater  the  market  is  lower.  You  have  not  a  dry-goods 
man  m  the  United  States  who  does  not  speculate.     You  have  not  a 

g'ocer  who  does  not  speculate.  You  have  not  any  department  of  the 
ovemment  of  the  United  States  that  does  not  speculate.  You  have 
not  a  grower,  a  farmer,  who  does  not  speculate.  If  he  holds  his  stuff 
instead  of  putting  it  on  the  market  when  it  is  ready  for  the  market  he 
speculates,  at  one  hundred  cents  on  the  dollar,  if  he  puts  his  grain 
on  the  market,  and  wants  to  speculate  in  a  safer  way,  he  can  get 
ninety-five  cents  on  the  dollar  back,  and  speculate  with  five  cents  on 
the  dollar.  The  farmer,  the  producer,  is  trie  greatest  speculator  this 
country  has  ever  produced. 

The  Chairman.  There  are  no  bills  pending  before  the  committee 
the  purpose  of  which  is  to  attempt  to  put  a  stop  to  such  speculation 
as  you  nave  suggested.  That  is  an  incident  of  the  business  which 
everybody  recognizes.  What  we  are  trying  to  do  is  to  find  some  way, 
if  there  is  a  possible  way,  to  allow  these  legitimate  functions  to  pro- 
ceed, while  putting  an  end  to  the  evils  that  everybody  recognizes 
exist  in  connection  with  these  exchanges. 

Mr.  Snyder.  Then,  Mr.  Chairman  and  gentlemen,  in  endeavoring 
to  do  away  with  what  I  term  rank  speculation  I  would  suggest  most 
respectfully  that  you  be  very  careful  not  to  interfere  with  tne  legiti- 
mate ends  of  the  business.  This  business  has  grown  from  year  to 
year,  and  in  years  has  become  an  immense  business.  At  present  the 
United  States  is  handicapped  in  the  exportation  of  its  grain  by  the 
larger  production  in  Argentina  and  in  Russia.  They  are  offering 
grain  to  the  continent  of  Europe  and  to  the  British  Isles  for  less 
money  than  the  price  at  which  we  can  put  it  over  there  in  any  volume. 
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The  Chaibman.  In  what  products  is  there  a  future  market  in  your 
chamber  of  commerce  ? 

Mr.  Snyder.  Wheat  and  com,  principally. 

The  Chaibhan.  What  grades  of  wheat  are  deUverable  on  your 
contract  ? 

Mr.  Snyder.  Out  contracts  generally  are  No.  2  red.  We  can  de- 
liver No.  1  northern  wheat  from  the  northwest,  or  can  deliver  No.  1 
hard  Kansas  wheat  on  No.  2  red  contracts  when  not  otherwise  stip- 
ulated. But  when  a  contract  is  made  for  No.  2  red — we  will  say 
No.  2  red,  May — No.  2  red  must  in  every  case  be  deUvered.  When 
the  contract  is  made  for  No.  1  northern,  No.  1  northern  must  in 
every  case  be  deUvered.  When  it  is  made  for  No.  1  Kansas  hard, 
No.  1  Kansas  hard  must  in  every  case  be  deUvered.  I  will  read  you 
here,  if  you  will  permit  me 

Mr.  Hawlby.  before  you  do  that,  letme  ask  you  a  question.  In 
reply ,  to  a  Question  put  to  you  by  Mr.  Lever  1  understood  you  to 
sav  that  hedging  depressed  prices. 

Mr.  Snyder.  No,  sir;  I  did  not,  I  said  hedging  was  a  protection 
to  the  merchant,  to  the  buyer,  and  to  the  seller.  You  misunder- 
stood me,  sir. 

Mr.  Lever.  Is  it  any  protection  to  the  grower  of  the  wheat — the 
producer  of  the  wheat? 

Mr.  Snyder.  There  is  the  protection  of  the  price  he  gets  for  it,  sir. 
The  purchaser  of  wheat  can  go  into  any  market  that  deals  in  it  and 
buy  or  sell,  if  he  wants  to. 

Mr.  Lever.  But  he  would  have  to  buy  through  a  member  of  the 
exchange  ? 

Mr.  Snyder.  He  would  have  to  buy  through  a  member  of  the  ex- 
change and  would  have  to  pay  a  legitimate  commission  for  doing  so. 

Mr.  Lever.  That  leads  me  to  ask  you  this  question  before  I  get 
away  from  it.  When  an  outsider  endeavors  to  make  a  -contract 
through  a  member  of  your  exchange  or  board,  do  you  make  any 
iikquiry  as  to  whether  or  *not  he  is  a  rank  speculator,  as  you  desig- 
nate mm,  or  whether  he  is  a  legitimate  dealer  1 

Mr.  Snyder.  I  have  no  means  of  doing  that.  If  I  get  an  order 
from  you  to  buy  or  sell  5,000  or  10,000  bushels  of  May  wheat,  I 
would  not  think  for  a  moment  of  executing  that  order  without 
knowing  you,  unless  I  had  your  margin  in  hand.  A  certain  amount 
of  margm  is  reouired. 

Mr.  Lever,  if  I  sent  you  a  margin  of  $500,  and  you  did  not  know 
anything  about  me,  and  I  gave  you  an  order,  would  you  execute  it 
without  making  any  inquiry  ? 

Mr.  Snyder.  At  the  market;  certainly,  sir;  because  you  would 
want  me  to  buy  it.  I  might  buy  it  from  the  chairman  of  the  com- 
mittee, a  member  of  my  exchange,  and  within  half  an  hour  of  that 
transaction  there  might  be  a  can  for  margin.  I  would  charge  you 
the  usual  commission  for  buying  and  selling.  I  will  say  further  to 
you,  and  for  the  information  of  the  committee,  that  if  your  margin 
was  being  exhausted  I  would  notify  you  that  your  margin  was  bemg 
exhausted  and  that  I  would  require  more  margin,  for  the  simple  rea- 
son that  the  gentleman  from  whom  I  bought  the  wheat  had  already 
ccdled  on  me  for  margin,  or  would  caU,  and  I  would  have  to  have  it  in 
hand  or  close  yoiu:  trade. 
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Tlie  Chairman.  In  your  judgment  what  would  happen  to  the 
exchanges  if  the  margin  system  were  eliminated^  and  if  you  made 
^specific  contracts  as  to  payment  and  the  time  of  payment? 

Mr.  Snyder.  Mr.  Chairman,  if  the  system  of  margins  on  the  differ- 
ent exchanges  was  eliminated,  we  would  go  back  to  tne  time  of  Joseph 
when  he  cornered  the  com  of  Egypt;  and  nobody  has  ever  told  us 
how  it  was  paid  for.     It  would  dnve  the  people  out  of  business. 

The  Chairman.  Would  it  not  take  more  money  to  comer  a  product 
if  you  had  to  pay  the  full  value  of  it  than  it  would  if  you  haa  to  pay 
oidy  a  fraction  of  that  value  ? 

Mr.  Snyder.  If  I  had  $100,000  at  my  command  to-day  I  could 
buy  only  $100,000  worth  of  grain.  Mr.  Reynolds  testified  here,  I 
understand,  last  Saturday,  that  his  concern  bought  before  the  com 
was  ripe  600,000  bushels  of  com,  and  that  they  paid  the  fanner  an 
installment  on  that  com.  He  referred  to  the  fact  of  having  sold  to 
me  and  to  others.  We  make  contracts  with  the  western  dcwaler  who 
makes  a  contract  with  the  western  farmer,  and  I  am  sorry  I  did  not 
bring  over  a  copy  of  our  confirmation.  I  intended  to  bring  it,  and  I 
will  DC  very  glad  to  mail  it  to  you  if  you  would  like  it — the  confirma- 
tion blank.  That  blank  shows  exactly  what  the  transaction  is,  and 
that  com  is  expected  to  be  delivered.  I  would  be  very  glad,  if  the 
committee  cared  to  have  it,  to  send  it. 

The  Chairman.  It  is  the  com  that  is  not  expected  to  be  deUvered 
that  we  are  interested  in. 

Mr.  Snyder.  In  all  cases  delivery  is  contemplated,  even  in  specula- 
tion. 

Mr.  Lever.  But  is  deUvery  expected  ? 

Mr.  Snyder.  It  is  contemplated.  Mr.  Peck  testified  that  when  he 
bought  1 ,000  bushels  of  wheat  overnight  and  hedged  for  Chicago,  he 
did  not  intend  to  send  it  to  Chicago,  but  to  Minneapolis  or  the  south- 
em  mills ;  and  I  corrected  him  at  tne  time,  if  you  remember,  by  saying, 
^^You  hedged  your  original  profit.'*     He  hedged  his  original  profit 

The  Chairman.  In  order  that  the  record  hiay  be  measurably  com- 
plete, I  would  like  to  call  your  attention  to  the  questions  I  asked  in 
regard  to  the  cornering  proposition.  I  understood  you  to  say  that  if 
no  margin  deals  were  permitted  it  would  be  easier  to  comer  a  product 
than  it  is  under  the  present  system.  Will  you  explain  how  it  happens 
that  it  would  be  easier  to  comer  wheat,  lor  instance,  if  you  had  to 
pay  the  full  price  for  every  bushel  you  bought  than  it  is  now  when  you 
can  get  possession  of  it  on  the  payment  or  a  cash  outlay  of  five  cents 
a  bushel  ? 

Mr.  Snyder.  Mr.  Chairman,  if  margins  were  not  required  on  grain 
deals,  any  rapscallion  in  the  country  could  give  orders  to  buy  more 
than  the  country  producer. 

The  Chairman.  But  he  would  have  to  accompany  those  orders  by 
the  full  value  of  the  ^rain. 

Mr.  Snyder.  No.  \  ou  or  I  would  put  up  our  original  margin,  but 
if  anv  rapscallion  could  come  in  and  buy  and  buy  and  keep  on  buying, 
and  he  did  not  have  to  put  up  a  margin,  you  would  not  know  whether 
you  were  afoot  or  on  horseback. 

The  Chairman.  You  quite  misunderstood  my  question,  evidently. 
Wlien  1  inquired  what  would  happen  if  the  margin  system  were  done 
away  with,  I  did  not  mean  that  there  should  be  substituted  for  that 
system  a  practice  of  buying  for  nothing.     I  meant  that  there  should 
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be  substituted  the  practice  of  payings  the  full  cash  value  of  the  product 
you  were  buying  at  the  time  you  bought  it. 

Mr.  SNYDEiR.  If  you  could  do  that  there  would  be  no  comers. 

The  Chairman.  I  thought  you  would  want  to  revise  your  answer 
to  that  question. 

Mr.  Snyder.  A  .man  could  not  control  money  enough  to  do  it. 

The  Chairman.  Of  course  not. 

Mr.  Sntder.  Obliterating  the  rank  speculator  that  I  speak  of,  and 
retaining  the  hedging  privilege  would,  in  my  judgment,  help  the  grain 
business;  it  would  help  the  producer  and  it  would  help  everybody. 

The  Chairman.  Do  you  not  think  it  would  be  an  excellent  thing 
for  the  exchanges  to  try  and  put  their  houses  in  order,  and  to  eliminate 
the  element  that  they  all  adinit  is  an  evil  and  which  does  more  than 
anything  else  to  bring  reproach  upon  their  system  and  to  endanger 
the  whole  system? 

Mr.  Snyder.  Yes;  provided  you  did  not  go  so  far  in  endeavoring 
to  eliminate  that  rank  speculator  as  to  endanger  other  lines  of  the  same 
trade. 

The  Chairman.  Do  you  not  think  it  reasonable  that  gentlemen 
engaged  in  legitimate  ousiness  upon  these  exchanges  should  help 
Congress  and  tneir  legislative  bodies  to  find  the  real  fine  of  demarka- 
tion  rather  than  to  be  standing  up  and  opposing  any  kind  of  legisla- 
tion? 

Mr.  Snyder.  Yes,  sir.     I  think  that  the  only  reason,  or  one  of  the 

freatest  reasons,  why  we  are  opposing  to-day  this  antioption  bill,  is 
ecause  it  started  out  to  cut  too  deep,  to  cut  into  our  privilege  of 
hed^ng.  From  what  I  know  of  it,  it  nas  started  out  to  cut  into  our 
privileges,  and  to  interfere  with  our  doing  business  in  a  legitimate 
way,  unless  we  do  as  the  farmer  does.  And,  Mr.  Chairman  and 
gentlemen,  I  tell  vou  the  present  American  farmer  needs  no  apology, 
and  needs  nobody  to  apologize  for  him  to-day.  He  used  to.  I 
remember  as  a  schoolboy — and  some  of  you  may  remember  the  same 
things — ^when  I  had  to  walk  over  muddy  roads  with  my  little  copper- 
toed  boots,  and  take  my  lunch  to  school  with  me,  as  a  country  school- 
boy; and  there  were  others.  To-day  the  average  farmer's  children 
are  sent  over  to  school  in  an  automobile,  and  some  of  them  are  car- 
ried home  to  lunch  and  taken  back  by  automobile.  We  must  not 
think  that  the  farmer  of  to-day  needs  the  same  treatment  at  the 
hands  of  Congress  that  he  needed  fiftv  years  ago.  He  can  give  us 
cards  and  spades,  all  of  us,  to-day,  and  beat  us.     P^aughter.] 

The  Chairman.  Yet  the  southern  farmers^  the  producers  of  cotton, 
are  practically  unanimous  in  demanding  legislation  along  this  line. 

Mr.  Snyder.  There  is  no  relationship  between  dealing  in  grain  and 
dealing  in  cotton,  sir. 

The  Chairman.  Can  you  differentiate  between  them,  in  a  word  or 
two? 

Mr.  Snyder.  In  the  first  place,  permit  me  to  read  this  for  a  mo- 
ment: 

Sec.  12.  Wheat  sold  for  spot  or  future  delivery — 

This  comes  back  to  your  first  question,  Mr.  Chairman,  and  answers 
it— 

iixiless  otherwise  specified,  shall  be  known  as  contract  wheat.  Upon  such  sales  the 
seller  shall  have  the  ri^ht  to  deliver  No.  2  red  winter  wheat,  or  No.  2  red  winter 
wheat,  western — 
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That  is  wheat  grown  west  of  the  Ohio  River,  and  that  is  qualified 
in  that  grade,  it  is  wheat  that  has  no  garlic  in  it.  In  our  section 
of  the  country  garlic  is  i>emiitted  in  the  grade  of  No.  2  red  wheat: 
and  the  diflFerence  between  the  No.  2  red  winter  and  the  No.  2  rea 
western  is  that  the  No.  2  red  western  is  not  permitted  to  have  any 
garlic-^ 

And  or  No.  1  hard  spring  wheat,  and  or  No.  1  northern  spring  wheat,  Baltimore 
inm>ection,  at  same  price. 

Sbc.  13.  Forma  of  contracts.  Buyer's  contract,  Baltimore  Chamber  of  Commerce. 
No. .  .  Baltimore, ,  19—. 

For  value  received  —  have  this  day  bought  and  agreed  to  receive  from  

bushels  contract  wheat  ,  Baltimore  inspection,  at  cents  per  bu^el, 

deliverable  in  the  elevators  at  seller's  option,  durmg  the  month  of ,  19 — . 

The  seller  has  the  ri^ht  to  deliver  No.  2  red  winter  wheat,  and  or  No.  2  red  winler 
wheat  western,  and  or  No.  1  hard  spring  wheat,  and  or  No.  1  northern  spring  wheat  on 
this  contract  at  same  price. 

Certificates  tendered  on  this  contract  must  have  not  less  than  three  days*  free  storage. 
In  case  of  dispute,  it  is  mutually  agreed  that  the  matter  shall  be  refenred  to  the  aroi- 
tration  of  three  members  of  the  e&tmber — ^two  of  the  arbitratoEs  to  be  respectively 
chosen  by  the  parties  in  dispute,  they  to  select  a  third — and  the  decision  of  a  majority 
of  the  arbitrators  shall  be  final  and  binding.  This  contract  is  to  be  governed  by  Uie 
rules,  regulations,  and  by-laws  of  this  chamber  in  force  at  this  date. 

If  a  margin  or  security  has  been  put  up  by the  decision  of  the  arbitraU^s  riuiQ 

be  made  known  to  the  committee  on  margins,  and  that  committee  shall  sign  an  order 
for  the  release  of  the  margin  or  security. 

Bushels  at .  ' . 

The  seller's  contract  is  just  the  same,  except  the  word  "seller" 
appears  where  here  it  is  the  word  ''bujrer." 

Mr.  McDermott.  Would  that  committee's  decision  be  final  ? 

Mr.  Sntdbr.  Yes,  sir.  There  is  one  thing  more,  Mr.  Chairman  and 
gentlemen*  I  want  to  call  your  attention  to  }ust  one  thing  more  in 
this  book,  at  page  67 : 

MARGIN  BAKKS. 

The  foUowine  city  banks  have  been  designated  as  margin  banks,  viz:  First  National 
Bank,  17  Soutn  street;  Farmers  and  Merchants*  National  Bank,  comer  South  and 
Lombard  streets;  Citizens'  National  Bank,  Pratt  and  Hanover  streets;  Nati<»ial  Unien 
Bank  of  Maryland,  3  and  5  East  Fayette  street;  National  Marine  Bank,  Gay  and  Water 
streets;  National  Bank  of  Commerce,  26  South  street;  Merchants'  National  Bank, 
South  and  Water  streets;  National  Mechanics'  Bank,  South  and  German  streets; 
Commercial  and  Farmers'  National  Bank,  Howard  and  German  streets. 

You  will  notice,  sir,  that  every  one  of  these  banks  designated  as 
margin  banks,  where  margins  must  be  put  up  between  tne  buyer 
and  the  seller,  in  the  case  of  our  exchange,  are  national  banks. 
Thev  are  national  banks.    There  is  not  a  single  state  bank  or  city  bank. 

The  Chairman.  What  difference  does  it  make  what  kind  of  a  bank 
the  margin  is  put  u|5  in  ? 

Mr.  Snxder.  These  banks  are  ail  governed  by  Congress,  by  the 
Senate  and  the  House.  They  are  governed  by  the  Imited  States. 
The  state  banks  are  governed,  as  I  understand,  by  the  state  laws  when 
the  laws  do  not  conflict  with  the  Constitution  of  the  United  States; 
but  these  are  banks  that  are  chartered  by  the  Government,  showing 
that  they  are  strong.  The  banks  are  strong  to  the  extent  of  their 
deposits,  so  that  the  man  who  puts  up  a  margin  will  not  lose  the 
margin  because  of  putting  it  in  a  weak  vessel. 

The  CHAraMAN.  You  think  that  the  chamber  of  commerce  is  very 
much  to  be  commended  then  for 

Mr.  Snyder.  For  putting  every  safeguard  aroimd  every  trade  that 
comes  before  its  members. 
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The  Chairman  (continuing).  For  taking  care  of  the  money  that  is 
put  in  it. 

Mr.  Sntber.  Yes,  sir. 

Mr.  Cocks.  There  is  a  way  for  the  money  to  get  out,  though,  and 
for  the  fellow  to  lose  his  money,  even  if  the  Ibank  does  not  break. 

Mr.  Snyder.  But  the  money  can  not  get  out.  When  the  trade  is 
cleaned  up  both  the  buyer  and  the  seller  must  release  the  bank. 

Mr.  Co»€K8.  Do  you  not  believe  if  the  margin  proposition  were 
eliminated,  so  far  as  outside  people  are  concerned,  that  it  would 
greatly  reduce  speculation  ? 

Mr.  Snyder.-  Certainly,  sir.  If  the  gentleman  on  my  left,  with  all 
due  respect,  sent  an  order  to  me,  I  would  not  fill  the  the  order  unless 
the  mamn  accompanied  it. 

Mr.  (x>CKS.  If  a  check  accompanied  the  order  it  would  be  exe- 
cuted  

Mr.  Snyder.  Yes. 

Mr.  Cocks  (continuing).  As  long  as  the  margin  is  up.  Would  it 
not  be  possible  for  the  exchange  to  adopt  some  role  to  prevent  that 
kind  of  Dusiness  ? 

Mr.  Snyder.  From  outside  people  ? 

Mr.  Cocks.  Yes. 

Mr.  Snyder.  You  may,  Mr.  Cocks,  want  to  buy  as  a  miller.  You 
may  want  to  biiy  10,000 

Mr.  Cocks.  No. 

Mr.  Snyder.  The  supply  bein^  exhausted  in  your  neighborhood, 
you  may  want  to  buy  on  the  mancet. 

Mr.  Cocks.  No;  .if  you  want  to  take  me,  do  not  take  me  as  a  miller. 
Take  me  as  pne  of  these  rapscallions  who  comes  along  the  street  with 
more  money  than  brains. 

Mr.  Snyder.  I  can  not  do  that  in  this  case.  I  must  put  you  down 
as  an  honest  miller  [laughter].    The  supply  of  m*ain 

Mr.  Hawley.  The  presumption  is  that  everybody  who  applies  to  a 
member  of  your  chamber  of  commerce  to  buy  or  to  sell  is  nonest  ? 

Mr.  Snyder.  Naturally — even  Mr.  Cocks,  ^e  would  look  upon 
him  in  that  w^  [laughter].     Now.  all  joking  aside,  gentlemen 

Mr.  Cocks.  My  pomt  is  this:  Tnat  if  your  grain  people,  the  mem- 
bers of  your  chamber  of  commerce,  or  the  members  of  the  various 
grain  exchanges,  ceased  taking  orders  from  outsiders  on  margin,  that 
would  eliminate  a  whole  lot  of  speculation.  I  do  not  know  that  a  law 
could  reach  it,  but  the  rules  of  the  exchange  might  reach  it  in  some 
way.  For  instance,  this  letter  I  have  here  in  my  hand  solicits 
business. 

Mr.  Snyder.  Yes. 

Mr.  Cocks.  But  never  mind  whether  it  solicits  or  not.  Some  fel- 
low comes  along,  and  you  know  that  he  is  not  a  miller,  that  he  is  not  a 
fanner,  and  that  he  is  not  in  any  way  connected  witn  it.  He  would 
speculate  in  anything. 

Mr.  Snyder.  Yes,  sir. 

Mr.  Cocks.  Is  there  not  some  way  in  which  that  fellow  could  be 
gotten  out? 

Mr.  Snyder.  I  presume  he  could  be  gotten  out,  provided  it  did  not 
go  so  far  as  to  interfere  with  other  people. 

Mr.  Cocks.  That  is  just  the  point  exactly  that  we  are  after. 

The  Chairman.  Suppose  it  comes  to  a  question  of  either  eliminat- 
ing that  fellow  or  eliminating  your  exchange  ? 
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Mr.  Snyder.  Then  eliminate  that  fellow  and  let  us  go  on  with  our 
business. 

The  Chairman.  Do  you  not  think  you  could  find  some  way  to 
doit? 

Mr.  Snyder.  I  have  no  doubt,  Mr.  Chairman^  that  it  could  be 
done;  but  it  would  require  very,  very  careful  thought  and  considera- 
tion. 

Mr.  Hawley.  Have  you  ever  appointed  a  committee  to  take  up 
that  question  ? 

Mr.  Snyder.  We  have  not,  because  speculation  is  the  least  feature 
in  pur  market. 

The  Chairman.  Speculation  could  be  eliminated  in  your  market 
without  interfering  with  the  legitimate  business  ? 

Mr.  Snyder.  Without  seriously  interfering  with  the  legitimate 
business.  You  gentlemen  may  not  know  it,  but  Baltimore  is  the 
largest  exporter  of  com  in  the  United  States  to-day.  We  briiig  more 
com  from  the  West  than  anjr  market.  We  export  more  com  ^wn 
in  the  West  than  anv  market  in  the  United  States,  and,  Mr.  Chairman 
and  gentlemen,  we  do  it  all  the  year  round  when  we  can  get  hold  of  it 
The  Gulf  only  does  it  at  certain  periods,  because  the  germinating 
season  comes  on  earUer,  and  thev  have  to  puU  out.  The  com  will  not 
keep  when  shipped  through  Gulf  ports. 

The  Chairman.  Do  you  think  the  rank  speculation  in  your 
chamber  of  commerce  has  any  influence  on  the  legitimate  trade! 

Mr.  Snyder.  No,  sir. 

The  Chairman.  Are  there  any  further  questions? 

Mr.  Lever.  To  eliminate  the  rank  speculator  would  not  interfere 
with  the  export  business  of  the  country,  would  it  ? 

Mr.  Snyder.  To  eliminate  the  maker  of  comers,  the  rank  specu- 
lator, would  not  interfere  with  it.  If  the  rank  speculator  could  be 
eliminated,  I,  as  a  receiver  and  exporter  of  grain,  as  a  dealer  with 
the  shipper  of  the  West,  and  as  a  seller  to  the  foreign  buyer,  would  be 
very  glad  to  see  him  eliminated. 

Mr.  Haugen.  Have  you  any  suggestion  to  offer  as  to  how  to  elimi- 
nate him? 

Mr.  Snyder.  I  would  not  like  to  undertake  to  do  that. 

Mr.  Haugen.  Undoubtedly  you  have  given  this  matter  cx>nsid- 
eration. 

Mr.  Snyder.  I  considered  that  I  was  coming  before  a  committee 
that  I  was  very  much  afraid  I  would  be  afraid  of.     [Laughter.] 

Mr.  Hawley.  If  you  have  any  suggestion  to  make  we  would  like 
to  have  it. 

Mr.  Snyder.  I  have  no  suggestion  to  make  right  offhand. 

The  Chairman.  He  has  repeatedly  said  that  he  had  not  any 
suggestion  to  make. 

Mr.  Beall.  I  understand  that  your  exchange  has  been  in  existence 
for  54  years  ? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Beall.  For  what  portion  of  that  time  has  future  trading  been 
permitted. 

Mr.  Snyder.  I  do  not  know  that  I  could  give  you  the  exact  year. 
I  should  say  since  I  have  been  a  member  of  the  exchange — about 
thirty  years.  There  has  been  future  trading  in  that  exchange  during 
my  membership. 
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Mr.  Bball.  Do  you  know  whether,  during  the  early  years  of  your 
exchai^e's  history,  dealing  in  futures  was  or  was  not  permitted  ? 

Mr.  Snyder.  I  could  not  tell  you,  before  I  became  a  member.  I 
can  say  one  thing  to  you,  gentlemen.  Before  the  time  of  the  elevators, 
the  cars  were  brought  in  from  the  country  on  the  street  tracks  and 
bags  of  wheat,  com,  and  rye  were  carried  up  ladders  on  the  backs  of 
niffgers  and  stored  in  the  warehouse. 

Mr.  Beall.  I  understand  that  on  your  contracts  four  grades  of 
grain  are  deliverable  where  no  particular  grade  is  specified. 

Mr.  Snyder.  No. 

Mr.  Beall.  Four  classes  of  grain  ? 

Mr.  Snyder.  No;  the  oarticular  grade  must  be  specified.  I  have 
explained  that  you  say  '*May  wheat." 

Mr.  Beall.   iou  say  ''May  wheat.''     You  do  not  say  No.  1  hard? 

Mr.  Snyder.  No,  sir. 

Mr.  Beall.  Or  No.  2  ? 

Mr.  Snyder.  No,  sir. 

Mr.  Beall.  You  say  '*May  wheat?'' 

Mr.  Snyder.  Yes,  sir. 

Mr.  Beall.  Under  that  sort  of  a  contract  the  dealer  can  deliver 
either  one  of  the  four  kinds  ? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Beall.  Can  he  deliver  some  of  each  kind  ? 

Mr.  Snyder.  Oh,  yes ;  he  can. 

Mr.  Beall.  He  can  deliver  all  of  any  one  grade,  or  he  can  deliver 
part  of  each  of  the  four  grades  ? 

Mr.  Snyder.  Yes,  sir;  he  can  do  that. 

Mr.  Beall.  Can  he  deliver  any  other  kind  of  wheat  ? 

Mr.  Snyder.  No,  sir. 

Mr.  Beall.  Is  there  any  sort  of  penalty  attached  to  it  ? 

Mr.  Snyder.  No,  sir;  unless  by  a  mutual  aOTcement. 

Mr.  Beall.  He  can  deliver  one  of  the  four  kinds  ? 

Mr.  Snyder.  Yes,  sir.  Further,  it  says  here  '*  Wheat  sold  for  spot 
for  future  delivery  unless  otherwise  specified."  As  I  tried  to  explain, 
when  I  sell  you  No.  2  red  wheat,  that  is  otherwise  specified  '*May 
delivery,"  I  must  deUver  you  No.  ^reli.  I  tried  to  explain  that 
to  you  a  few  minutes  ago. 

Mr.  Beall.  Suppose  under  one  of  theim  contracts  the  seller  tenders 
wheat  that  does  not  come  within  any  or  these  grades,  is  there  any 
way  by  which  that  can  be  forced  on  the  buyer  ? 

Mr.  Snyder.  '*In  case  of  dispute,  it  is  mutually  agreed  that  the 
matter  shall  be  referred  to  the  arbitration  of  three  members  of  the 
chamber — two  of  the  arbitrators  to  be  respectively  chosen  by  the 
parties  in  dispute,  they  to  select  a  third — and  the  decision  of  a  major- 
ity of  the  arbitrators  shall  be  final  and  binding." 

Mr.  Merrill.  Mr.  Snyder,  I  beg  your  pardon;  but  Mr.  Beall,  I 
think,  wants  to  know  if  No.  3  or  No.  4  wheat  could  be  delivered  on 
that  contract. 

Mr.  Snyder.  It  could  not. 

Mr.  Beall.  If  those  arbitrators  decide  that  it  is  not  one  of  these 
four  grades,  can  that  wheat  be  forced  upon  the  buyer  at  all  ? 

Mr.  Snyder.  There  is  no  difference  whatever.  It  can  not  be  forced 
upon  the  buyer.  Y6u  must  deliver  on  your  contract  one  of  the 
four  grades. 
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Mr.  Beall.  How  is  that  wheat  then  disposed  of  in  your  market ! 
Suppose  it  comes  below  any  one  of  these  four  grades  ? 

Mr.  Snyder.  It  is  disposed  of  on  its  merit. 

Mr.  Beall.  Bv  sample? 

Mr.  Snyder.  No;  I  can  sell  No.  3  or  No.  4.  The  grades  are  aei 
forth  in  this  book  as  to  what  shall  constitute  No.  1,  No.  2,  No.  3,  or 
No.  4. 

Mr.  Beall.  Under  that  contract,  then,  if  they  specify  that  No.  3 
can  be  delivered 

Mr.  Snyder.  Then  No.  3  may  be  deUvered. 

Mr.  Beall.  It  may  be. 

Mr.  Snyder.  Yes;  but  you  can  not  force  the  buyer  to  take  it- 
Mr.  Beall.  You  are  in  the  grain  business.    John  Smi^h,  down 
here  at  Richmond,  sends  you  $500  with  directions  to  buy  for  him  a 
certain  number  of  bushels  of  wheat,  Baltimore  contract. 

Mr.  Snyder.  Pardon  me:  for  a  certain  month? 

Mr.  Beall.  Yes.  Usually  his  margin  is  5  cents  a  bushel.  That 
would  be  10,000  bushels,  with  $500  as  a  margin. 

Mr.  Snyder.  Yes,  sir. 

Mr.  Beall.  You  would  sell  that  wheat  for  him 

Mr.  Snyder.  I  would  buy  it  for  him,  if  he  sent  me  an  order  to 
buy  it  for  him. 

Mr.  Beall    Well,  he  sends  you  an  order  to  sell  it. 

Mr.  Snyder.  Then  I  would  sell  it  for  him. 

Mr.  Beall.  You  do  not  know  John  Smith? 

Mr.  Snyder.  Not  at  all. 

Mr.  Beali,,  You  say^  though,  that  under  the  contract  you  would 
make  for  him  that  delivery  was  contemplated,  and  you  would  sell 
10,000  bushels  to  somebody  else,  and  you  would  notify  John  Smith 
that  you  had  sold  it. 

Mr.  Snyder.  Yes,  sir. 

Mr.  Beall.  John  Smith  woujd  know  to  whom  you  had  sold  it  ? 

Mr.  Snyder.  Yes,  sir.  -       , 

^M^.  Beall.  And  the  party  to  whom  you  sold  it  would  know  from 
whom  he 'bought  it  ?  ^^  * 

Mr.  Snyder.  Not  necessi(rilx- 

Mr.  Beall.  Well,  would  that  transaction  end  your  connection  with 
the  matter  ?  Jj^ 

Mr.  Snyder.  Not  unmOfis  closed;  not  until  the  wheat  is  bought 
back  or  delivered  to  th^uyer. 

Mr.  Beall.  Now,  Bill  Jones,  from  down  in  Alabama,  sends  you  an 
order  to  buy  for  him  10,000  bushels  of  wheat,  and  sends  you  $500. 
You  would  buy  it,  would  you? 

Mr.  Snyder.  Yes,  sir;  if  I  knew  BiU  Jones. 

Mr.  Beall.  That  is  the  point  I  was  getting  at.  In  the  one  case, 
John  Smith  sends  you  an  order,  accompanied  by  $500,  to  sell. 

Mr.  Snyder.  And  I  know  John  Smith. 

Mr.  Beall.  No,  you  do  not  know  him. 

Mr.  Snyder.  I  would  not  deal  for  him  if  I  did  not. 

Mr.  Beall.  You  would  not  sell  it. 

Mr.  Snyder.  No,  sir. 

Mr.  Beall.  If  he  sent  you  the  $500  ? 

Mr.  Snyder.  I  would  have  to  know  that  his  check  was  good. 

Mr.  Beall.  Suppose  he  sent  you  New  York  Exchange  ? 
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Mr.  Sntdbb.  Then  I  would  deal  for  him. 

Mr.  Beall.  You  would  want  to  know,  of  course,  whether  his 
check  was  good  only  so  far  as  the  $500  was  concerned.  If  he  sent 
Vou  $500  in  money,  you  would  sell  the  10,000  bushels  of  wheat  for 

Mr.  Snyder.  Necessarily. 

Mr.  Beall.  You  would  not  make  any  inquiries  as  to  whether  John 
Smith  had  any  wheat  or  not  ? 

Mr.  Snyder.  No,  sir;  it  would  be  none  of  my  business. 

Mr.  Beall.  None  of  your  business  ? 

Mr.  Snyder.  Not  a  bit. 

Mr.  Beall.  And  you  would  not  make  any  inquiries  to  find  out 
whether  it  was  within  his  power  to  deliver  that  10,000  bushels  of 
wheat? 

Mr.  Snyder.  No,  sir. 

Mr.  Beall.  Is  that  the  system  that  prevails  on  the  Baltimore 
Exchange  ? 

Mr.  Snyder.  No,  sir;  that  is  not  the  system  that  prevails.  John 
Smith  sends  me  a  check  for  $500  to  sell  10,000  bushels  of  wheat.  I 
sell  it  for  him,  for  May  wheat ;  and  if  he  wants  to  buy  that  wheat  in 
before  the  month  of  May,  I  charge  him  a  quarter  of  a  cent  a  bushel  for 
the  transaction. 

Mr.  Beall.  Well 

Mr.  Snyder.  I  am  trying  to  get  it  the  way  you  want  it.    I  charge  a 

Quarter  of  a  cent  a  bushel  for  the  transaction.  If,  on  the  other  hand, 
ohn  Smith  sees  proper  to  ship  that  wheat  and  fill  his  contract,  he  pays 
the  excess  commission. 

Mr.  Beall.  He  may  not  have  any  wheat. 

Mr.  Snyder.  Then  he  makes  an  option  deal  of  it. 

Mr.  Beall.  You  would  execute^  on  New  York  Exchange? 

Mr.  Snyder.  I  would.  M  . 

Mr.  Beall.  Without  any  inqui^as  tomfcether  he  could,  if  deUvery 
was  demanded,  deliver  10,000  Dushels  to  this  other  man  that  bought 
the  10,000  bushels,  you  would  execute  that  order? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Beall.  Without  any  inquiry  as  to  whether  or  not  the  other 
man  would  be  able  to  pay  for  that  quaitti|f  of  wheat,  if  deUvery  was 
tendered  to  him  ?  .    .       '.* 

Mr.  Snyder.  Yes,  sir.  If  his  margin  is  being  exhausted — and  that 
is  one  thing  that  you  gentlemen  seem  to  lose  sight  of — I  have  at  any 
time  the  privilege  of  calling  for  additional  margin. 

The  Chairman.  Suppose  he  does  not  respond  \ 

Mr.  Snyder.  Then  1  nave  the  privilege  of  seUing  him  out,  and  send- 
ing him  any  profit  that  may  nave  accrued,  or  charging  any  loss 
that  minr  have  resulted. 

Mr.  Raugen.  You  do  that  to  protect  yourself  ? 

Mr.  Snyder.  I  do  that  to  protect  myself.     Our  rules  cover  it. 

Mr.  Beall.  So  far  as  you  know,  does  that  same  method  of  dealing 
apply  to  the  other  exchanges  of  the  country  ? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Beall.  But  where  an  order  is  accompanied  by  cash  the  order 
is  executed  ? 

Mr.  Snyder.  We  are  in  business  for  that  purpose. 
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Mr.  Beall.  Without  any  inquiry  as  to  the  ability  of  the  man  to 
complete  that  contract  if  the  necessity  should  arise  for  it  ? 

Mr.  Snyder.  Yes,  sir;  the  other  exchanges  do  the  same  thin^. 

Mr.  Beall.  Are  you  not  engaging  in  speculation  pure  and  simple 
when  you  execute  that  sort  of  an  order  ? 

Mr.  Snyder.  Not  at  all,  sir. 

Mr.  Beall.  You  would  not  inquire 

Mr.  Snyder.  I  am  filling  a  legitimate  order. 

Mr.  Beall.  Do  you  can  that  a  legitimate  business  upon  an  ex- 
change, when  you  will  sell  for  a  man  10,000  bushels  of  wheat  without 
the  slightest  knowledge  as  to  whether  or  not  he  is  able  to  deUver  it, 
or  without  any  thought  as  to  whether  or  not  he  expects  to  ddUiver  it? 

Mr.  Snyder.  I  will  answer  your  question  by  saying  this:  Suppose 
you  want  to  buy  an  automobile,  ana  you  go  into  an  automobile  puace 
of  business.  You  are  a  perfect  stranger,  and  they  ask  $3,000  for  the 
automobile.  You  want  it  to-day,  or  next  week,  and  you  put  down 
the  money  or  give  a  certified  check 

Mr.  Beall.  I  would  have  to  put  down  the  money  for  the  value  of 
the  automobile. 

Mr.  Snyder.  Of  course,  if  you  are  going  to  take  it  right  away — of 
course  you  would. 

Mr.  Beall.  Do  you  know  of  an  automobile  dealer  that  would  per- 
mit me,  without  any  inquiry  as  to  my  responsibiUty,  to  put  up  about 
5  per  cent 

Mr.  Snyder.  Yes;  5  per  cent. 

Mr.  Beall.  Of  its  value  ? 

Mr.  Snyder.  And  I  will  takfe  your  order  right  now. 

Mr.  Beall.  And  take  the  automobile  away  ? 

Mr.  Snyder.  I  will  take  your  order  right  now,  and  deliver  the 
automobile  to  you  in  May,  and  then  you  pay  me  the  difference.  I 
will  take  your  order  and  place  it4|ith  an  automobile  man — and  I  am 
not  in  the  automobile  bujiliess.      i 

Mr.  Beall.  But  the  automobile  would  never  be  deUvered  until  the 
balance  of  the  money  was  paid. 

Mr.  Snyder.  Of  course  not.     Neither  would  the  wheat  be. 

Mr.  Beall.  That  is  the  very  point.  In  that  sort  of  trade  you  have 
no  assurance  that  any  (^|Jivery  is  contemplated  or  that  tne  party 
who  buys  the  wheat  is  capable  of  having  delivery  made  to  him,  and 
yet  you  call  it  a  bona  fide  transaction. 

Mr.  Snyder.  I  will  give  you  an  instance  right  here.  I  bought  from 
the  Armour  Grain  Company  25,000  bushels  of  com.  I  bought  it  as 
a  hedge  against  three  loads  of  com  that  I  sold  for  a  certain  shipment. 
The  Baltimore  market  got  away  from  me  overnight,  and  as  soon  as 
the  market  opened  I  wired  to  the  Armour  Grain  Company,  Cbicaeo: 
"Buy  twenty-five  December  com."  They  bought  the  twenty-five 
December  com,  and  the  market  went  against  me.  This  is  an  actual 
demonstration,  gentlemen.  The  market  went  against  me.  I  took 
the  deUvery  of  the  com  in  Chicago.  The  market  went  down.  In  the 
meantime  1  bought  my  com  in  Baltimore  and  shipped  it  to  Europe. 
I  took  deUvery  oy  Armour.  They  sent  in  the  papers — and  if  you 
want  them  I  will  send  them  to  you — giving  the  names  of  the  parties, 
with  the  deUvery  date,  and  I  sold  it  out  as  cash  com.  There  is  the 
other  side  of  the  transaction.     I  sold  out  the  cash  com  in  Chicago 
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and  made  money  on  it.  If  I  had  closed  my  option  I  would  have  lost 
on  it. 

Mr.  Beall.  The  onlv  thing  I  want  to  be  clear  on  is  as  to  whether 
you  would  sell  10,000  bushels  of  grain  withoujb  any  knowledge  of  the 
responsibility  of  the  man  for  whom  you  sell  it. 

Mr.  Snyder.  If  he  sends  me  New  York  Exchange 

Mr.  Beall.  For  the  margin  and  all  ? 

Mr.  Snyder.  No,  sir;  for  the  commission  I  get  out  of  it;  not  the 
margin.     The  margin  protects  me. 

Mr.  Beall.  I  understood  that  if  a  man  sent  you  $500,  which 
is  5  cents  a  bushel  on  10,000  bushels  of  grain,  with  ciirections  to  yoy 
to  sell  10,000  bushels  of  grain  for  him,  you  would  do  it? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Beall.  And  you  would  make  no  inquiries  as  to  the  financial 
responsibiUty  of  the  man  1 

Mr.  Snyder.  None  whatever. 

Mr.  Beall.  Or  whether  he  had  any  wheat  or  not,  or  whether  there 
was  any  prospect  of  him  having  any  wheat,  or  whether  he  expected 
to  deUver  any  wheat  or  not  ? 

Mr.  Snyder.  Well,  now,  this  question  arises  there:  I  might  write 
to  Mr.  Smith,  in  confirming  this  transaction  for  him,  and  fiSk,  "Is  it 
your  intention  to  ship  this  wheat,  or  to  make  an  option  trade  of  it?" 
That  is  often  done. 

Mr.  Beall.  Suppose  he  said  he  wanted  to  make  an  option  trade  ? 

Mr.  Snyder.  Tnen  I  would  know  exactlv  how  to  protect  myself. 

The  Chairman.  The  only  significance  of  that  word  "option,"  as 
you  use  it  here,  Mr.  Snyder,  is  that  it  is  within  the  option  oi  the  seller 
to  deliver  the  grain  on  any  day  of  the  month  specified  that  he  may 
choose.     There  is  no  .option  about  his  delivery.     He  must  deUver  it  ? 

Mr.  Snyder.  He  must  deliver,  or  pay  for  it. 

Mr.  Hawley.  The  option  attaches  as  to  the  day  of  the  month. 

Mr.  Beall.  Let  us  stick  to  this  case  of  John  Smith  from  Richmond. 
If  he  sends  you  $500  with  the  direction  to  sell  10,000  bushels  of 
wheat  for  him,  you  will  sell  that  ? 

Mr.  Snyder  •  Yes,  sir. 

Mr.  Beall.  Or,  if  he  sends  $500  with  directions  to  buy  10,000  bush- 
els of  wheat  for  him,  you  will  buy  ? 

Mr.  Snyder.  Yes,  sir;  I  will  do  it  as  quickly  as  I  possibly  can. 

Mr.  Beall.  Without 

Mr.  Snyder.  It  makes  no  difference  whether  he  is  from  Richmond 
or  from  Alabama. 

Mr.  Beall.  Without  knowing  whether  he  is  able  to  deliver  the 
wheat  or  capable  of  receiving  it  ? 

Mr.  Snyder.  It  makes  no  difference  where  he  is  from — Kansas  or 
Washington  or  anywhere  else. 

Mr.  Beall.  Of  course. 

Mr.  Snyder.  If  he  was  from  Alabama  the  chances  are  the  order 
would  be  for  cotton,  and  I  would  know  nothing  about  it. 

Mr.  Beall.  It  makes  no  difference  where  he  lives.  The  system  is 
what  I  am  talking  about. 

Mr.  Snyder.  I  would  fill  that  order  if  it  was  possible  to  fill  it. 

Mr.  Merrill.  To  follow  the  line  of  the  Congressman's  inquiry,  is  it 
not  true  that  in  buying  that  wheat  on  the  order  so  outlined  you  fully 
expect  to  receive  the  wheat  on  that  purchase  ? 
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Mr.  Sntdeb.  No;  not  until  I  know.  I  must  say  not  untfl  I  know 
the  John  Smith  he  refers  to. 

Mr.  Mebbilx.  No;  I  beg  your  pardon.  Not  that  you  expect  to 
receive  the  wheat  from  Jomi  Smith,  but  you  expect  to  receive  it  from 
the  man  you  buy  it  of  for  him. 

Mr.  Snydeb.  The  chances  are  that  I  may  take  the  wheat  in  and 
close  up  his  trade,  and  not  have  to  put  up  money 

Mr.  Mebbill.  No;  but  suppose  vou  only  had  the  one  trade  on 
your  book,  John  Smith's  trade,  and  you  bought  the  10,000  bushels 
m  the  open  market  for  him,  and  later  on  he  ordered  you  to  sell  that 
out.  Is  it  not  true  that  the  wheat  would  be  delivered  to  you,  and  by 
you  delivered  out,  on  the  bujdng  sale  for  his  account  ? 

Mr.  Snydeb.  It  is  done  every  day  in  the  year. 

Mr.  Mebbill.  And  the  delivery  is  absolute,  and  is  intended  in  every 
instance  ? 

Mr.  Snydeb.  It  is  done  every  day  in  the  year.  I  will  tell  you  that 
this  is  done  too.  When  that  wheat  is  delivered,  I  will  deal  for  him 
imder  our  rules,  for  a  quarter  of  a  cent  a  bushel,  just  the  same  as  if 
he  had  shipped  me  10,000  bushels  of  wheat.  He  pays  the  same  com- 
mission for  nandling  it. 

Mr.  Beall.  You  get  the  commission,  coming  and  going  ? 

Mr.  Snydeb.  Yes,  sir;  everything. 

Mr.  Beall.  Suppose  he  does  not  put  up  any  more  than  $500  ? 

Mr.  Snydeb.  if  the  margin  is  being  exnausted,  I  close  him  out. 

Mr.  Beall.  You  sell  him  out  ? 

Mr.  Snydeb.  I  buy  him  in. 

Mr.  Beall.  You  buy  him  in  of  somebody  else  ? 

Mr.  Snydeb.  Yes,  sir. 

Mr.  Beall.  Suppose  you  buy  him  in  for  Bill  Johnson 

Mr.  Mebbill.  You  do  not  mean  that  you  buy  in  wheat  intended 
for  the  accoimt  of  John  Smith,  for  the  accoimt  of  somebody  else  ? 

Mr,  Snydeb.  I  buy  in  wheat  that  I  haVe  sold  for  him  from  whoever 
I  please. 

Mr.  Mebbill.  From  somebody  else.     Not  for  somebody  eke. 

Mr.  Snydeb.  From  somebody  else. 

Mr.  Beall.  Suppose  you  buy  from  Bill  Johnson,  of  Indiana. 

Mr.  Snydeb.  No,  sir;  I  beg  your  pardon.  I  buy  it  on  the  floor  of 
the  exchange. 

Mr.  Beall.  Well,  you  buy  it  from  some  broker  who  is  selling  it  for 
somebody  else. 

Mr.  Snydeb.  Yes,  sir. 

Mr.  Beall.  Suppose  he  is  selling  it  for  Bill  Johnson  over  in  Indiana. 
Bill  has  sent  in  $500  with  directions  to  sell  for  him  10,000  bushels  of 
grain. 

Mr.  Snydeb.  Yes. 

Mr.  Beall.  He  sells  the  10,000  bushels  of  grain  that  you  buy. 

Mr.  Snydeb.  Yes,  sir. 

Mr.  Beall.  He  has  made  no  inquiry  as  to  whether  or  not  BID 
Johnson  expects  to  deUver  any  grain.  In  all  those  transactions  can 
you  see  any  actual  deUvery  of  the  wheat  ? 

Mr.  Snydeb.  The  wheat  has  to  be  in  the  country  before  it  can  be 
traded  in. 

Mr.  Beall.  Do  you  not 

The  Chaibman.  Pardon  me.    You  do  not  mean  that,  do  you  t 
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Mr.  Snyder.  I  do  mean  it,  sir. 

The  Chairman.  Do  you  mean  to  say  to  this  committee  that  no 
more  wheat  is  traded  in  than  there  is  in  the  country  ? 

Mr.  Snyder.  Oh,  no ;  I  do  not  mean  that. 

The  Chairman.  I  thought  you  did  not  mean  what  you  said. 

Mr.  Snyder.  But  you  seem  to  lose  sight  of  the  fact  that  a  million 
bushels  of  wheat  may  be  traded  in  where  there  are  only  half  a  million 
bushels  of  stock  in  sight. 

The  Chairman.  We  understand  that  perfectly. 

Mr.  Snyder.  It  was  testified  to  the  other  day — I  think  the  gen- 
tleman from  South  Carolina  asked  the  question — that  hogs  had  been 
sold  at  $9.80,  which  was  the  highest  price  in  forty  years,  and  the  gen- 
tleman from  South  Carolina  suggested  that  that  was  because  the 
farms  were  depleted.  If  you  wifi  permit  me  to  sajr  it,  the  farmer  in 
the  United  States  is  not  fool  enough  to  give  away  his  basis  of  supply 
because  there  is  a  little  advance  in  the  market.  Thousands  of  boars 
are  kept  on  the  farm.  They  are  not  sold  off.  The  pigs  are  there, 
and  they'  are  growing  into  money.    It  is  the  basis  of  supply. 

The  Chairman.  I  did  not  mean  to  divert  you.  I  merely  wished 
to  call  your  attention  to  a  statement  that  I  was  sur^  you  did  not  want 
to  stand  in  the  record. 

Mr.  Snyder.  I  think  there  is  almost  as  much  grain  on  the  farms  of 
the  countrv  to-day — within  50  per  cent,  on  the  farms  to-day — as  was 
raised.  Tne  man  who  did  not  ship  his  grain  early  is  the  man  who  is 
getting  the  highprice.  The  man  who  did  ship  his  grain  early  got  his 
money  for  it.    He  was  willing  to  do  it  as  a  matter  of  barter  and  sale. 

The  Chairman.  I  did  not  mean  to  divert  you. 

Mr.  Snyder.  To  answer  your  question,  I  will  say,  yes,  sir. 

Mr.  Beall.  John  Smith  sends  down  an  order,  accompanied  by 
$500,  to  buy  him  10,000  bushels  of  grain.  Bill  Johnson,  over  in 
Indiana,  sends  to  some  other  person  an  order  to  sell  for  him  10,000 
bushels  of  grain,  and  he  sends  $500.  You  buy  for  Smith  from  the 
broker  who  represents  Bill  Johnson  10,000  bushels  of  grain.  The 
broker  who  represents  Johnson  sells  to  you  10,000  bushels  of  grain 
for  deUvery  by  Johnson. 

Mr.  Snyder.  No  :  not  at  all. 

Mr.  Beall.  Both  Smith  and  Johnson  are  using  the  Baltimore 
Exchange,  and  with  no  expectation  of  delivering  that  grain  on  the 
one  hand  or  of  receiving  it  on  the  other.  Is  not  that  a  gambling 
transaction  pure  and  simple  ? 

Mr.  Snyder.  I  think  not,  sir.  In  the  first  nlace,  I  do  not  know 
Smith  and  I  do  not  know  Jones — ^yes,  I  know  Smith. 

Mr.  Beall.  That  is  the  very  point  I  am  getting  at. 

Mr.  Snyder.  I  know  Smith  because  he  sends  me  the  order  to  sell 
for  him  10,000  bushels  of  grain.  I  do  not  know  there  is  a  Jones  in  the 
transaction.  I  make  the  returns  to  Smith.  I  have  nothing  to  do  with 
Jones. 

Mr.  Beall.  As  long  as  you  get  your  commission,  you  are  indifferent 
whether  this  man  over  here  expects  to  deliver  10,000  bushels  of  grain, 
or  whether  that  man  over  yonder  expects  to  receive  it. 

Mr.  Snyder.  But  do  not  lose  sight  of  the  fact  that  the  grain  may 
be  delivered  to  me  if  he  is  entirely  satisfied,  and  I  may  have  to  pay 
100  cents  on  the  doUar  for  it,  and  put  it  out  on  the  market  again.  lie 
may  deliver  that  grain.     He  may  not  buy  that  grain  in. 
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The  Chairman.  Are  there  any  further  questions  ? 

Mr.  Merrill.  I  want  to  have  the  record  right  in  respect  to  hedging. 
Is  it  not  true,  sir,  that  a  large  part  of  the  heaging,  which  of  necessity 
is  in  contract  grades,  is  for  the  protection  of  the  off  grades  which  caia 
not  be  delivered  ? 

Mr.  Snyder.  Naturally. 

Mr.  Merrill.  The  gentleman  says  "naturally." 

Mr.  Haugen.  a  moment  ago  jou  referred  to  excess  commission. 
I  infer  from  what  you  said  that  m  case  of  delivery  there  is  an  extra 
commission  chafed. 

Mr.  Snyder.  For  hedging;  yes. 

Mr.  Haugen.  I  thought  the  commission  would  be  one-quarter  of  a 
cent. 

Mr.  Snyder.  On  the  original  deal  there  is  a  commission  of  one- 
quarter  of  a  cent.  Take  corn,  for  instance.  If  the  corn  is  delivered, 
tnen  I  charge  the  usual  price  for  handling  the  actual  com — half  a  cent 
a  bushel. 

Mr.  Haugen.  Half  a  cent,  for  com  ? 

Mr.  Snyder.  Yes. 

Mr.  Haugen.  That  is  what  vou  charge  ? 

Mr.  Snyder.  For  handling  tlie  actual  com. 

Mr.  Haugen.  Half  a  cent  ? 

Mr.  Snyder.  Half  a  cent. 

Mr.  Haugen.  Now,  John  Smith  sells  10,000  bushels  of  com  to  be 
delivered  in  May.  What  is  required  of  him  to  do  ?  First  he  puts 
up  the  margin  ? 

Mr.  Snyder.  First  he  puts  up  the  margin. 

Mr.  Haugen.  To  pay  one  quarter  of  a  cent  ? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Haugen.  Then  what  happens  when  the  month  of  May  comes! 

Mr.  Snyder.  If  John  Smith  nas  shipped  that  com  ? 

Mr.  Haugen.  If  he  has  shipped  it. 

Mr.  Snyder.  If  he  has  shipped  it  he  has  his  margin  to  his  credit 

Mr.  Haugen.  Certainly. 

Mr.  Snyder.  He  has  the  margin  to  his  credit,  and  I  handle  that 
actual  com  for  him,  and  charge  him  half  a  cent  a  bushel,  and  interest 
for  paying  his  draft,  and  talSng  in  the  com  through  the  elevators, 
and  selling  it  andputting  it  out,  and  making  the  return  to  him. 

Mr.  Haugen.  We  will  say  the  price  is  half  a  dollar  a  bushel,  which 
would  be  $5,000  that  you  sell  it  lor.     What  are  the  conunissions  t 

Mr.  Snyder.  Half  a  cent  a  bushel. 

Mr.  Haugen.  What  is  the  net  amount  that  is  returned  to  Mr. 
Smith? 

Mr.  Snyder.  The  net  amount  is  less  his  freight,  and  his  commis- 
sion and  interest.     He  has  to  pay  the  freight. 

Mr.  Haugen.  Certainly. 

Mr.  Snyder.  Less  the  freight,  interest,  elevator,  insurance 

Mr.  Haugen.  What  is  the  interest  ? 

Mr.  Snyder.  Six  per  cent. 

Mr.  Haugen.  On  what  ? 

Mr.  Snyder.  On  the  advance  made  for  him. 

Mr.  Merrill.  They  always  draw  drafts. 

Mr.  Snyder.  He  will  draw  75  per  cent  of  the  draft. 


Digitized  by  VjOOQ IC 


PREVENTION  OF  DEALING  IN  FUTUBES.  533 

Mr.  Haugen.  We  will  leave  the  bill  of  lading  and  the  sight  draft 

OUt5 

Mr.  Snydeb.  Then  we  just  charge  him  the  freight  and  the  eleva- 
tor chaises. 

Mr.  Haugen.  What  are  the  elevator  chargjes  ? 

Mr.  Snyder.  He  has  free  elevation  in  Baltimore  for  the  first  twentv 
days.  After  that  there  is  a  charge  of  an  eighth  of  a  cent  for  each 
five  days. 

Mr.  Haugen.  Suppose  he  ships  it  according  to  contract. 

Mr.  Snyder.  There  is  another  thuxg.  If  Isell  10,000  bushels  for 
him  I  can  deliver  it  car  by  car. 

Mr.  Haugen.  Without  going  through  the  elevator  ? 

Mr.  Snyder.  No,  sir;  it  must  get  the  certificate.  It  must  be 
inOT)ected,  and  there  is  a  charge  for  the  inspection. 

Mr.  Haugen.  It  must  go  to  the  elevator  to  be  inspected  ? 

Mr.  Snyder.  Yes,  sir.  '^ 

Mr.  Haugen.  What  are  the  charges  at  the  elevator  ? 

ilr.  Snyder.  The  charge  for  inspection  is  50  cents  a  car;  and  the 
charge  for  elevation  is  three-quarters  of  a  cent  a  month,  after  the 
first  twenty  days. 

Mr.  Haugen.  But  he  delivers  it  on  contract. 

Mr.  Snyder.  Then  there  is  no  additional  elevation  where  he  deliv- 
ers it  out  on  the  first  twenty  days. 

Mr.  Haugen.  I  am  trying  to  get  at 

Mr.  Snyder.  I  will  put  it  down  so  that  you  can  read  it.  (Making 
memorandum  for  Mr.  Haugen.)     The  freight 

Mr.  Haugen.  Suppose  he  prepays  the  freight? 

Mr.  Snyder.  Then  I  charge  nim  a  commission  of  half  a  cent  a 
bushel;  inspection  50  cents  a  car;  weighing,  I  think  that  is  25  cents 
a  car  now — we  will  put  it  that  way.  This  is  per  car.  He  has  to  get 
out  the  quantity,  you  know,  as  well  as  the  quality. 

Mr.  Haugen.  There  is  no  dispute  as  to  these  charges.  I  want  to 
get  at  the  elevator  charge. 

Mr.  Snyder.  He  has  paid  the  freight;  he  has  made  no  draft j  com- 
mission, half  a  cent  a  bushel;  inspection,  50  cents  a  car;  weighing, 
25  cents  a  car;  elevation,  one-eighth  of  a  cent  for  each  five  days. 

Mr.  Haugen.  Why  should  there  be  a  charge  of  one-eighth  of  a 
cent  for  the  elevation  if  he  has  delivered  it  according  to  the  contract  ? 

Mr.  Snyder.  He  has  not  dehvered  it  according  to  the,  contract 
unless  it  comes  to  the  elevator.  In  some  places  the  elevation  is  a  part 
of  the  railroad  rate;  but  it  is  against  the  interstate  commerce  law 
that  such  should  be  the  case. 

Mr.  Haugen.  If  the  gram  was  shipped  through 

Mr.  Snyder.  Shipped  through  to  Europe  ? 

Mr.  Haugen.  Wherever  it  is  destined  tor. 

Mr.  Snyder.  He  would  have  to  pay  that  charge. 

Mr.  Haugen.  I  mean  spot  delivery. 

Mr.  Snyder.  On  the  car  ? 

Mr.  Haugen.  On  cash  delivery. 

Mr.  Snyder.  Cash  delivery,  sir 

The  Chairman.  One  minute.     Both  of  you  gentlemen  are  talking 
at  the  same  time,  and  you  are  talking  to  each  other.     The  stenog 
rapher  will  get  no  record  at  all. 
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Mr.  Haugen.  If  I  consign  1,000  bushels  of  grain  or  com  to  Balti- 
more and  it  is  sold  under  cash  sales,  there  are  no  charges  for  elevaCion 
are  there  ?  • 

Mr.  Snyder.  If  you  have  sold  it  ? 

Mr.  Haugen.  I  am  talking  about  spot  market,  cash  market. 

Mr.  Snyder.  Our  market  is  a  cash  market. 

Mr.  Haugen.  I  am  trying  to  get  to  the  point. 

Mr.  Snyder.  Have  you  sold  it  ? 

Mr.  Haugen.  I  have  consigned  you  1,000  bushels  of  grain. 

Mr.  Snyder.  And  I  am  selling  it  for  you. 

Mr.  Haugen.  What  are  the  charges  ? 

Mr.  Snyder.  Just  as  I  gave  them  to  you. 

Mr.  Haugen.  One-eighth  of  a  cent  for  elevation  ? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Haugen.  Cash  sa^e  ? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Haugen.  That  is  not  the  case  in  Chicago. 

Mr.  Snyder.  It  is  not  ?    I  guess  you  are  wrong. 

Mr.  Merrill.  That  is  peculiar  to  Baltimore. 

Mr.  Snyder.  You  are  talking  about  track  stuff,  and  I  am  talking 
about  contract  stuff. 

Mr.  Haugen.  I  am  trying  to  get  at  the  difference. 

Mr.  Snyder.  If  the  car  was  on  the  track  the  commission  would  be 

Beater  than  if  it  went  through  the  elevator,  as  there  would  be  more 
bor  attached  to  it. 

The  Chairman.  What  is  your  idea  ?    This  is  hardly  germane. 

Mi.  Haugen.  I  am  trying  to  get  at  the  difference.  I  am  trying  to 
get  at  the  difference  in  the  amount  these  people  are  held  up  for. 
That  is  what  I  am  trying  to  do.  If  they  are  oeing  held  up  I  want  to 
know  it. 

Mr.  Snyder.  You  have  got  Chicago  confused  with  Baltimore. 

Mr.  Haugen.  Do  I  imderstand  you  to  say  that  there  is  this  dif- 
ference in  the  track  transaction  and  the  future  transaction  ? 

Mr.  Snyder.  No,  sir;  you  are  confused.  I  want  to  try  to  xmravel 
you,  if  you  will  permit  me. 

Mr.  Haugen.  Go  on  with  the  transaction. 

Mr.  Snyder.  You  are  talking  about  Chicago,  and  I  am  talkjng 
about  Baltimore.  You  are  talkmg  of  a  track  sale,  and  I  am  talking 
of  an  elevator  sale.  If  I  buy  of  either  of  you  gentlemen,  Baltimore 
grading,  you  have  not  fulfillea  your  contract  iintil  that  ^ain  is  graded, 
and  until  it  is  weighed,  and  it  can  not  be  weighed  until  it  is  weighed 
in  the  elevator.  That  is  the  Baltimore  system.  You  are  conmsed 
in  that.  You  are  buying  at  Chicago  on  track,  and  there  is  no  elevator 
charge. 

Mr.  Merrill.  Tell  him  about  Baltimore. 

Mr.  Snyder.  I  buy  in  Baltimore  on  the  Baltimore  grading,  and 
mixed  com  is  our  contract  grade.     In  Chicago 

Mr.  Haugen.  Let  us  carry  it  through. 

The  Chairman.  Has  he  not  given  you  a  statement  of  all  the 
charges  ? 

Mr.  Haugen.  I  want  to  follow  that  through. 

Mr.  Snyder.  You  sell  me  10,000  bushels  of  mixed  com,  Baltimore 
terms.  May  deHvery. 

Mr.  Haugen.  You  have  stated  that  would  be  the  future. 
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Mr.  Snydeb.  Is  that  plain  t 

Mr.  Hauqbn.  The  next  question  would  be,  if  I  ship  you  10,000 
bushels  of  com,  and  vou  sell  that  10,000  bushels  of  com  to  Mr.  John 
Smith,  a  miller  of  Baltimore,  what  are  the  charges  ? 

Mr.  Snydeb.  -Are  you  consigning  or  selling  me  this  corn  ? 

Mr.  Haugen.  I  am  consigning  it. 

Mr.  Snydeb.  And  I  sell  it  to  a  miller  1 

Mr.  Haugen.  Yes;  at  Baltimore. 

Mr.  Sntdeb.  On  the  track  now,  sir? 

Mr.  Haugen.  You  sell  it  to  the  miller. 

Mr.  Snydeb.  But  there  are  different  ways  6f  selling  to  the  miller. 
Do  vou  mean  in  the  elevator  or  on  the  track  ? 

Mr.  Haugen.  Well,  that  is  for  you  to  explain. 

Mr.  Snydeb.  I  sell  it  to  the  miller  on  tne  track,  and  we  send  it  to 
the  mill,  and  I  charge  you  a  cent  a  bushel.  Iput  it  through  the  ele- 
vator for  half  a  cent  a  bushel  commission.  One  is  the  local  export 
rate,  and  our  by-laws  control  it,  and  the  other  is  the  domestic  rate. 
You  want  to  elm^nate  the  commission.  You  want  me  to  sell  10,000 
bushels  of  com,  Baltimore  terms  for  myself.  That  is  the  easiest  way. 
It  gives  the  lowest  rate  and  the  lowest  charge. 

Mr.  Haugen.  I  want  to  get  at  the  facts.  I  am  somewhat  familiar 
with  the  manipulation  of  these  matters  both  in  the  stock  vards  and 
in  the  exchanges,  and  I  am  trying  to  find  out  what  extra  cnarges  are 
imposed  that  might  be  eliminatea,  if  there  are  any  such. 

The  Chaibman.  We  are  considering  biUs,  Mr.  Haugen,  looking  to 
the  elimination  of  future  dealing,  where  no  deUvery  is  intended.  I 
do  not  know  just  what  the  rest  of  the  committee  tmnk 

Mr.  Haugen.  You  do  not  care  as  to  the  methods  that  are  employed. 

The  Chaibman.  I  do  not  see  what  the  connection  is  between  the 
Une  of  questions  you  are  asking  and  the  purpose  of  the  bill. 

Mr.  Haugen.  My  position  is  that  this  business  should  be  eliminated, 
or  that  there  should  be  some  reason  for  it.  If  the  transactions  are 
legitimate,  if  there  is  nothing  to  v  investigate  as  to  the  methods 
employed,  what  is  all  this  investigation  about  ?  If  it  is  gambling,  I 
think  this  committee  ought  to  know  it.  My  purpose  is  to  investigate 
as  to  the  methods  that  are  employed :  how  tnese  people  are  held  up 
at  an  extra  expense  of  one-quarter  or  naif  a  cent,  or  whatever  it  ma^ 
be,  through  tne  operation  of  buying  for  future  delivery.  That  is 
what  I  want.  We  nave  beeix  told  all  the  time  that  these  transactions 
are  legitimate,  and  that  no  extra  charge  is  exacted  from  anyone.  If 
that  is  the  case,  I  see  no  reason  why  the  practice  should  be  ehminated. 

The  Chaibman.  I  thought  all  your  questions  were  directed  to 
transactions  in  actual  grain. 

Mr.  Haugen.  I  am  trying  to  find  out  where  the  hold  up  is. 

The  Chaibman.  Whereas  the  biUs  contemplate  transactions  in 
phantom  grain,  if  there  are  any  such. 

Mr.  Haugen.  Now,  if  Mr.  John  Smith  buys  10.000  bushels  of 
com  for  May  deUverv,  what  is  he  expected  to  do — tne  price  on  time 
being  50  cents  a  bushel  ? 

Mr.  Snydeb.  He  would  pay  for  it  on  deUvery. 

Mr.  Haugen.  How  mucn? 

Mr.  Snydeb.  Fifty  cents  a  bushel. 

Mr.  Haugen.  And  that  is  all  ? 

Mr.  Snydeb.  That  is  all. 
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Mr.  Hauqen.  Are  there  no  storage  chaises? 

Mr.  Snyder.  Three-quarters  of  a  cent;  but  when  he  puts  it  out  he 
gets  the  three-quarters  of  a  cent  back.  That  follows  tne  grain  right 
along  from  one  to  the  other. 

Mr.  Haugen.  That  is  refunded  to  him? 

Mr.  Snyder.  The  country  shipper  does  not  pay  it. 

Mr.  HLaugen.  If  he  buys  10,000  bushels  of  com,  how  much  is  he 
expected  to  remit  ? 

Mr.  Snyder.  If  he  buys  10,000 

Mr.  Haugen.  The  price  being  50  cents  a  bushel. 

Mr.  Snyder.  He  would  have  to  remit  the  price  and  the  commis- 
sion charged. 

Mr.  Haugen.  What  are  the  charges  ? 

Mr.  Snyder.  Half  a  cent  final  commission,  as  of  delivery  there. 

Mr.  Haugen.  Then  what  else? 

Mr.  Snyder.  Are  there  any  advances  on  this  ? 

Mr.  Haugen.  No. 

Mr.  Snyder.  Charge  for  elevation  of  one-eighth  of  a  cent  for  each 
five  days? 

Mr.  Haugen.  One-eighth  of  a  cent  for  each  five  days. 

Mr.  Snyder.  Or  one-quarter  of  a  cent  for  each  ten  dajs. 

Mr.  Haugen.  There  is  one-eighth  of  a  cent  for  elevation? 

Mr.  Snyder.  Yes. 

Mr.  Haugen.  And  that  is  all  ? 

Mr.  Snyder.  Yes,  sir;  but  do  not  lose  sight  of  the  fact  that  these 
elevators  are  run  at  an  expense.  In  our  country  there  are  public  ele- 
vators for  which  there  are  established  charges. 

Mr.  Haugen.  Is  that  the  only  expense  ? 

Mr.  Snyder.  Yes,  sir. 

Mr.  Haugen.  That  is  all  I  want  to  know. 

The  Chairman.  The  witness  will  be  excused. 

Mr.  Merrill.  Our  next  witness  is  Mr.  Culver,  of  Toledo.  Mr.  Cul- 
ver is  chief  inspector  of  grain  in  Toledo,  and  is  the  president  of  the 
Chief  Grain  Inspectors'  Association  of  the  United  States.  He  is  also 
familiar  with  the  method  of  business  there,  and  is  the  accredited  rep- 
resentative of  that  exchange. 

TESTIMOmr  OF  MR.  EDWABD  H.  GXTLVEB,  CHIEF  ORADT  DF- 
SPECTOR,  TOLEDO,  OHIO,  PRESIDENT  CHIEF  nrSPECTORS' 
NATIONAL  ASSOCIATION. 

(Mr.  Culver  was  duly  sworn  by  the  chairman.) 

Mr.  Culver.  Mr.  Chairman,  I  am  also  the  business  manager  of  the 
Toledo  Produce  Exchange,  in  connection  with  my  other  titles.  We 
want  to  file  our  objection  to  this  bill,  as  we  are  the  soft  winter-wheat 
market  of  the  United  States,  and  I  believe  the  only  single-delivery 
market  in  the  United  States. 

The  Chairman.  Wliat  do  you  mean  by  **  single-delivery  market  t" 
That  is  a  new  term. 

Mr.  Culver.  I  mean  No.  2  red  wheat. 

The  Chairman.  You  mean  by  that  to  say  that  your  contract  pro- 
vides for  the  delivery  of  a  single  grade  of  wheat  ? 

Mr.  Culver.  The  single  grade  of  No.  2  red  wheat^  soft.  It  is  made 
so  by  the  fact  that  we  are  surroimded  by  the  soft  wmter-wheat  States 
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of  Ohio,  Indiana,  Michigan,  Kentucky,  and  Tennessee.  The  large 
millers  of  Knoxville,  Louisville,  Cincinnati,  Columbus,  Zanesville,  New 
Philadelphia,  and  all  the  large  milling  centers  do  their  principal  nedg- 
ing  in  our  market^  on  accoimt  of  then*  being  soft  winter-wheat  mil£, 
and  they  make  such  flour  as  the  South  requires  for  its  hot  bread. 

The  Ch AIRMAN.  Is  there  a  large  amount  of  speculative  dealing  in 
your  market,  aside  from  the  hedging  operations  ? 

Mr.  Culver.  There  is  not,  aside  from  the  hedging  operations.  We 
call  them  investments. 

The  Chairman.  Then,  if  the  bills  that  we  are  considering  would  not 
interfere  with  your  hedging  operations,  they  would  not  materially 
aflFect  your  market  ? 

Mr.  Culver.  They  would  affect  our  market,  Mr.  Chairman,  in  this 
way:  Large  investors  come  into  our  market  at  the  time  of  the  soft- 
wheat  movement,  which  is  July,  August,  and  September.  Our  mills 
all  over  these  States  have  a  limited  capital.  They  have  elevators, 
most  of  them  carrying  from  eight  himdred  thousand  to  a  million  and  a 
half  bushels  of  grain.  They  nave  to  borrow  a  great  deal  of  money 
when  the  wheat  is  moving,  and  to  insure  their  pront  they  sell  the  future 

E against  it,  so  called,  to  the  hedge  States  on  that  wheat  imtil  they  have 
Taced. their  orders  with  the  merchants  throughout  the  South  and 
urope,  and  they  then  do  what  we  call  buying  in  their  hedge  and  tak- 
ing their  profit  in  between  in  the  manufacture  of  their  goods.  But  as 
for  small  speculation,  we  have  not  anything  of  that  kind.  I  have  at 
this  moment,  Mr.  Chairman,  a  telegram  from  a  man  who  should  have 
been  here  instead  of  me.  It  was  utterly  impossible  for  him  to  get 
away,  owing  to  the  fact  that  our  clover-seed  Dusiness  at  this  time  is 
very  active  and  we  are  making  our  foreign  deliveries. 

I  would  also  state  that  Toledo  is  the  omy  future  clover-seed  market 
in  the  world.  We  are  the  clearing  house  for  the  clover  seed  of  the 
world ;  and  the  central  west,  you  no  doubt  are  aware,  ships  this  seed 
in  there  to  be  stored  in  the  months  of  September,  October,  and 
November.  It  is  then  sold  differently  from  wheat,  as  it  takes  odd 
months.  It  takes  January,  February,  and  March  deliveries.  I 
asked  this  gentleman  for  an  expression  of  opinion,  he  being  one  of 
the  largest  commission  men  that  deals  in  futures,  I  believe,  in  the 
United  States,  and  also  one  of  the  brightest  men.  H^  has  summed 
it  up  here  in  a  telegram,  saying  that  he  could  not  be  present  himself, 
and  I  would  like  to  read  it  and  to  offer  it  as  evidence,  as  it  clears  up 
shortly  and  briefly  very  many  points  that  have  been  under  discus- 
sion here,  and  I  believe  wiU  satisfy  the  committee  and  answer  a 
great  many  questions  that  have  not  been  answered  in  this  matter. 

The  Chairman.  Without  objection,  the  telegram  will  be  read. 

Mr.  Culver.  He  gives  me  the  name  of  ^^Big  Chief.*'     (Reading:) 

Toledo,  Ohio,  February  ?i,  1910. 
Big  Chief  E.  H.  Culver, 

New  Willard  HoUl.Washington,  D.  C: 
Grain  contracts  for  future  delivery.  United  States  has  no  monopoly  on  trading  in 
grain  futures.  Liverpool  last  year  traded  in  215,000,000  bushels  of  wheat  futures. 
Actual  deliveries  on  contracts  there  were  only  1,160,000  bushels.  London,  Paris, 
Antwerp,  and  other  European  markets  trade  in  grain  futures.  Argentine,  our  latest 
and  almoet  our  greatest  grain  competitor,  is  trying  to  develop  a  future  market  there. 
Winnipeg  and  other  Canadian  markets  would  expand  rapidly  if  Congress  should  re- 
strict our  grain  trade.  Present  system  has  been  a  great  benefit  to  our  country  for 
many  years.  It  may  not  be  perfect,  but  do  not  confuse  bets  made  in  bucket  shops 
or  puts  and  calls  with  grain  contracts  for  future  delivery  made  upon  legitimate  boards 
of  trade.  ^ 
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Boards  of  trade  are  the  grain  markets  of  the  world.  Buyers  and  sellers,  the  fanoefs, 
dealers,  millers,  exporters,  and  speculators  meet  there  every  day  in  person  or  throng^ 
brokers.  They  are  not  secret  societies.  Anybody  can  trade  there.  Millions  of  d<rf- 
lars  are  expenaed  annually  in  gathering  information  regarding  crops,  supplies,  and  de- 
mand, present  and  prospective,  and  spreading  it  broadcast.  Press  associations  keep 
the  general  public  informed  and  the  farmer  gets  it  by  phone  and  in  the  daily  papen. 
Leaaing  markets  have  continuous  quotations  posted  wherever  they  are  wanted  far 
legitimate  purposes.  Bucket  shops  steal  them;  the  information  enables  everybody 
to  trade  intelligently.  It  enables  them  to  work  upon  a  smaller  margin  thim  in  any 
other  business,  directly  benefiting  both  producer  and  consumer.  Only  an  eighth  com- 
mission is  chai]B;ed  on  futures  and  half  cent  on  most  cash  grain.  Boards  are  not  trustB. 
Anybody  can  join  if  he  has  good  reputation  and  some  capital. 

Urain  contracts  made  upon  regular  boards  are  like  any  other  to  be  filled  in  the  future. 
There  is  no  optional  part  except  the  day  of  delivery  dining  the  month  specified. 
Delivery  of  the  actual  grain  does  not  occur  in  every  case,  but  it  is  intended  when  the 
contract  is  made.  Sellers  might  be  disappointed  in  their  crops  or  find  a  better  market 
elsewhere,  and  hence  wish  to  cover  the  sale  in  the  open  market.  Ninety-five  per  cent 
of  the  money  transactions  are  settled  through  clearing  houses  with  checks.  The  actual 
money  seldom  changes  hands.  In  Liverpool,  last  year^  only  half  of  1  per  cent  of  the 
wheat  futures  trad^  in  was  actually  delivered.  Gram  settlements  are  proper  and 
legal.  Supreme  Court  of  United  States  so  decided  May  8,  1905,  when  Aaaociate 
Justice  Holmes  said:  ''The  sales  in  the  pits  are  binding.  A  set-off  is  in  effect  a  legal 
delivery.  The  fact  is  no  more  wonderful  than  the  enormous  disproportion  between 
tiie  currency  of  the  country  and  contracts  for  the  payment  of  money."  Speculation 
enters  into  every  kind  of  business  activity.  Lazy  money  does  not  develop  our  coun- 
try. Farmers  take  chances.  Manufacturers,  jobbers,  and  retailers  all  seek  ordefB 
months  ahead,  and  speculate  upon  the  future  demand.  They  watch  the  crop  outlook, 
as  do  the  railroads,  and  depencl  upon  the  boards  of  trade  for  most  of  their  inlonnation. 
Speculation  takes  the  crops  when  farmers  are  the  most  anxious  to  sell,  and  carries  the 
surplus  until  wanted  by  millers,  feeders,  and  exporters.  Restrict  leg^itimate  specu- 
lation and  you  restrict  the  demand.  There  are  two  kinds  of  speculation,  legitunate 
and  illegitimate.  One  moves  the  crops,  the  other  is  mere  gamblmg.  There  is  as  much 
difference  between  regular  boards  of  trade  and  bucket  shops  as  between  national  and 
faro  banks. 

Respectfully  submitted. 

C.  A.  Kino  A  Co. 

R.  BoY  Solomon. 

The  Chairman.  You  have  had  a  great  deal  of  experience  in  han- 
dling both  ends  of  hedges,  I  presume. 

Mr.  Culver.  I  have  oeen  in  the  business  since  1878. 

The  Chairman.  Have  you  ever  known  of  a  case  in  which  a  hed^ 
that  was  intended  to  protect  a  miller,  for  example,  or  any  other  grain 
dealer  from  loss  as  a  matter  of  fact  has  inflicted  a  loss  upon  him  1 

Mr.  Culver.  Yes,  sir. 

The  Chairman.  How  can  that  happen? 

Mr.  Culver.  It  can  happen  by  corners  in  the  grain  that  he  is  deal- 
ing in,  which  all  markets  are  against,  which  all  mills  are  against,  and 
which  all  legitimate  grain  houses  are  against  and  are  trying  to 
eliminate. 

The  Chairman.  In  the  cases  which  have  come  within  vour  own 
observation,  what  was  the  occasion  of  the  fluctuation  which  brought 
about  the  loss  to  the  dealer  ? 

Mr.  Culver.  The  first  case  that  came  under  mv  observation  was 
what  was  known  as  the  *'  Harper  comer."  I  was  tnen  the  official  rep- 
resentative of  the?  Carrington  and  Casey  people,  who  developed  the 
Dakotas  and  built  the  firat  elevator  inside  ol  the  harbor  at  Duiuth. 
This  wheat  manipulation  went  on  in  Chicago,  and  they  made  No.  1 
northern  and  No.  1  hard  deliverable  in  Chicago.  The  first  I  knew 
of  it  was  when  I  got  a  wire  from  Mr.  Casey  to  report  at  Duiuth  and 
load  out  every  bushel  of  No.  1  hard  and  No.  1  northern  that  he  had 
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in  his  elevators  there  and  take  it  to  Chicago,  which  I  did.  It  is  a 
matter  of  history  that  the  Harper  concern  went  broke. 

Mr.  Merrill.  That  was  about  twenty  years  ago,  was  it  not  ? 

Mr.  Culver.  A  Uttle  over  twenty  years  ago.  I  think  it  was  about 
twenty-five  or  twenty-six  years  ago. 

Mr.  Merrill.  Yes. 

Mr.  Culver.  The  next  case  was  that  of  the  Leiter  deal.  I  had  the 
pleasure  of  helping  to  break  that  man's  back,  and  I  was  glad  of  it. 
While  he  was  a  beneficiary  to  the  producer,  yet  he  was  a  cursci  to  the 
coiintiy.  and  a  curse  to  the  grain  trade.  We,  in  our  little  market,  in 
our  modest  waYi  turned  him  over  14,000  bushels  a  day,  and  actually 
delivered  it  in  Cnicago,  and  made  him  pay  cash  for  it,  because  he  had 
upset  the  business  world. 

The  Chairman.  In  both  of  these  cases  the  unfortimate  situation 
was  brought  about  by  a  man  who  was  merely  speculating,  gambling  ?^ 

Mr.  Culver.  That  is  it  exactly,  Mr.  Chairman. 

The  Chairman.  And  that  is  the  occasion  for  the  introduction  of 
all  these  bills. 

Mr.  Culver.  Yes. 

The  Chairman.  You  do  not  beUeve  that  that  is  a  good  thing,  do 
you? 

Mr.  Culver.  Mr.  Chairman,  while  it  may  help  to  introduce  these 
bills,  I  do  not  think  that  it  is  the  intent  of  the  chairman  to  father  a 
bill  that  is  going  to  paralyze  the  entire  grain  trade  and  make  it  almost 
ipapossible  tor  the  man  with  the  small  mill  to  do  business. 

The  Chairman.  Is  it  your  opinion  that  it  would  paralyze  the  entire 
grain  trade  to  cut  out  the  purely  gambling  features  of  the  exchanges  t 

Mr.  Culver.  Not  the  purely  gambling  features;  no,  sir. 

The  Chairman.  That  is  the  only  thing  that  anybody  is  aiming  at. 

Mr.  Culver.  In  your  bill  you  say  ''afl  farm  products."  '  Our  case 
in  seed  is  almost  identical  with  that  of  Mr.  Ames.  We  have  brokers 
on  our  floor  that  may  have  prospective  seed  sales  in  Germany,  in 
AustraUa,  in  Turkey,  in  Russia,  in  England,  and  France.  Our 
surplus  has  to  go  abroad.  It  is  an  expensive  luxury,  and  the  ordinary 
man  would  have  to  have  milUons  of  dollars  to  nandle.  We  could 
not  borrow  a  dollar  of  it  if  we  did  not  have  the  future  sale  against  it. 
A  man  will  go  to  work,  and  he  will  offer  this  stuff  over  night  abroad, 
and  will  get  his  return  in  the  morning  by  cable.  For  instance,  he 
may  have  bargained  for  deUvery  up  to  9.30,  from  his  big  seed  ware- 
house, and  they  dehver  it  to  him,  and  he  ships  the  seed  abroad  to  the 
other  man  and  takes  in  his  hedge. 

The  Chairman.  I  think  we  understand  that.  Have  you  ever 
thought  about  this  question  enough  to  have  any  clear  idea  in  your 
own  mind  as  to  how  the  gambling  might  be  eliminated  and  the  hedg- 
ing proposition  still  retained  ? 

Mr.  Culver.  It  has  been  a  study,  Mr.  Chairman,  for  a  great  many 
years,  of  our  big  thinkers,  and  the  best  men  on  our  boards  of  trade 
and  produce  exchanges,  as  to  how  to  eliminate  that  and  to  throw  such 
safeguards  and  rules  around  the  exchange  and  its  members  as  to  have 
it  a&olutely  discontinued. 

The  Chairman.  And  what  progress  do  you  think  they  have  made  ? 

Mr.  Culver.  I  think  in  our  market  we  have  made  very  fast  prog- 
ress. The  fact  of  the  matter  is^  I  do  not  beUeve  a  man  can  run  a  cor- 
ner on  our  market.     If  there  is  a  difficulty  about  whether  delivery 
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has  to  be  made,  or  does  not  have  to  be  made,  it  is  settled  by  our  arbi- 
tration committee  and  our  board  of  directors. 

The  Chairman.  Do  you  have  very  much  piu'e  gambling  on  your 
board  ? 

Mr.  Culver.  No,  sir;  our  board  is  more  in  the  light  of  a  hedging 
market  for  the  soft-wheat  millers  and  the  seed  men. 

The  Chairman.  To  what  rule  or  rules  of  your  exchange  do  you  at- 
tribute the  elimination  of  these  gambling  operations,  if  to  any  of 
them? 

Mr.  Culver.  Our  board  of  directors  foresaw  years  ago  when  these 
comers  were  run  that  it  was  disturbing  the  entire  grain  trade,  and 
they  got  together  and  formulated  some  rule.  •  Just  what  that  rule  is 
I  can  not  tell  you;  I  have  not  it  with  me.  But  I  know  this  much: 
That  they  can  not  force  a  delivery  beyond  legitimate  prices.  You 
asked  me  with  reference  to  comers,  and  I  want  to  tell  you  of  one  in 
which  a  man  was  concerned  who  has  been  very  much  abused.  I  refer 
to  Mr.  Patten  of  Chicago.  ^  They  claim  that  mi.  Patten  ran  a  comer 
last  winter  in  Chicago  on  wheat,  and  affected  the  prices  all  over  the 
United  States.  I  want  to  tell  you  of  the  conditions  that  existed  in  the 
soft-wheat  markets  at  that  time.  There  was  an  actual  scarcity  of 
soft  wheat  that  put  the  market  up  where  it  was.  When  Chicago, 
under  the  Patten  deal,  closed,  it  was  $1.24,  I  think;  was  it  not,  Mr. 
Merrill  ? 

Mr.  Merrill.  About  that,  I  believe. 

Mr.  Culver.  Toledo  closed  for  actual  bids  to  feed  our  people  in 
the  State,  and  through  the  South,  at  $1.57  for  the  cash  wheat.  We 
did  not  have  it  in  the  States.  We  have  been  mnning  behind  on  our 
yield  for  years,  so  much  so  that  it  is  alarming  our  people  all  over 
the  State,  in  Indiana,  Michigan,  and  Ohio;  and  the  same  thing  would 
apply  to  Kentucky  and  Tennessee. 

Mr.  Sims,  of  Tennessee.  I  would  like  to  ask  a  question,  if  I  may. 

Mr.  Lever.  I  understood  you  to  say  a  moment  ago  that  through 
the  operation  of  a  mle  of  your  board  of  trade  you  had  practicaDy 
eliminated  the  purely  gambling  transactions? 

Mr.  Culver.  Well,  it  may  creep  in  to  a  certain  extent  throueh 
the  big  commission  houses  or  the  country  dealer;  but  we  would 
faiow  nothing  about  it.  When  the  grain  is  sold,  in  all  instances,  it 
contemplates  the  deUvery  of  the  stuff. 

Mr.  Lever.  But  as  a  matter  of  fact  through  this  mle  you  have 
practically  eliminated  the  purely  gambling  transactions. 

Mr.  Culver.  Yes,  as  far  as  possible. 

Mr.  Lever.  Now,  I  want  to  ask  this  question:  If  you  have  been 
able  to  do  that  on  your  board  of  trade,  is  it  not  possible  through  like 
rules  on  other  boards  of  trade,  that  the  same  process  of  elimination 
of  gambling  might  be  had  ? 

tif Mr.  Culver.  I  will  say  this — it  is  only  hearsay  on  my  part,  and 
would  make  bad  evidence — that  I  know  the  Chicago  board  and  all 
the  other  boards  are  working  diligently  to  eliminate  it  and  stamp 
it  out. 

Mr.  Lever.  And  you  believe  that  it  can  be  done  through  the 
exchanges  themselves  ? 

Mr.  Culver.  I  think  it  can  be  done  and  will  be  done  by  the  boards 
themselves. 
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Mr.  Lever.  Now  I  want  to  ask  you  one  other  question.  If  these 
boards  of  trade  refuse  upon  their  own  initiative  to  eliminate  these 
gambling  transactions  through  their  own  rules,  do  you  think  Congress 
would  be  going  too  far  in  the  exercise  of  its  power  to  enact  legislation 
to  eliminate  it? 

Mr.  Culver.  I  think  if  the  boards  of  trade  stand  in  the  way  of  the 
commerce  of  this  country  it  is  time  then  for  Congress  to  step  in  and  pass 
such  laws  as  to  wipe  them  out;  but  under  the  existing  situation,  and 
the  condition  that  our  markets  are  now  in,  with  the  foundation  of  our 
finances  in  the  grain  business,  backed  by  the  fact  that  we  can  hedge 
our  stuflF  and  protect  our  stuflF  or  insure  our  stuflF,  I  do  not  believe  you 
could  do  it  without  disturbing  our  country  in  such  a  way  that  it 
would  practically  wipe  out  every  exchange  and  the  small  aealers  of 
the  West. 

The  Chairman.  Are  there  any  further  questions  on  the  part  of 
members  of  the  committee  ?    If  not,  you  may  proceed,  Mr.  Sims. 

Mr.  Sims.  I  understood  you  to  say  that  all  the  mills  buying  or  con- 
suming the  wheat  practically  hedge  on  your  market  ? 

Mr.  Culver.  Yes,  sir. 

Mr.  Sims.  And  I  understand  that  they  hedge  first  by  buying  the 
wheat 

Mr.  Culver.  They  buy  the  wheat  that  comes  in  from  the  farmers 
in  vast  q^uantities,  and  the  grain  merchants  in  vast  quantities  consign 
it  to  their  large  elevators. 

Mr.  Sims.  The  first  hedge  by  the  soft  miller  is  the  purchase? 

Mr.  Culver.  No;  he  purchases  for  cash  &:^t,  and  as  fast  as  he  fills 
up  his  elevator,  he  hedges  against  it. 

Mr.  Sims.  I  know;  but  the  people  who  furnish  the  soft  wheat  are 
the  growers? 

Mr.  Culver.  Yes,  sir. 

Mr.  Sims.  And  in  that  way  the  grower  and  the  consumer  of  the 
soft  wheat  are  brought  together,  through  the  medium  of  your  ex- 
change ? 

Mr.  Culver.  Yes,  sir. 

Mr.  Sims.  And  when  he  has  gotten  the  wheat,  and  the  farmer  has 
deUvered  it,  to  whom  does  he  sell  the  hedge  ? 

Mr.  Culver.  To  the  large  investors,  the  men  with  money  that  make 
a  business  of  coming  into  the  market.  For  instance,  say  December 
wheat  is  selling  at  $1 

Mr.  Merrill.  Through  the  medium  of  the  exchange. 

Mi*.  Culver  (continuing).  And  May  wheat  is  selling  at  $1.06  or 
$1.07,  which  would  aggregate  that  man  6  per  cent  on  his  money,  as 
an  investment.  This  man  steps  in  and  buys  that  December  and  sells 
the  May  against  it;  which  insures  him  his  profit,  or  interest  on  his 
money  between  the  two  dates. 

Mr.  Sims.  The  miller  sells  then  to  the  elevator^  or  the  character  of 
people  who  are  simply  speculators  in  options.     Is  not  that  true  ? 

Mr.  Culver.  You  may  call  it  so. 

Mr.  Sims.  I  mean  the  contracts.  I  do  not  mean  to  be  offensive  in 
my  language. 

Mr.  Culver.  You  may  call  it  speculation.  We  call  it  an  invest- 
ment. 

Mr.  Sims.  It  is  an  investment  in  a  contract;  but  not  in  wheat? 
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Mr.  Culver.  No,  sir;  when  the  investment  is  made  in  Decemb^ 
wheat,  he  takes  the  actual  wheat. 

Mr.  Sims.  When  December  comes  around;  provided  he  does  not 
beforehand  sell  out  the  contract. 

Mr.  Culver.  He  carries  that  receipt,  or  the  receipt  for  that  much 

frain,  and  sells  it  back  as  the  miller  wants  it,  taking  it  in  on  the 
asis  of  the  May  contract. 

Mr.  Sims.  Now,  let  me  ask  you  one  more  question,  which  I  am 
confident  you  can  answer;  and  you  have  been  so  candid  that  I 
bdieve  you  will  answer  it.  Do  you  think  it  is  possible  to  oj>«rate 
successfully  a  hedging  market,  unless  it  is  also  patronized  bv  specu- 
lators who  intend  to  make  the  profit  out  of  the  contract  between 
the  time  of  the  purchase  and  sale  and  the  date  of  the  ultimate  execu- 
tion of  the  contract  ? 

Mr.  Culver.  I  do  not.  They  are  the  safety  bank  of  the  grain 
trade. 

Mr.  Sims.  I  think  you  have  answered  exactly  right.  I  agree  with 
you. 

The  Chairman.  Do  you  wish  to  ask  a  question? 

Mr.  E.  T.  Brooks.  Yes,  sir. 

The  Chairman.  You  may  do  so. 

Mr.  Brooks.  The  telegram  that  you  read  there  seemed  to  want  to 
draw  a  very  fine  distinction  and  difference  between  a  bucket  shop 
and  an  exchange. 

Mr.  Culver.  Yes. 

Mr.  Brooks.  Do  you  agree  with  the  telegram  ? 

Mr.  Culver.  Yes,  sir;  perfectly. 

Mr.  Brooks.  What  I  want  to  ask  is,  what  is  the  difference,  so  far 
as  the  man  eng&ged  in  it  is  concerned,  between  a  purely  bucket-shop 
transaction,  and  calling  in  a  man  between  the  bucket-shop  man  and 
the  man  that  is  the  customer,  and  calling  him  a  broker,  and  paying 
him  a  commission  for  holding  the  stakes  ? 

Mr.  Culver.  One  is  an  organized  body  of  men  of  commercial 
honor,  and  the  other — well,  I  would  hate  to  put  in  the  record  what  I 
would  hke  to  say  with  reference  to  the  other  class  of  men.  I  will 
modify  it,  though,  and  say  they  are  sharks.  They  have  no  honor. 
They  do  not  contemplate  delivery.  They  take  their  money,  and  they 
steal  all  their  quotations,  and  steal  their  news  from  the  different 
markets.  You  may  get  a  quotation  on  your  board  that  is  right,  and 
you  may  not.  They  are  the  curse  of  our  CTain  trade  to-day.  That 
IS  the  difference  between  the  two  bodies.  One  is  a  legitimate  honor- 
able body  of  men  and  the  other  is  not. 

Mr.  Brooks.  Have  anjr  of  the  customers  of  the  bucket  shops,  since 
they  have  been  outlawed  in  certain  States,  turned  around  and  become 
customers  of  the  exchanges  ? 

Mr.  Culver.  Not  that  I  know  of.  Their  contracts  would  not  be 
taken  in  our  markets,  if  they  were. 

Mr.  Merrill.  He  means  the  patrons. 

The  Chairman.  The  committee  will  stand  adjourned  until  2  o'clock 
this  afternoon. 

(The  committee  thereupon,  at  12.16  o'clock  p.  m.,  took  a  recess 
until  2  o'clock  p.  m.) 
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AFTERNOON   SESSION. 

The  committee  met  at  2  o'clock  p.  m.,  Hon.  Charles  F.  Scott 
(chairman)  presiding. 

The  Chairman.  On  accoimt  of  the  fact  that  a  hearing  before  this 
committee  on  another  subject  is  set  for  to-morrow,  it  is  a  matter  of  a 
good  deal  of  importance  that  we  should  conclude  tne  hearings  in  rela- 
tion to  the  grain  exchanges  this  afternoon,  if  possible. 

Mr.  Merrill.  We  have  only  Mr.  Cushing  and  myself  to  be  heard 
now.  Mr.  Chairman.  Mr.  Cushing  is  a  member  of  the  New  York 
Produce  Exchange.  It  is  not  my  purpose  to  occupy  much  of  your 
time  in  my  remares,  and  therefore  tne  matter  of  time  will  rest  largely 
with  the  committee,  and  will  depend  largely  on  the  amoimt  of  cross- 

auestioning  they  desire  to  do.  There  are  a  few  subjects  which  I 
^all  want  to  call  your  attention  to,  as  the  last  s{>eaker  for  the 
exchanges.  If  you  are  ready  to  proceed,  Mr.  Chairman,  Mr.  Cushing 
is  here. 

The  Chairbian.  We  are  ready  to  proceed.  My  remark  was 
intended  only  to  suggest  to  the  members  of  the  committee  as  well  as 
to  the  witnesses  that  the  hearing  should  be  as  brief  as  is  consistent 
with  presenting  the  matter  properly. 

Mr.  Merrill.  The  only  pJoint  is  that  the  morning  was  taken  up  in 
cross-questioning  largely,  far  beyond  anything  we  contemplated,  and 
thereby  the  committee  used  up  the  time  rather  than  ourselves,  so 
that  if  we  should  be  put  in  the  attitude  of  not  completing  our  repre- 
sentation, we  should  wish  to  be  heard  briefly  on  another  date,  and  if 
possible  before  I  leave  the  citv. 

The  Chairman.  In  order  that  there  may  be  no  doubt  about  it,  I 
will  ask  the  members  of  the  committee  and  others  to  refrain  from  ask- 
ing questions  until  your  statements  have  been  made.  We  will  hear 
from  Mr.  Cushing  now. 

TESTIMOHT  OF  MB.  EDWABD  T.  CUSHING,  BEPBESElfTDrG  TEE 
ITEW  TOBK  PBODUCE  EXCHANGE. 

(The  witness  was  sworn  by  the  chairman.) 

Mr.  Cushing.  Mr.  Chairman,  all  these  questions  have  been  So 
thoroughly  thrashed  out,  all  the  different  phases  of  hedging  and 
manipulation,  that  I  am  not  tempted  to  make  any  further  argument. 
What  I  have  aimed  to  do  is  to  me  the  objections  of  the  New  York 
Produce  Exchange  to  the  passage  of  this  bill  in  a  memorandum,  as  it 
were,  making  a  positive  statement  without  attempting  to  bring  out 
any  arguments  in  favor  of  that  statement,  which  I  will  leave  to  the  com- 
mittee; so  that,  if  you  will  allow  me,  I  will  present  this  statement 
which  I  have  prepared,  and  I  would  suggest  tnat  if  you  allow  me  to 
do  so  you  will  save  time,  because  you  wulthen  have  it  before  you  for 
your  consideration. 

The  Chairman.  We  would  be  very  glad  to  have  you  do  that,  Mr. 
Cushing. 

Mr.  Cushing.  The  enactment  of  national  legislation,  which  would 
destroy  an  established  system,  in  use  on  the  great  exchanges  engaged 
in  handling  the  producte  of  agriculture,  is  a  matter  of  grave  impor- 
tance.   If  the  evidence  already  submitted  by  us  is  in  any  way  defi- 
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cient  and  this  committee  desires  further  information,  the  exchanges 
would  welcome  and  assist  a  special  committee  in  making  a  most 
searching  personal  investigation  into  every  detail  of  the  rules  of  the 
exchanges  and  into  every  detail  of  their  economic  function  in  han- 
dling the  crops. 

The  interests  involved  are  vast  and  far-reaching,  affecting  alike  the 
producer,  the  consumer,  and  our  foreign  trade. 

The  present  business  system  of  the  exchanges  is  the  outgrowth  of 
experience  and  in  operation  has  thus  far  proved  the  best  system 
which  intelligent,  practical  minds  have  been  able  to  devise. 

Existing  methods  have  been  fully  sustained  by  decisions  of  the 
Supreme  Court,  but  if  it  can  be  shown  that  hnyp&rt  of  the  system  is 
against  public  polic}^  the  exchanges  would  modify  their  rules  to  com- 
ply with  public  sentiment. 

They  have  already  gone  on  record  at  this  hearing  and  now  further 
express  their  earnest  desire  to  cooperate  with  this  committee  in  for- 
mulating any  further  rules  which  are  dictated  by  public  policy. 

I  would  ask  Mr.  Merrill  if  he  would  allow  us  to  make  that  statement 
for  all  the  exchanges. 

Mr.  Merrill.  Certainly. 

Mr.  CusHiNG.  For  personally  I  only  represent  the  produce  ex- 
change. 

Mr.  Merrill.  Yes. 

Mr.  CusHiNG.  The  system  is  complex.  Each  part  is  a  necessary 
part  of  the  whole,  and  the  destruction  of  a  part  would  endanger  the 
whole.     The  crops  for  many  years  have  been  handled  under  the 

f)resent  system,  which  has  the  advantage  of  long  experience.  Legb- 
ation  hastily  entered  into  could  easily  upset  this  system  without 
offering  anytliing  better  in  its  place,  and  could  completely  disoiganize 
vast  business  interests.  There  is  no  lack  of  organization  among  the 
gTain-i)roducing  farmers.  If  there  was  any  widespread  dissatisfac- 
tion with  the  method  of  handling  their  products,  they  would  be  here 
to-day.  They  are  not  here  and,  as  far  as  can  be  learned,  are  generally 
content  in  their  present  wonderful  prosperity. 

If  by  legislation,  imcalled  for.  tne  vast  structure  of  economical 
order,  m  handling  the  crops,  should  be  upset  and  a  panic  precipitated 
in  grain,  which  abundant  evidence  has  teen  submitted  here  to  show 
would  be  more  than  likely,  could  not  the  farmers  of  the  great  grain- 
producing  States  well  say:  '*We  were  prosperous  and  content.  We 
did  not  want  much.  All  we  asked  for  was  to  be  let  alone,  and  you 
would  not  do  so  ?''  Any  legislation  making  transactions  in  a^cultural 
products  for  future  deUvery  illegal,  or  any  legislation  which  would 
restrict  the  deahng  in  future  contracts  as  now  conducted  imder  the 
rules  of  the  great  exchanges  would  strike  at  the  root  of  the  whole 
system,  the  principles  of  which  are,  by  the  creation  of  a  free  and  open 
market  for  an  article  of  necessity,  in  its  nature  highly  speculative,  to 
^ve  to  the  producer  and  the  consumer  equal  advantages  with  a  min- 
imum cost  of  handling  owing  to  the  distribution  of  the  risk  by  means 
of  that  open  market. 

If  the  aim  of  legislation  were  the  suppression  of  bucket  shops,  where 
the  transactions  are  pure  gambling,  every  exchange  in  the  country 
would  support  it,  would  unite  in  the  formation  of  a  bill  to  that  endf, 
and  would  unite  in  enforcing  the  law,  but  any  bill  of  doubtful  inter* 
pretation  would  directly  affect  the  great  exchanges,  and  the  members 
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would  be  prevented  from  handling  the  crops  under  present  methods 
until  they  were  protected  by  a  decision  of  the  Supreme  Court. 

It  is  absolutely  essential  for  the  most  economical  handling  of  the 
grain  crops  that  sales  should  be  made  for  future  deUvery  and  that 
there  should  be  an  active  market  for  such  delivery.  Every  transac- 
tion for  future  deUvery  on  the  exchanges  carries  the  seller's  obliga- 
tion to  deUver  the  property  and  the  buyer's  obUgation  to  receive 
and  pay  for  it.  Failure  to  do  either  constitutes  a  oefault  which  sus- 
pends a  member  imtil  he  fulfills  his  obligation.  Settlement  by 
offset  is  allowed  by  exchange  rules  and  is  upheld  both  as  legal  and 
expedient  by  a  decision  of  the  Supreme  Court  rendered  May  8, 1905. 

The  main  movement  of  grain  is  from  the  farmer  to  the  country 
elevator  or  miller.  From  the  country  elevator  to  the  terminal 
cities,  where  the  exchanges  and  the  great  elevator  systems  are  located, 
and  from  the  terminal  cities  to  eastern  and  southern  millers,  dis- 
tributers, and  exporters.  Some  grain  is  moved  directly  East  from 
country  stations,  and  some  direct  export  business  is  done  by  the 
interior  terminals,  but  the  main  movement  is  as  stated.  By  the 
open  markets  of  the  exchanges,  each  one  in  the  line,  from  the  farmer 
to  the  consumer,  knows  at  any  hour  of  a  business  day  at  what  price 
he  can  buy  or  sell,  all  prices  being  based  on  the  exchange  price  for 
delivery  during  the  future  month  in  which  the  dealings  are  then  most 
active.  That  price  is  made  by  concensus  of  pubUc  opinion  of  value 
focused  on  the  exchanges.  The  opinion  of  value  is  formed  by  general 
information  of  conditions  present  and  prospective. 

The  exchanges  spend  large  sums  coilectmg  this  information,  and 
gratuitously,  through  their  members  and  through  the  press,  distribute 
it  broadcast,  the  small  dealer  and  the  capitaUst  standing  on  the  same 
ground.  The  best  information  available  is  not  private  information, 
butpubUc  information  from  the  exchanges. 

The  system  of  hedging  has  been  so  fuUy  explained  by  the  previous 
testimony  that  any  mrtner  explanations  would  be  superfluous. 

If  gram  moved  with  regularity,  no  faster  than  it  was  wanted,  and 
as  fast  as  it  was  wanted,  hedging  would  not  be  necessary,  but  it  does 
not.  At  times  the  movement  is  far  beyond  the  demand  resulting  in 
large  accumidations.  At  other  times  uie  movement  does  not  equal 
^be  demand  and  the  previous  accumulation  is  drawn  on.  It  is  here 
that  the  speculator  comes  in  and  performs  a  legitimate  economic 
function  in  carrying  property  over  times  of  plethora  and  supplying 
it  in  times  of  want. 

It  is  the  speculator  who  largely  takes  the  dealer's  hedges,  and 

Wain  enables  nim  to  buy  them  m  when  he  makes  sales  for  shipment, 
ithout  the  speculator,  the  broad,  active  market  which  we  now  have 
and  which  is  necessary  for  the  economical  handling  of  the  crops 
would  not  exist.  The  speculator,  ever  read  v  to  buy  or  sell,  prevents 
violent,  abrupt  changes.  He  anticipates  demand  and  supply  and 
works  between.  He  distributes  profits,  losses,  and  risks.  He  is  a 
leveler,  in  that  by  his  activity  he  enables  the  small  dealer  to  hedge, 
and  places  him  on  a  level  with  the  large  capitalist.  He  is  a  useful 
and  necessary  part  of  the  whole. 

Hedging  transactions  are  obviously  so  legitimate  and  so  necessary 
in  the  handling  of  the  crops  that  no  doubt  legislation  would  provide 
for  them,  but,  and  here  is  the  point  as  to  speculation,  if  speculation 
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was  restricted,  the  transactions  made  legal  would  be  impossible  to 
execute,  for  there  would  be  no  market.  There  is  where  your  specu- 
lator comes  in.  A  broad  active  market  with  fractional  nuctuations 
between  trades  is  essential  to  hedge  on.  The  speculator  creates  and 
maintains  that  kind  of  a  market.  Without  him  no  market  moving 
with  any  degree  of  regularity  would  be  possible. 

If  it  were  desirable  to  permit  so-called  legitimate  transactions  and 
I)rohibit  speculative,  the  separation  would  be  impossible.  Transac- 
tions, legitimate  or  speculative,  would  be  defined  by  intent.  Varying 
circumstances  so  often  change  the  intent  that  no  one  could  define 
where  one  began  and  the  other  ended. 

Exchange  transactions  are  often  defined  as  legitimate  or  spnecula- 
tive,  implying  that  the  speculative  transactions  are  not  leg[itimate. 
Every  transaction  recogmzed  by  the  rules  of  the  exchanges  is  Inti- 
mate. The  hedging  transactions  are  entered  into  by  conservative 
merchants  who  want  t6  avoid  speculation.  There  are  other  transac- 
tions, and  a  vast  number  of  them,  which  are  speculative.  They  are  not 
as  conservative  as  the  hedging  transactions,  out  the^  are  just  as  legiti- 
mate and  are  just  as  necessary  a  part  of  the  whole,  m  that  they  main- 
tain the  equipoise  of  the  market  and  prevent  violent,  abrupt  enan^ea. 

The  worst  form  which  speculation  can  assume  is  an  actual  or 
attempted  comer  of  the  market.  It  ruins  legitimate  business,  and 
public  sentiment  on  the  exchanges  is  against  it.  Every  exchange 
should  have  a  rule  making  a  close  comer  impossible.  No  rule  can  Ee 
made  limiting  the  amount  of  grain  an  operator  can  buy,  and  his  pur- 
chases, if  lar^e  enough,  may  under  favoring  conditions  create  a  cor- 
nered condition  of  the  market,  but  a  rule  can  be  made  to  prevent  the 
comer  from  becoming  operative.  Such  a  rule  has  been  in  oi>eration 
on  the  New  York  Produce  Exchange  for  many  years  and  has  proved 
a  complete  success.  We  have  sucn  a  rule.  Tne  fanner  can  gener- 
ally be  reUed  on  to  break  any  attempted  corner.  He  is  the  realprice 
maker,  and  either  by  the  free  delivery  of  his  product  or  by  withholdiDg 
it  can  ruin  the  mampulator.  Legitimate  speculation  avoids  manipu- 
lation. If  it  were  possible  to  prevent  speculation  by  legislative  act 
it  would  not  be  wise  to  do  soj  but,  if  legislation  could  prevent  meaiip- 
ulation  it  would  be  most  desirable. 

Futures  are  dealt  in  largely  in  the  open  market  on  the  exchanges  of 
Liverpool,  Berlin,  Budapest,  and  Paris  and  no  attempt  is  made 
there  to  restrict  speculative  transactions.  Liverpool  a  few  years 
ago  reorganized  its  system  and  largely  adopted  American  methods 
as  the  best  in  existence.  Since  then  its  trade  has  increased  enor- 
mously and  is  now  world-wide. 

Now,  Mr.  Messmore  spoke  of  this  Prussian  agrarian  law  that  was 
passed,  and  said  there  must  be  some  difficulty  about  it.  I  have 
mentioned  it  here,  and  I  will  tell  you  later  where  my  authority  came 
from.     I  do  not  know  what  technical  points  there  may  be  about  it. 

We  have  a  precedent  of  the  disastrous  effect  of  legislation  which 
abolished  tradmg  in  futures  in  the  experience  of  Prussia.  In  1896 
the  agrarian  majority  passed  a  law  prohibiting  transactions  in  the 

I)roducts  of  agriculture  for  future  delivery  on  the  theory  that  specu- 
ators  by  short  sales  depressed  values.  The  law  remained  in  force 
until  1900,  and  was  then  repealed  by  the  same  agrarian  vote  which 
made  it.  Under  its  operation  the  farmer  received  less  for  his  product, 
the  consumer  paid  more  for  his  food,  and  the  great  merchants  with 
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large  capital  made  what  the  farmer  and  the  consumer  lost.  That  is 
my  information. 

"Mr.  Lamb.  Where  do  you  get  that  report  ? 

Mr.  CusHiNG.  If  you  will  pardon  me  until  I  get  through  with  my 
statement  I  will  give  you  that. 

Mr.  Lamb.  I  wish  vou  would. 

Mr.  Gushing.  I  wul. 

Rusia  has  no  system  of  open  future  trading  and  the  business  there 
is  dominated  by  a  comparatively  few  large  merchants. 

Until  recently  there  were  no  exchanges  in  the  Argentine  Republic, 
which  is  our  greatest  competitor  in  the  export  of  grain.  There  the 
business  is  absolutely  controlled  by  a  few  large  capitalists,  who  handle 
it  on  their  own  terms  at  what,  from  our  standard,  would  be  considered 
an  enormous  profit  taken  from  the  farmer.  An  exchange  has  now 
been  esfabUshed  in  Buenos  Ayres  with  open  future  tracung,  which, 
no  doubt,  in  time  will  distribute  the  business,  but  it  has  not  yet 
become  important. 

Our  grain  crops  could  and  would  be  handled  if  every  exchange  in 
the  country  was  wiped  out.  But  how?  By  large  aggregations  of 
capital.  None  else  would  take  the  risk,  if  there  were  no  means  of 
hedging. 

In  the  modem  control  by  great  corporations,  termed  ''trusts,"  of 
most  of  the  important  industries  in  this  country,  the  grain  business 
stands  almost  alone  as  a  great  business  which  is  free  and  open. 

This  is  due  to  the  enforcement  of  the  interstate  commerce  law 
and  the  open  market  of  the  exchanges.  Without  the  interstate  com- 
merce law  there  would,  without  much  doubt,  be  an  enormous  grain 
trust  to-day  made  possible  by  the  control  of  freights.  The  exchanges 
alone  could  not  prevent  it.  The  combination  of  the  interstate 
commerce  law  and  the  exchanges  now  makes  the  deal  so  free  and  open 
that  there  is  no  chance  for  a  monopoly  and  hence  no  chance  for  a 
trust.  If  by  legislation  free  and  open  trading  on  the  exchanges  was 
so  restricted[  that  a  distribution  of  the  risk  by  hedges  became  impos- 
sible, there  would  then  be  an  opportunity  for  the  formation  of  a 
grain  trust  which  by  its  weight  of  capital  could  take  such  risks  in  a 
season's  play  that  moderate  capital  could  not  live  and  would  gradually 
be  forced  out,  leaving  the  trust  in  a  position  where  it  could  dominate 
grain  as  completely  as  the  American  Tobacco  Company  now  dominates 
tobacco. 

The  best  weapon  to  u^e  against  a  trust  is  that  which  prevents  it. 
While,  singly,  neither  the  interstate  commerce  law  or  the  exchanges 
could  prevent  a  grain  trust,  the  combination  of  the  two  presents  an 
insurmountable  barrier,  and  national  legislation  which  would  impair 
the  effectiveness  of  the  combination  seems  most  unwise. 

Laws  which  debase  the  common  people  create  despotism  under 
•whatever  conditions  they  are  enforced.  In  governments,  if  the  com- 
mon people  are  debased,  a  despotic  monarchy  is  created.  In  finance, 
if  the  common  people — ^^that  is,  those  of  moderate  capital — are  de- 
based, a  financial  despotism  is  created,  the  trust. 

The  Chairman.  You  said  that  you  would  give  us  your  authority 
for  the  statement  you  made  in  relation  to  the  German  legislation  ? 

]Mr.  CusHiNO.  Yes,  sir.  I  have  here  an  editorial  article  from  the 
post.  However,  that  is  not  much  good.  That  gives  the  historv  of  it. 
^ut  my  information  came  from  Mr.  E.  Pfarrius,  who  is  engaged  as  an 
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exporter  and  does  a  great  deal  of  busmess  in  Berlin,  and  he  seLve  me 
these  facts,  telling  me  that  he  had  an  intimate  personal  kno\i^ed£e  of 
them.  At  the  time  that  that  law  was  put  into  effect,  as  he  tolame, 
the  Prussian  commissioner — what  do  they  call  him,  secretary  of 
agriculture — was  very  much  disturbed,  and  he  resigned  and  he  came 
over  here  and  he  investigated  our  methods  of  doing  Dusiness  (futures), 
ajid  it  was  from  him  that  Mr.  Pf arrius  largely  obtained  this  informa- 
tion, and  he  gave  it  to  me.  There  was  a  question  that  arose  here  and 
a  statement  that  that  law  had  been  repealed.  What  technicality 
there  is  in  regard  to  that  law  I  do  not  know,  but  I  do  know  this,  that 
there  is  open  trading  there  in  futiu^  contracts,  because  Mr.  PfarniB 
showed  me  the  contracts  for  auite  a  large  amoxmt  of  rye,  executed 
for  future  deUvery,  within  a  relatively  short  time. 

Mr.  Lamb.  Will  you  leave  that  Washington  Post  editorial  with  us! 

Mr.  Gushing.  Oh,  that  is  an  old  one.    That  is  away  back. 

Mr.  Lamb.  Does  it  state  the  facts  ? 

Mr.  Gushing.  It  gives  the  history  of  it;  it  is  nothing  but  a  newa> 
paper  article. 

The  Chaibman.  Are  there  any  questions  ? 

Mr.  Leveb.  I  would  like  to  ask  one  or  two  questions.  You  said 
that  you  had  a  rule  of  the  New  York  Produce  Exchange  which  pre- 
vented comers  ? 

Mr.  Gushing.  That  is  right. 

Mr.  Leveb.  Will  you  give  us  that  rule  ? 

Mr.  Gushing.  Yes.  By  the  way,  I  want  to  file  in  evidence  the 
rules  of  the  produce  exchange,  and  in  support  of  the  rules,  not  only 
of  their  legahty  but  of  their  expediency,  Iwish  to  file  this  decision  of 
Judge  Holmes. 

The  Ghaibman.  Very  well;  leave  it  with  the  reporter;  and  will  you 
be  kind  enough  to  read  into  the  record  the  rule  you  have  referred  to  ? 

Mr.  Gushing.  This  rule  reads  as  follows: 

DEFAULTS. 

RuLB  32,  Sec.  1.  In  case  anv  property  contracted  for  future  delivery  be  not  deliv- 
ered at  maturitv  of  contract,  tne  purchaser  shall  notify,  in  writing,  the  commiUee  on 
grain  of  the  failure  to  deliver,  and  the  committee  on  grain  shall  immediately  hold  a 
public  call,  at  which  they  shall  read  such  notice  and  buy  the  grain  for  account  of  the 
parties  directing  the  purchase,  but  no  unreasonable  price  shall  be  paid,  arising  fron 
manipulated  or  fictitious  markets,  or  unusual  detention  in  transportation. 

That  is  the  rule. 

The  Ghaibman.  What  arrangement  is  >made  for  determining 
whether  a  given  price  is  an  unreasonable  one  ? 

Mr.  Gushing.  Mr.  Ghairman,  we  have  a  meeting,  and  the  grain  com- 
mittee get  together  and  decide  among  themselves  what  would  be  a 
reasonable  price. 

TheGHAmMAN.  That  is  a  standing  committee  of  your  exchange? 

Mr.  Gushing.  Yes,  and  a  very  important  one.  If  any  member  of 
the  committee  is  interested  in  the  grain  he  will  not  serve.  They  put 
on  another  member.  The  process  is  this.  Say  they  have  a  puolic 
call  and  there  is  wheat  in  default.  The  committee  bids  $1.20,  $1.22. 
$1.23,  $1.24,  $1.25.  The  committee  will  pay  no  more,  and  all  settle- 
ments have  to  be  made  on  that.     It  is  a  very  just  rule. 

Mr.  Lever.  That  rule  has  prevented,  I  would  assume,  any  attempt 
at  cornering  any  grain  upon  your  exchange? 
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Mr.  Gushing.  It  does  not  make  any  difference,  let  them  attempt 
it  all  they  like,  they  can  not  enforce  it. 

Mr.  Lever.  They  never  have  had  a  comer  on  your  exchange,  as  a 
matter  of  fact  ? 

Mr.  Gushing.  There  never  has  been  a  close  comer  since  this  rule 
went  into  effect,  because  this  means  a  man  may  lie  down.  I  do  not 
think  he  lies  down  when  he  takes  advantage  of  the  rule,  either;  he 
simply  announces:  ^'I  think  this  price  is  manipulated.  I  will  let  it  be 
decided  by  the  grain  committee,  and  I  will  pay  what  they  say.'' 

Mr.  Lever.  I  think  your  mle  is  a  good  mle,  and  the  point  I  am  mak- 
ing is,  if  you  on  your  exchange  can  prevent  a  corner  and  prevent  these 
violent  manipulations  on  the  exchange,  why  do  not  other  exchanges 
follow  your  good  example  ? 

Mr.  Gushing.  I  do  not  know  why  they  do  not.  Excuse  me,  I  say 
I  do  not  know  why  they  do  not.  I  do  know  that  there  is  a  movement 
on  foot  at  present  which  Mr.  Merrill  can  tell  us  a  great  deal  more  of, 
in  the  Ghicago  Board  of  Trade,  to  make  a  comer  mle.  I  prefer  not 
to  testify  in  regard  to  the  Ghicago  Board  jof  Trade  because  ]\ir.  Merrill 
knows  so  much  more  about  it  than  I  do  that  his  testimony  is  better. 
^  Mr.  Lever.  What  I  want  is  to  get  you  on  record  as  to  this  propo- 
sition. If  it  should  be  brought  to  the  minds  of  this  committee  that 
other  exchanges  are  not  ^oing  to  adopt,  and  have  not  adopted,  such 
a  rule  as  you  have  mentioned  here,  preventing  comers  and  violent 
manipulations  of  the  products  of  tne  farm,  do  you  think  it  would 
be  imwise  for  this  committee  to  step  in  with  legislation  to  prevent 
that? 

Mr.  Gushing.  I  do  not  think  there  is  an  exchange  in  the  whole 
United  States  that  would  object  to  making  a  comer  rule. 

Mr.  GocKS.  Do  you  not  think  that  the  exchanges  can  make  such 
rules  as  to  eliminate  a  great  deal  of  what  is  now  considered  objec- 
tionable trading? 

Mr.  Gushing.  I  do  not  believe  they  can.  Now,  I  have  stated — 
and  Mr.  Merrill  has  given  me  authonty  to  speak  for  the  other  ex- 
changes— that  any  rules  which  this  committee  would  suggest  the 
exchanges  would  be  only  too  glad  to  take  up,  if  they  were  in  line 
with  pubUc  poUcy;  but  we  must  have  something  which  is  practical. 
There  are  certain  forms  of  speculation  which  are  perfectly  legiti- 
mate. There  are  other  forms  of  speculation  which  we  would  like  to 
wipe  out  if  we  could.  I  think  we  would;  I  do  not  know;  I  am  only 
speaking  for  myself.  I  would  like  to  wipe  them  out.  You  speak  of 
tnis  little  outside  speculation.  Now,  if  you  will  allow  me  to  oe  per- 
sonal, I  do  not  have  any  of  those  accounts.  I  will  not  take  them. 
The  questions  were  asked  here  this  morning  in  regard  to  $500  being 

fut  up.  I  would  not  take  that  account.  I  want  something  more, 
want  to  know  the  man  that  I  work  for.  It  is  not  his  $500;  it 
does  not  take  that  long  to  go.  I  neither  exact  nor  put  up  margins 
in  my  business.     That  is  a  broad  statement  to  make,  but  it  is  so. 

The  Chairman.  What  is  your  business  ? 

Mr.  Gushing.  It  is  just  lilce  the  rest  of  them. 

The  Ghairman.  I  meant  to  ask  whether  you  limited  your  opera- 
tions to  grain,  or  whether  you  handled  all  kinds  of  produce? 

Mr.  Gushing.  It  is  mostly  grain. 

Mr.  Sims.  May  I  ask  him  a  question,  please  ? 

The  Ghairman.  Yes. 
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Mr.  Sims.  You  stated  that  you  thought  it  legitimate  and  proper  to 
eliminate  manipulation,  if  it  could  be  done,  bj  law.  I  want  to  ask 
you  if  it  is  possible  to  eliminate  manipulation  if  you  do  not^  eliminate 
the  Dersons  or  character  of  business  that  make  possible  manipulation! 

Mr.  Gushing.  I  do  not  know  that  I  exactly  imderstand  that.  I 
say  if  you  could  eliminate  manipulation  by  law  it  would  be  desir- 
able, my  opinion  is  that  the  exchanges  themselves  can  make  laws, 
rules,  against  manipulation  better  than  anybody  else. 

Mi.  Sims,  Is  it  not  a  fact  that  manipulation,  when  it  doe^  take 
place,  usually  is  promoted  or  caused  by  the  dealing  in  futures  by 
parties  who  are  not  particularly  anxious  for  the  spot  business,  but 
are  doing  what  they  call  *' playing  the  market?*' 

Mr.  Gushing.  I  do  not  know.  I  never  ran  a  corner,  so  that  I  can 
not  answer  your  question. 

Mr.  Sims.  I  am  not  talking  about  a  corner,  but  about  manipula- 
tion of  futures;  buying,  and  selling  out  before  the  day  of  deb  very 
arrives. 

Mr.  Gushing.  I  will  answer  in  this  way,  that  ilr.  Patten,  who  has 
of  course  attracted  a  great  deal  of  attention  lately,  is  eminently  a 
merchant,  and  deals  in  the  actual  produce,  and  that  is  the  reason  why 
he  has  been  so  successful. 

Mr.  Sims.  I  am  not  asking  for  a  particular  instance;  but  the  very 
way  that  you  put  it,  '*if  manipulation  could  be  eliminated,"  of  course 
leaves  us  to  conclude  that  there  is  some  manipulation.  Is  not  that 
manipulation,  whatever  it  is,  conducted  and  engineered  and  brought 
about  by  the  speculative  dealer  who  deals  in  contracts,  rather  than 
the  execution  of  the  contracts  by  delivering  or  receiving  the  product 
itself? 

Mr.  Gushing.  Not  always.    Sometimes  it  comes  about  naturally. 

Mr.  Sims.  Manipulation  is  a  natural  product  ? 

Mr.  Gushing.  Now,  you  are  talking  about  the  effect  of  manipula- 
tion. I  have  seen  saueezes  in  some  oi  the  hardest  places  come  about 
naturally.     The  market  just  went  around  that  way,  naturally. 

Mr.  Sims.  The  market  might  take  a  natural  course  and  a  man 
might  get  squeezed  if  he  was  in  it;  but  I  am  talking  about  manipu- 
lated squeezes.    A  bear  raid  is  not  a  comer,  is  it  ? 

Mr.  Gushing.  I  never  heard  of  a  bear  making  a  comer. 

Mr.  Sims.  I  say  a  bear  raid. 

Mr.  Merrill.  A  bear  raid,  breaking  the  market  down. 

Mr.  Gushing.  I  never  heard  of  a  comer  being  made  by  a  be^r.  I 
have  heard  of  it  being  made  by  a  bull. 

Mr.  Sims.  You  have  heard  of  bear  raids  being  made  and  organized, 
and  that  is  manipulation  ? 

Mr.  Gushing.  Yes;  it  is  manipulation.  But  I  tliink  that  the 
exchanges  themselves  can  legislate  against  exchange  manipulation. 
They  can  legislate  against  manipulation  becoming  operative,  as  they 
have  done  by  that  mle.  . 

Mr.  Sims.  They  can,  by  permitting  members  after  they  have  con- 
tracted to  violate  their  contracts  or  not  to  execute  them,  according 
to  the  terms  of  the  contracts. 

Mr.  Gushing.  Well,  when  the  exchanges  make  those  rules  they  are 
doing  all  they  can  to  prevent  manipulation. 

Mr.  Sims.  There  is  a  mle  which  permits  the  exchange  to  relieve  a 
man  from  the  terms  of  his  own  contract  if  he  be  the  victim  of 
manipulation  ? 
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Mr.  Gushing.  There  is  a  rule  that  prevents  the  manipulator  from 
taking  his  shirt.     That  is  about  what  it  is. 

Mr.  Sims.  That  is  manipulating  the  market  ? 

Mr.  Gushing.  In  other  words,  you  get  a  wheat  market  which  is 
up  to  $1.60,  we  will  say,  right  here,  and  the  committee  say  '*$1.50 
is  a  fair  price,"  and  they  will  not  pay  any  more.  If  it  was  not  for 
that  rule,  there  is  nothing  to  prevent  that  man  putting  the  price  up 
to  $6;  nothing  except  the  common  law.     He  can  not  collect. 

Mr.  Sims.  I  think  the  rule  is  right,  and  should  be  enforced,  and  I 
think  therefore  legislation  alon^  that  line  is  also  to  be  encouraged. 
That  is  the  point  that  I  was  making.  That  is  all  that  I  want  to  ask 
you. 

The  Chairman.  Mr.  Merrill,  before  you  go  on  I  would  like  to  give 
a  few  minutes  to  Mr.  J.  Ralph  Pickell.  Mr.  Pickell,  as  I  understand, 
does  not  represent  any  organization,  commercial  or  otherwise,  but  he 
is  the  editor  of  the  National  Hay  and  Grain  Reporter,  of  Chicago, 
LI.,  and  I  believe  the  committee  would  be  glad  to  hear  him  for  a  few 
minutes. 

TESTIMOHT    OF    MB.    J.    RALPH  PICKELL,    EDITOR     OF    THE 
H ATIOH AL  HAT  Aim  GBADT  BEPOBTEB,  OF  CHICAGO,  ILL. 

(The  witness  was  sworn  by  the  chairman.) 

Mr.  Pickell.  Mr.  Ghairman  and  gentlemen  of  the  Gommittee  on 
Agriculture,  it  is  unnecessary  for  me  to  state  that  I  am  not  here  as 
the  representative  of  any  particular  organization  or  any  grain  ex- 
change or  any  association  in  this  country,  but  solely  at  the  courteous 
request  of  your  honorable  chairman,  who  is  a  personal  and  cherished 
friend  of  mine.  Chairman  Scott  knows  that  I  am  opposed  to  his 
biU  in  its  present  form,  and  that  I  base  that  opposition  upon  actual 
experience  in  the  grain  business  and  a  personal  investigation  of  the 
methods  of  conducting  the  grain  business  in  the  various  terminal 
markets  of  the  United  States.  It  is  unnecessary  for  me  to  revert 
to  the  time  when  I  was  in  the  grain  business  with  my  father  in  Hum- 
boldt. Kans.,  the  home  of  your  honorable  chairman,  further  than  to 
say  tnat  if  we  had  not  been  able  to  hedge  our  purchases  of  grain, 
we  could  not  have  paid  the  constituents  or  your  honorable  chairman 
within -5  to  10  cents  a  bushel  of  the  prices  that  we  actually  paid  them; 
and  in  this  connection  I  want  to  emphasize  one  thought  which  it 
seems  to  me  has  not  been  brought  out  here  as  emphatically  as  it 
should  have  been.  My  father  was  in  the  stock  business  in  Humboldt, 
Kans.,  and  in  the  fall  of  the  year  he  would  purchase  his  steers.  He 
would  buy  them  in  Kansas  Gity,  and  at  the  same  time  he  would  buy 
May  com.  Now,  he  never  expected  to  receive  a  bushel  of  that  grain, 
ana  yet  he  purchased  the  com  at  the  same  time  that  he  bought  the 
cattle  because  he  knew  it  would  take  just  about  10,000  bushels  of 
com  to  get  those  steers  ready  for  market  next  June.  That  is  one 
phase  of  the  hedging  business  that  seems  to  me  very  important  in 
connection  with  grain  exchanges  in  this  countrv,  and  one  which  has 
not  been  made  as  emphatic  as  I  believe  it  should  be. 

You  asked  about  the  hay  business,  and  it  was  explained  that 
on  account  of  the  baling  and  the  difficulties  of  transportation,  owing 
to  its  bulk,  it  can  not  be  transported  quickly,  as  you  understand,  it 
would  be  practically  impossible  to  trade  in  futures  in  hay.     But  on  the 
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10th  day  of  January^OlO,  I  heard  thepresident  of  the  National  Hay 
Association^  Mr.  H.  W.  Robinson,  of  Gfreen  Spiing,  Ohio^  say  before 
a  meeting  in  Columbus,  Ohio,  of  that  association  that  it  had  been 
the  ambition  of  his  life  to  get  hay  futures  traded  in  in  the  terminal 
markets.  I  merely  mention  that  to  show  you  that  that  is  the  senti- 
ment. Wichita,  Kans.,  recently  adopted  the  system  of  future  trading. 
Mr.  McCuUough.  president  of  the  Wichita  Board  of  Trade,  told  me 
two  weeks  ago  tnat  if  the  Scott  antioption  bill  became  a  law  it  would 
absolutely  throttle  the  grain  business  in  that  thriving  little  city. 
Wichita  needs  that  grain  business  for  the  same  reason  that  Kansas 
City  needs  it,  as  was  explained  to  you  bv  Mr.  Greorge  H.  Davis. 

1  have  reason  to  believe  that  the  bucket  shops  in  this  country  are 
behind  this  bill.  I  believe  that  those  illegitimate  institutions,  those 
bloodsuckers  of  the  curb,  are  behind  this  bill  more  or  less.  Xow, 
these  things  come  to  me  in  my  office.  I  do  not  know  absolutely  that 
there  are  two — that  is,  I  have  not  proved  that  there  are  two — bucket 
shops  behind  this  bill,  but  I  know  beyond  the  question  of  a  doubt  that 
there  is  one  bucket  snop  behind  this  bill. 

The  Chairman.  Just  one  minute.  In  just  what  sense  did  you  uae 
the  words  '*  behind  the  bilir' 

Mr.  PiCKELL.  I  will  explain  that  right  now,  Mr.  Scott.  I  will  ex- 
plain to  you  just  exactlv  what  I  mean.  Here  is  a  letter  from  the 
president  of  one  of  the  largest  bucket  shops  in  the  State  of  Kansas, 
which  was  written  to  the  president  of  the  feansas  Grain  Dealers'  As- 
sociation, which  association  held  a  meeting  in  Kansas  City  two  we^a 
ago,  and  in  this  letter,  wliich  mav  become  a  part  of  the  record  if  it  is 
so  desired,  the  president  of  that  illegal  bucket  shop  indorses  the  stand 
which  the  president  of  the  Kansas  Grain  Dealers'  Association  took 
against  bucket  shops  in  his  address  to  the  association,  and  goes  further 
to  ask  that  President  Cox  of  the  Kansas  Grain  Dealers'  Association 
use  his  influence  in  getting  the  Scott  antioption  bill  enacted  into  law. 
This  is  the  letter,  and  it  may  become  a  part  of  the  record  if  you  so 
desire. 

Now,  what  I  mean  to  say  is  this :  The  bucket  shops  of  this  country 
either  see  their  doom,  they  either  read  the  handwriting  on  the  wau, 
because  10  States  in  this  Union  have  already  passed  laws  to  put  the 
bucket  shops  out  of  business 

Mr.  Lamb.  How  about  Kansas  ? 

Mr.  PiCKELL.  They  have  a  law  which  has  just  been  recently  passed, 
and  I  understand  that  the  state's  attornev  is  just  beghming  worK  upon 
it.  What  I  started  to  say  is  this:  The  bucKet  shops  of  this  country 
understand  that  they  are  about  to  be  put  out  of  business  by  the 
States,  and  desire  to  pull  the  legitimate  exchanges  down  with  them, 
or  else  they  understand  that  if  the  Scott  antioption  bill  becomes  a  law 
there  will  still  be  a  certain  amount  of  trading.  For  instance,  Chicago 
will  always  do  a  certain  amount  of  speculating,  even  if  tliis  bill  be- 
comes a  law.  So  that  these  bucket  siiops  see  there  would  be  an  op- 
portunity for  them  to  spring  up  in  the  States  and  thrive  upon  the 
suckers  who  live  around  them,  and  their  business  would  not  be  mo- 
lested if  the  Scott  bill  went  into  effect ;  and  that  is  what  I  meant  when 
I  said  that  I  thought  the  bucket  shops  would  be  glad  if  this  bill  was 
enacted.     You  understand  my  idea  ? 

The  Chairman.  Yes,  I  understand,  and  I  thought  I  understood  your 
first  expression;  but  it  was  rather  ambiguous;  because  when  you  say 
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that  certain  influences  are  behind  the  bill  the  general  interpretation 
of  that  is  that  they  have  suggested  the  bill  or  are  promoting  it. 

Mr.  PiCKELL.  On  no,  sir;  not  at  all. 

The  Chairman.  That  is  quite  a  different  statement  from  the  state- 
ment that  they  are  in  sympathy  with  the  bill. 

Mr.  PiCKELL.  No;  they  seo  that  it  can  promote  their  own  aggran- 
dizement, as  I  interpret  it,  if  this  bill  becomes  a  law;  not  that  they 
have  anything  to  do  with  it,  which  never  suggested  itself  to  my  mind. 
,A11  of  you  gentlemen  here  must  be  getting  letters  from  over  the  coun- 
try asking  that  such  a  bill  be  passed,  and  when  I  secured  this  letter  by 
accident  m  Kansas  City  two  weeks  ago  it  suggested  to  me  immedi- 
ately that  a  part  of  the  cry  was  coming  from  the  bucket-shop  people. 

Mr.  Lamb.  For  one,  I  have  never  received  a  letter  asking  that  such 
a  bill  be  passed. 

Mr.  PiCKELL.  Is  that  so  ? 

Mr.  Lamb.  That  is  so. 

The  Chairman.  Now,  will  you  read  the  letter? 

Mr.  PiCKELL.  The  letter  is  as  follows: 

The  Fabmers  Terminal  Grain  Company, 

Kansas  dty^  Kans.^  February  9,  1910, 
Mr.  R.  E.  Cox,  President  Kansas  Grain  Dealers^  Assodatian, 

Kansas  Ciiy^  Mo. 
Dear  Sir:  We  want  to  applaud  your  efforts  to  stamp  out  bucket  shops  and  specu- 
lation in  farm  products  and  foodstuffs,  and  we  are  highly  in  accord  and  sympathy  with 
you,  and  further  ask  that  you  join  with  ue  in  assisting  Congressman  Scott  to  pass  his 
anti-option  bill  now  pending  before  Congress,  prohibitmg  gambling  in  farm  products 
and  foodstuffs  on  boards  of  trade,  and  ask  that  you  pass  a  resolution  indorsing  Con- 
gressman Scott's  bill. 

Yours,  very  truly,  The  Farmers  Terminal  Grain  Company, 

By  S.  H.  McCuLLOuaH,  President. 

Mr.  Sims.  Where  is  that  from?  "" 

Mr.  PiCKELL.  From  Kansas  City,  Kans. 

The  Chairman.  Did  you  rofer  to  that  company  as  a  bucket  shop 
^urbanization  ? 

Mr.  PiCKELL.  Yes^  absolutely;  absolutely.  Before  closing,  the 
thought  that  I  had  in  my  mincl  was  this,  that  after  an  investigation 
of  the  various  methods  of  conducting  business  in  the  terminal  mar- 
kets, it  seems  to  me  to  revert  back  to  Adam  Smith,  who  wrote  liis 
work  on  political  economy  one  himdred  and  thirty-five  years  ago, 
when  he  said : 

The  natural  price,  therefore,  is  the  central  price  toward  which  the  prices  of  all 
commodities  are  continually  gravitating. 

To  my  mind,  gentlemen,  while  tlioro  are  evils,  ghastly  evils  some- 
times, connected  with  the  board  of  trade,  it  seems  to  me  that  the 
wheat  pit  and  the  com  pit  and  the  oat  pit  represent  the  twentieth 
century  gravitating  of  grain  prices  toward  the  central  price.  I 
thank  you  for  your  courtesy. 

Mr.  Sims.  So  far  as  the  South  is  concerned,  the  verv  people  who 
put  the  bucket  shops  out  of  existence  arc  the  people  who  are  behind 
this  bill  here. 

Mr.  PiCKELL.  I  am  glad  to  know  it. 

Mr.  Sims.  I  am  glad  to  inform  you,  because  you  ought  to  know  it. 

Mr.  Burleson,   iou  admit  the  evil  of  bucket  shop  gambling  ? 

Mr.  PiCKELL.  Absolutely,  yes,  sir. 


Digitized  by  VjOOQ IC 


554  PBiEYEJSTION  OP  DEAUNQ  IN  FUTTJBES. 

Mr.  BuBLEsoN.  The  propji^or  of  this  bucket  shop,  or  allied  bucket 
shop,  whose  letter  you  have  just  read,  confessed  tne  evils  of  bucket- 
shop  gambling,  i  ou  say  he  admitted  the  evil  of  it  and  said  that  it 
ougnt  to  be  wiped  out  ? 

Mr.  PicKELL.  Well,  sir;  there  is  his  letter. 

Mr.  Burleson.  Well,  I  understood  you  to  say  that  he  approved  of 
the  closing  of  the  bucket  shops  himself. 

Mr.  PiCKELL.  That,  I  beUeve,  is  the  close  of  the  letter. 

Mr.  Burleson.  Let  me  ask  you  this.  Did  you  ever  know  the  price 
of  a  farm  product  to  be  affected  by  the  price  in  the  bucket  shop  ? 

Mr.  PiCKELL.   No. 

Mr.  Burleson.  Coxisequently,  the  only  people  who  are  injured  by 
the  bucket-shop  transactions  are  the  people  who  buck  in  the  bucket 
shop;  is  not  that  true  ? 

Mr.  Pic^ELL.  Unless  the  bucket-shop  operator  happens  to  get  the 
worst  of  it  himself;  then  he  would  be  injured,  of  course;  naturally  so. 

Mr.  Burleson.  It  is  the  man  who  bucks  the  bucket  shop  that 
usually  gets  the  worst  of  it  ? 

Mr.  PiCKELL.  That  is  true;  yes,  sir. 

Mr.  Burleson.  It  is  a  fact  that  the  operation  of  gambling  that  he 
alluded  to  in  his  letter  is  the  gambling  on  the  boards  of  trade  and 
exchanges  ? 

Mr.  PiCKELL.  Yes. 

Mr.  Burleson.  It  is  a  fact  that  the  gambling  on  boards  of  trade 
and  exchanges  frequently  affects  the  market  price  of  farm  products; 
is  not  that  true  ? 

Mr.  PiCKELL.  I  am  not  thoroughly  convinced  as  to  what  you  mean 
by  ^'gambling." 

Mr.  Burleson.  You  have  brought  that  letter  here.  The  writer 
of  that  letter  alludes  to  gambling  on  the  boards  of  trade  and  exchanges. 

Mr.  PiCKELL.  Yes. 

Mr.  Burleson.  I  mean  those  transactions  where  the  buyer  does 
not  intend  to  receive  or  the  seller  intend  to  deUver. 

Mr.  PiCKELL.  I  am  not  thoroughly  convinced  that  there  are  any 
transactions  of  that  kind. 

^  Mr.  Burleson.  You  are  not  convinced  that  there  are  any  transac- 
tions of  that  kind  ? 

Mr.  PiCKELL.  No,  sir;  and  I  have  made  it  a  study. 

Mr.  Burleson.  Well,  if  there  are  transactions  of  that  kind,  are  you 
in  favor  of  them  ? 

Mr.  PiCKELL.  If  you  refer  to  bucket-shop  gambling,  I  am  against 
it,  and  any  man 

Mr.  Burleson.  Mr.  Produce  Editor,  I  mean  transactions  upon  the 
boards  of  trade. 

Mr.  PiCKELL.  Yes. 

Mr.  Burleson.  And  cotton  exchanges. 

Mr.  PiCKELL.  Yes. 

Mr.  Burleson.  Where  there  is  no  intention  on  the  part  of  the  seller 
to  deUver  or  on  the  part  of  the  buyer  to  receive. 

Mr.  PiCKELL.  Yes. 

Mr.  Burleson.  If  there  are  transactioxis  of  that  kind  on  the  ex- 
changes, are  you  opposed  to  them  ? 

Mr.  Merrill,  You  are  if  it  is  gambling,  are  you  not  ? 
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Mr.  Burleson.  Hold  up;  he  is  under  oath.  Let  him  answer  for 
himself.     Mr.  Merrill  is  not  in  charge  of  his  conscience. 

Mr.  Merrill.  I  only  wanted  to  facilitate  the  reply. 

Mr.  Burleson.  Oh,  yes. 

Mr.  PiCKELL.  Will  you  ask  that  last  question  over  again  ? 

Mr.  Burleson.  If  there  are  transactions  upon  the  boards  of  trade 
and  exchanges  of  the  country  where  the  buyer  has  no  intention  of  re- 
ceiving and  the  seller  has  no^  intention  of  dehvering,  are  you  opposed 
to  transactions  of  that  kind  ? 

Mr.  PicKELL.  If  there  are 

Mr.  Burleson.  Yes. 

Mr.  PiCKELL.  Transactions  of  that  kind ;  yes,  sir,  I  am  opposed  to 
them. 

Mr.  Burleson.  And  if  it  can  be  reached  by  legislation,  they  ought 
to  be  proliibited  ? 

Mr.  PiCKELL.  Where  the  seller  has  no  intention  of  delivering  ? 

Mr.  Burleson.  That  is  right. 

Mr.  PiCKELL.  Or  the  buyer  of  receiving  ? 

i£r.  Burleson.  Yes. 

Mr.  PiCKELL.  That  is  right,  yes. 

Mr.  Burleson.  Now,  would  you  be  very  much  surprised  if  I  told 
you  that  the  Scott  bill,  which  you  say  is  backed  by  the  bucket  shops, 
confines  itself  exclusively  to  the  class  of  transactions  that  you  say  you 
are  opposed  to  and  which  ought  to  be  prohibited  ? 

Mr.  PiCKELL.  I  would  say,  sir,  that  1  would  not  only  be  surprised, 
but  I  would  say  that  I  do  not  believe  you  have  a  correct  comprehen- 
sion of  the  bill. 

Mr.  Burleson.  Of  the  bill  ? 

Mr.  PiCKELL.  Yes. 

Mr.  Burleson.  That  I  did  not  understand  the  bill? 

Mr.  PiCKELL.  Yes. 

Mr.  Burleson.  Now  you  are  excused,  so  far  as  I  am  concerned. 

TESTJMOmr   OF   MB.  JOHK   C.    F.    MEEBILL,   VICE-PBESIDEnT 
OF  THE  CHICAGO  BOABD  OF  TBADE. 

(The  witness  was  duly  sworn  by  the  chairman.) 

The  Chairman.  Mr.  Merrill,  in  order  that  there  may  be  no  doubt 
that  you  will  be  able  to  conclude  the  statement  you  wish  to  miJie, 
I  will  ask  the  members  of  the  committee  to  refrain  from  questioning 
you  until  you  have  concluded. 

Mr.  Merrill.  Yes;  I  will  be  as  brief  as  possible,  because  I  realize 
that  the  whole  subject  has  been  prettv  well  covered. 

As  you  gentlemen  all  know,  this  hearing  is  being  conducted  by 
the  Council  of  Grain  Exchanges  of  North  America;  it  was  so  announced 
to  you  at  the  opening  of  it.  That  coimcil  comprises  all  the  important 
exchanges  of  the  country,  and  they  have  their  delegates  before  you. 
At  the  opening  I  recall  that  I  stated  that  we  had  subdivided  the  sub- 
ject, ana  that  speculation  was  one  of  those  subdivisions.  In  spite 
of  my  protest  tne  council  placed  upon  me  the  presentation  of  that 
subject  to  you,  and  I  reaHze,  gentlemen,  that  it  may  be  an  uphill 
proposition,  and  I  shall  not  dwell  upon  it  at  great  length,  in  fact 
scarcely  any  time  will  be  consumed  by  it,  when  I  will  be  as  rapid  as 
possible  in  getting  through  with  the  general  survey. 
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Speculation  has  been  defined  by  the  German  economist,  Cohn,  as 
''the  struggle  of  well-equipped  intelligence  with  the  rough  power  of 
chance."  I  think  that  is  as  good  a  definition  as  I  have  ever  heard. 
Adam  Smith,  to  whom  Mr.  Pickell  referred,  and  with  whose  Wealth 
of  Nations  I  presume  all  of  you  gentlemen  are  f  amiUar,  since  it  canie 
oflF  the  press  so  long  ago  as  1776  and  has  remained  a  high  authority 
ever  since,  says : 

In  the  progress  of  society,  philosophy  or  speculation  becomes,  like  every  oUio 
employment,  the  principal  or  sole  trade  and  occupation  of  a  particular  class  of  citizens. 

In  our  day  they  are  men,  generally  speaking,  of  capital.  Mr. 
Smith  also  says: 

The  establishment  of  any  new  manufacture,  of  any  new  practice  in  a^priculture,  is 
always  a  speculation  from  which  the  projector  promises  himself  extraordmary  profits. 

It  would  appear,  therefore,  gentlemen,  that  the  world's  best  thinkers 
recognize  the  presence  of  speculation  in  all  the  world,  wherever  there 
is  human  activity.  The  consideration  of  the  subject  of  speculation 
is  attracting  a  great  deal  of  attention  now  because,  in  the  natural 
trend  of  thin^,  the  over-taking  of  production  by  consumption  is  veiy 
sharply  drawing  the  Une.  Let  ine  make  that  a  httle  clearer.  Fifteen 
years  ago,  approximately  speaking — joxi  may  take  a  period  of  five 
years  around  that  time — the  production  of  com  in  the  United  States 
was  1,500  miUions  of  bushels.  So  thoroughly  did  that  1,500  millionB 
of  bushels  satisfy  all  of  the  domestic  and  foreign  demand  that  the 

Erice  declined  in  Chicago,  for  deUvery  in  May,  to  a  mere  fraction 
elow  20  cents.  There  were  some  hundreds  of  miles  of  comcribs 
in  the  aggregate  in  the  Mississippi  Valley  filled  with  ear  com,  some  of  it 
three  years  old,  much  of  it  two  years  old,  and  a  good  deal  of  it  of  the 
last  preceding  crop.  The  weight  of  that  enormous  cjuantity  of 
grain,  largely  Jiedged  in  the  Chicago  market — because  this  com  was 
cribbed  by  capitaHsts — depressed  the  price,  of  course,  as  supply 
and  demand  result.  To-day  there  is  no  stock  of  last  crop  of  com 
on  hand,  nor  was  there  last  year. 

I  received  an  order  in  December  of  last  year  to  buy  20,000  bushels 
of  old  corn  during  the  month,  for  a  yeast  manufacturing  concern.  I 
could  buy  it  of  any  color — white,  yellow,  or  mixed,  No.  2  or  choice  No. 
3 — in  my  judgment.  I  succeeded  in  buying  6,000  bushels  of  it  in  the 
Mississippi  Valley,  in  the  market  district  of  Chicago,  during  thirty 
days.  During  the  December  before  I  had  an  identical  order,  and  the 
result  was  that  I  got  that  year  about  3,000  bushels.  I  state  these 
facts  to  show  you  gentlemen  how  completely  consumption  has  over- 
taken production,  and  it  is  startling  because  of  its  effect  on  many  other 
things  that  you  gentlemen  will  have  to  legislate  upon.  Not  only 
has  that  surplus  disappeared,  but  we  have  increased  our  production 
from  that  1,500,000,000  to  2,940,000,000  of  bushels  in  1907,  approxi- 
mately 2,700,000,000  bushels  in  1908  and  approximately  2,800,000,000 
bushels  in  1909.  And  yet  the  increased  production  has  been  con- 
sumed, and  far  less  of  it  has  been  exported.  Years  ago  com  was 
looked  upon  as  a  food  fit  for  hogs,  and  as  a  fuel.  A  great  deal  of  it 
was  consumed  as  fuel.  But  now,  according  to  a  list  I  saw,  which  I 
am  sorrv  I  have  not  with  me,  compiled  by  the  Iowa  Agricultural  Col- 
lege at  Ames,  there  were  114  uses  tnat  corn  is  devoted  to. 

Now,  you  can  readily  see  that  in  matters  of  speculation  or  hedg:iD^, 
that  great  quantity  of  com  created  a  condition  which  made  it  impossi- 
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ble  to  corner  the  market,  or  in  fact  to  manipulate  it  much.  But 
now  the  consumption  of  grain  in  this  country  has  so  far  overtaken  the 
production  that  very  much  less  trading  affects  the  market  and  much 
more  quickly,  and  it  is  because  we  have  reached  that  stage  of  acute- 
ness  that  in  the  past  few  years  these  conditions  which  you  gentlemen 
deprecate,  which  we  all  deprecate,  have  presented  themselves,  and  it 
is  a  matter  of  passing  moment,  I  suppose,  that  the  great  market  of 
Chicago  will  go  the  way  that  all  the  exchanges  east  of  it  have  gone,  and 
be  one  of  much  decreased  activity,  because  hedging  trades  and  specu- 
lation always  center  around  the  places  where  the  raw  product  reaches 
its  initial  market;  and  just  as  westward  the  march  of  empire  takes 
its  way,  just  as  that  empire  moves  forward,  with  the  filling  up  of  the 
country,  so  does  the  center  of  accumulation  and  disposition  of  large 
stocks  of  grain  move,  and  without  that  accumulation  speculation  can 
not  long  continue.  You  can  readily  understand  that  if  a  board  of 
trade  was  on  an  island  1,000  miles  away  from  anywhere,  and  they  had 
only  1,000  members,  it  would  be  dog  eat  dog,  and  it  would  be  soon 
over  with.    There  would  not  be  anything  behmd  it. 

You  have  freauently  been  referred — I  have  noticed,  and  I  sup- 
pose you  are  well  familiar  with  it  without  reference — to  this  decision 
of  the  Supreme  Court.  I  am  not  going  to  read  it  because  of  its  value 
as  a  decision  so  much  as  because  Justice  Holmes — and  I  marvel  at 
it — so  thoroughly  understands,  or  understood  when  he  wrote  that  de- 
cision, the  situation,  and  made  such  a  splendid  analysis  of  it  that  it 
is  very  creditable  to  him,  and  to  that  gr^at  court,  that  it  could  so  per- 
fectly understand  so  complex  matter  before  rendering  its  decision. 
This  is  rather  short,  and  I  want  to  read  it  here  because  it  sets  forth 
my  ideas  in  better  form  than  I  can  give  them  to  you  myself,  and  be- 
cause vou  will  pay  more  attention  to  it  than  you  would  anything  that 
I  mignt  say.  1  read  from  this  decision,  wmch  was  rendered  May  8^ 
1905: 

The  Supreme  Ck)urt  of  the  United  States  said :  '*  The  Chicago  Board  of  Trade 
was  Incorporated  by  special  charter  of  the  State  of  Illinois  on  February  18, 
1859.  The  ctiarter  incorporated  an  existing  board  of  trade,  and  there  seems 
to  be  no  reason  to  doubt  that  it  then  managed  its  Chamber  of  Commerce  8ub> 
stantially  as  it  has  since.  The  main  feature  of  its  management  is  that  it 
maintains  an  exchange  hall  for  the  exclusive  use  of  its  members,  which  now 
has  become  one  of  the  great  grain  and  provision  markets  of  the  world.  Three 
separated  portions  of  this  hall  are  known,  respectively,  as  the  wheat  pit,  the 
com  pit,  and  the  provision  pit.  In  these  pits  the  members  msike  sales  and 
purchases  exclusively  for  future  delivery,  the  members  dealing  always  as 
principals  between  themselves,  and  being  bound  practically,  at  least,  as  princi- 
pals to  those  who  employ  them  when  they  are  not  acting  on  their  own  behalf. 

The  quotation  of  the  prices  continuously  offered  and  accepted  in  these  pits 
during  business  hours  are  collected  at  the  board  of  trade's  expense  and  handed 
to  the  telegraph  companies,  which  have  their  instruments  close  at  hand,  and 
by  the  latter  are  sent  to  a  great  number  of  offices.  The  telegraph  companies 
all  receive  the  quotations  under  a  contract  not  to  furnish  them  to  any  bucket 
shop  or  place  where  they  are  used  as  a  basis  for  bets  or  illegal  contracts. 

It  appears  that  in  not  less  than  three-quarters  of  the  transactions  in  the 
Krain  pit  there  is  no  physical  handing  over  of  any  grain,  but  that  there  is  a 
settlement  either  by  the  direct  method,  so  called,  or  by  what  is  known  as  ring- 
ing up.  The  direct  method  consists  simply  in  setting  off  contracts  to  buy  wheat 
of  a  certain  amount  at  a  certain  time,  against  contracts  to  sell  a  like  amount  at 
the  same  time,  and  paying  the  difference  of  price  in  cash  at  the  end  of  the 
business  day.  The  ring  settlement  is  reached  by  a  comparison  of  books  among 
the  clerks  of  the  members  buying  and  selling  In  the  pit,  and  picking  out  a 
series  of  transactions  which  begins  and  ends  with  dealings  which  can  be  set 
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against  each  other  by  eliminating  those  between — as,  if  A  has  sold  to  B  5,000 
bushels  of  may  wheat,  and  B  has  sold  the  same  amount  to  C,  and  C  to  D, 
and  D  to  A.  Substituting  D  for  B  by  notation,  A's  sale  can  be  set  against 
his  purchase,  on  simply  paying  the  difference  in  price. 

This  chamber  of  commerce  is,  in  the  first  place,  a  great  market,  where, 
-  through  its  1,800  members,  is  transacted  a  large  part  of  the  grain  and 
provision  business  of  the  world.  Of  course,  in  a  modem  market  contracts 
are  not  confined  to  sales  for  immediate  delivery.  People  will  endeavor  to  fore- 
cast the  future  and  to  make  agreements  according  to  their  prophecy,  Specu- 
lation  of  this  kind  hg  competent  men  is  the  self -adjustment  of  society  to  the 
probable.  Its  value  is  well  known  as  a  means  of  avoiding  or  mitigating  catas- 
trophes, equalizing  prices,  and  providing  for  periods  of  want.  It  is  true  that 
the  success  of  the  strong  induces  imitation  by  the  weak  and  that  incompetent 
persons  bring  themselves  to  ruin  by  undertaking  to  speculate  in  their  turn.  But 
legislatures  and  courts  generally  have  recognized  that  the  natural  evolutions 
of  a  complex  society  are  to  be  touched  only  loith  a  very  cautious  h<ind,  and 
that  such  coarse  attempts  at  a  remedy  for  the  waste  incident  to  every  social 
function  as  a  simple  prohibition  and  laws  to  stop  its  being  are  harmful  and 
vain.  This  court  has  upheld  sales  of  stock  for  future  delivery  and  the  snb- 
Btitution  of  parties  provided  for  by  the  rules  of  the  Chicago  Stock  Exchange. 
Clews  V.  Jamieson,  182  U.  S.,  461. 

When  the  Chicago  Board  of  Trade  was  incorporated  we  can  not  doubt  that  it  was 
■expected  to  afford  a  market  for  future  as  well  as  present  sales,  with  the  necessary  inci- 
dents  of  such  a  market,  and  while  the  State  of  Illinois  allows  that  charter  to  stand,  we 
can  not  believe  that  the  pits^  merely  as  places  where  future  sales  are  made,  are  for- 
bidden by  the  law.  But  agam,  the  contracts  made  in  the  pits  are  contracts  between 
the  members.  We  must  suppose  that  from  the  beginning,  as  now,  if  a  member  had  a 
contract  with  another  member  to  buy  a  certain  amount  of  wheat  at  a  certain  time  and 
another  to  sell  the  same  amount  at  the  same  time,  it  would  be  deemed  unnecessary  to 
exchange  warehouse  receipts.  We  must  suppose  that  then,  as  now,  a  settlement  would 
be  made  by  the  payment  of  differences,  after  the  analogy  of  a  clearing  house.  This 
natiurally  would  take  place  no  less  that  the  contracts  were  made  in  good  faith  for  actual 
delivery,  since  the  result  of  actual  delivery  would  be  to  leave  the  parties  just  wh^re 
they  were  before.  Set-off  has  all  the  effects  of  delivery.  The  ring  settlement  is  simply 
a  more  complex  case  of  tne  same  kind.  These  settlements  would  be  frequent,  as  the 
number  of  persons  buying  and  selling  was  comparatively  small. 

The  fact  that  contracts  are  satisfied  in  this  way  by  set-off  and  the  payment  of  dif- 
ferences detracts  in  no  degree  from  the  good  faith  of  the  parties,  and  if  tlie  parties  know 
when  thev  make  such  contracts  that  they  are  very  likely  to  have  a  chance  to  satisfy 
them  in  that  way  and  intend  to  make  use  of  it,  that  fact  is  perfectly  consistent  with  a 
serious  business  purpose  and  an  intent  that  the  contract  shall  mean  what  it  says. 
There  is  no  doubt,  from  the  rules  of  the  board  of  trade  or  the  evidence,  that  the  con- 
tracts  made  between  the  members  are  intended  and  supposed  to  be  binding  in  manner 
and  form  as  they  are  made.  There  is  no  doubt  that  a  large  part  of  those  contracts 
is  made  for  serious  business  purposes.  Hedging,  for  instance,  as  it  is  called,  is  a  means 
by  which  collectors  and  exporters  of  grain  or  other  products,  and  manufacturers  who 
make  contracts  in  advance  for  the  sale  of  their  goods,  secure  themselves  against  the 
fluctuations  of  the  market  by  counter  contracts  for  the  purchase  or  sale,  as  the  case 
may  be,  of  an  equal  quantity  of  the  product,  or  of  the  material  of  manufacture.  It  is 
none  the  less  a  serious  business  contract  for  a  legitimate  and  useful  purpose  that  it 
may  be  offset  before  the  time  of  delivery  in  case  delivery  should  not  be  needed  or 
desired. 

Purchases  made  with  the  understanding  that  the  contract  will  be  settled  by  paving 
the  difference  between  the  contract  and  the  market  price  at  a  certain  time  (EJmbrey 
V.  Jemison,  131  U.  S.  336;  Weare  Commission  Co.  r.  People,  209  111.  528),  stand  on 
different  ground  from  purchases  made  merely  with  the  expectation  that  they  will  be 
satisfied  by  set-off.  It  the  latter  might  fall  within  the  statute  of  Illinois,  we  would 
not  be  the  first  to  decide  that  they  did  when  the  object  was  self-protection  in  busineee 
and  not  merely  a  speculation  entered  into  for  its  own  sake.  It  seems  to  us  an  extra- 
ordinary and  unlikely  proposition  that  the  dealings  which  give  its  character  to  the 
great  market  for  future  sales  in  this  country  are  to  be  regarded  as  mere  wagers  or  as 
'pretended"  buying  or  selling,  without  any  intention  of  receiving  and  paying  for 
the  property  bought,  or  of  delivering  the  property  soldj  within  the  meaning  of  the 
Illinois  act.  Such  a  view  seems  to  us  hardly  consistent  with  the  adnutted  fact  that  the 
quotations  of  prices  from  the  market  are  of  the  utmost  importance  to  the  business 
world,  and  not  least  to  the  farmers;  so  important  indeed,  that  it  is  argued  here  and  has 
been  neld  in  Illinois  that  the  quotations  are  clothed  with  a  public  use.  It  seems  to 
us  hardly  consistent  with  the  obvious  purposes  of  the  plaintiff  s  charter,  or  indeed  with 
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the  wordfl  of  the  statute  invoked.  The  sales  in  the  pits  are  not  pretended,  hut,  as  we 
have  said,  are  meant  and  supposed  to  be  hinding.  A  set-off  is  in  legal  effect  a  delivery. 
We  speak  only  of  the  contracts  mado  in  the  pits,  because  in  them  the  members  are 
principals.  The  subsidiary  rights  of  their  employers  where  the  members  buy  as 
Srokers  we  think  it  unnecessary  to  discuss. 

In  the  view  which  we  take  the  proj)ortion  of  the  dealings  in  the  pit  which  are  settled 
in  this  way  throws  no  light  on  tne  fjuestion  of  the  proportion  of  serious  dealinj^s  for 
legitimate  business  purposes  to  those  which  fairly  can  be  classed  as  wagers  or  pre- 
tended contracts,  ^o  more  does  the  fact  that  the  contracts  thus  disposed  of  call  for 
many  times  the  total  receipts  of  grain  in  Chicago.  The  fact  that  they  can  be  and  are 
set  off  suflSciently  explains  the  possibility,  whi'^h  is  no  more  wonderfi:l  than  the 
enormous  disproportion  between  th(»  currency  of  the  country  and  contracts  for  the 
payment  of  money,  many  of  which  in  like  manner  are  set  off  in  clearing  houses  without 
anyone  dreaming  that  they  are  not  paid,  and  for  the  rest  of  which  the  same  money 
suffices  in  succession,  the  less  being  needed  the  more  rapid  the  circulation  is. 

Gentlemen,  you  probably  are  all  well  aware  that  in  1888  the  United 
States  Government  appointed  a  commission  to  investigate  certain 
things,  called  the  Industrial  Commission.  That  commission  was  com- 
posed as  follows: 

Senator  James  H.  Kyle,  chairman;  Senator  Boies  Penrose,  Senator 
Stephen  R.  Mallory,  Senator  John  W.  Daniel,  Senator  Thomas  R. 
Bard,  Representative  John  J.  Gardner,  Representative  William  Lori- 
mer,  Representative  L.  F.  Livingston,  Representative  John  C.  Bell, 
Representative  Theobald  Otjen,  Mr.  Andrew  L.  Harris,  Mr.  John  M. 
Farquhar,  Mr.  Eugene  D.  Conger,  Mr.  Thomas  W.  Phillips,  Mr, 
Charles  J.  Harris,  A&.  John  L.  Kennedy,  Mr.  Albert  Clarke,  Mr.  D.  A, 
Tompkins,  Mr.  (Carles  H.  Litchman.     E.  Dana  Durandj  secretary. 

As  I  say,  they  conducted  this  inquiry  covering  a  penod  of  some- 
thing over  two  years.  They  were  in  Chicago  at  our  board  of  trade,  as 
I  recall  it  now,  about  two  weeks.  A  good  many  of  our  members  were 
called  before  that  conunission  andgave  all  the  testimony  that  we  were 
competent  in  any  way  to  give.  The  chairman  of  the  conmiission  was 
Senator  James  H.  Kyle,  and  I  wish  just  to  present  two  or  three  things 
from  his  report,  which  1  would  like  to  put  in  the  record.  This  is  from 
his  report  on  the  distribution  of  farm  products: 

Why  has  commercial  distribution  in  the  United  States  become  so  largely  identified 
with  the  speculative  class  of  trading  capitalists?  The  answer  is  that  it  has  been  found 
beet  for  tne  producing  and  consuming  interests  of  the  community  that  the  risks  of 
distribution  should  be  localized  in  a  separate  conmiercial  class  whose  members  are  in 
a  position  to  inform  themselves  as  to  all  the  factors— past,  present,  and  prospective — 
affecting  the  future  course  of  prices.  If  the  risks  of  distribution  fell  upon  the  farmer, 
it  would  increase  materially  the  risks  of  capital  required  and  thus  raise  the  rate  of 
interest  he  should  have  to  pay  as  producer,  because  increased  risks  always  raise  the 
rate  of  interest.  This  would  mcrease  the  cost  of  production  and  would  conseauently 
tend  to  reduce  consumption  by  rise  of  price  to  consumers.  Such  rise  of  price  oeyond 
a  certain  point'  would  reduce  the  volume  of  trade.  If  consumers  assumed  the  risk  of 
distribution  there  would  be  very  inadequate  provision  for  the  future.  Irregular 
supply  of  subsistence  soon  breaks  down  the  economic  efficiency  of  consumers,  besides 
impairing  their  regular  consuming  capacity  as  customers  of  the  producer.  Hence  the 
community,  producers,  traders,  and  consumers  all  suffer  together. 

These  two  kinds  of  services  are  peculiar  to  speculative  distribution — the  service  of 
asBiuning  the  risks  that  arise  from  changes  in  the  relation  of  demand  and  supply,  and 
the  service  of  giving  the  right  direction  to  the  commodities  available  for  consumption. 
Even  in  famine-stricken  India,  the  Government  regards  speculative  distribution  of 
supplies  as  on  the  whole  far  more  efficient  than  any  bureaucratic  distribution  could  be. 
Witnout  this,  modern  markets  would  be  deprived  of  a  very  peat  share  of  their  effi- 
ciency in  serving  producers  and  consumers.  In  fact,  those  who  have  thought  out  the 
subject  most  thoroughly  have  found  in  this  directive  work  of  speculation  the  chief 
justification  for  its  existence.  Where  government  has  assumed  even  part  of  the  risk 
of  crop  distribution,  as  in  Russia,  piles  of  wheat  rot  in  one  section,  while  people  starve 
in  the  next. 

(There  are  no  grain  speculative  markets  in  Russia.) 
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Professor  Emery  gives  it  as  his  opinion  that  organized  speculation  i«  foi^nd  to  be  the 
means  of  making  the  needed  protection,  and  it  will  also  prove  itself  the  chief  directive 
intiuence  in  the  economic  field  in  which  it  prevails. 

Speculative  dealings  in  farm  products  have  then  three  things  to  consider:  Concentn- 
tion  and  distribution  of  surplus  crops  at  right  times  and  places,  and  the  formAtkm 
of  a  business  judgment  basea  on  a  ratio  of  the  visible  supply  to  the  world's  ^nda  and 
cotton,  for  example,  to  the  customary  demand  of  its  consuming  communities.  The 
scope  of  this  task  of  forming  a  judgment  upon  world-wide  conditions,  and  forming  it 
accurately  enough  to  stake  millions  of  capital  upon  it,  is  perhaps  the  heaviest  hazard 
on  our  whole  modem  economic  organization  of  society.  But  some  class  of  investcHB 
must  do  it,  or  the  consumers  must  pay  a  higher  price  for  their  produce;  and  producer 
must  be  content  to  enter  the  market  with  fewer  com|>etitorB,  ready  to  buy  and  cany 
their  surplus.  Producers  and  consumers  together,  without  the  speculative  mechan- 
ism at  work,  would  have  to  divide  the  risks  of  distribution  between  them.  Neither 
of  these  interests  is  prepared  to  do  this.  Sound  commercial  policy  is  the  beet  served 
by  a  rational  division  of  distributive  labor,  in  which  economic  freedom  and  economic 
responsibility  are  equally  respected.  The  economic  services  of  speculative agoicieB 
engaged  in  distributmg  farm  products  are  threefold: 

1.  They  localize  industrial  risks  amon^  a  commercial  class  whose  special  function 
Is  to  distribute  surplus  supplies  over  deficit  times  and  places  in  such  a  way  as  to  lessen 
the  uncertainty  of  producers  and  consumers. 

2.  They  relieve  producers  and  consumers  from  carrying  a  whole  year's  stock,  en- 
abling the  farmer  to  convert  his  crop  promptly  into  casn  capital  and  the  latter  to  rap- 
ply  himself  as  his  periodical  needs  may  require  without  ennancing  prices  beyond  tae 
original  rate  of  risks  and  returns  of  such  capital  investments. 

3.  Competition  of  speculative  traders  tends  more  than  any  other  force  to  reduce 
profits  of  these  agencies  to  a  minimum  per  unit  of  commodity  handled.  Released 
Irom  their  economic  functions,  it  is  to  their  interests  to  seek  to  reduce  the  risks  ol  dii- 
tribution  to  a  minimum.  By  expert  acquaintance  with  the  conditions  that  involve 
risks,  the  hazardous  elements  are  gradually  limited,  if  not  entirely  eliminated. 

That  is  signed  by  the  chairman,  Senator  Kyle,  and  it  is  submitted 
as  of  date  1900.  When  a  later  bill  bearing  upon  this  same  subject 
was  before  Congress  Senator  Piatt,  of  Connecticut,  said: 

The  farmers  complain  that  dealers  in  options  and  futures  improperly,  ill^ally,  11  yoit 
please,  immorally,  fix  theprice  of  their  products.    I  do  not  believe  it.    *    *    * 

But  who  is  to  nx  the  price  of  the  productions  of  the  farmers  if  this  bill  passes?  Haw 
they  thought  of  that?  Do  they  not  understand,  with  the  present  power  of  concentra- 
tion of  capital,  with  the  present  haste  to  make  riches,  that  the  price  will  still  be  fix«^ 
by  some  one  else  and  not  by  themselves?  Has  it  ever  entered  their  minds  that  tibe 
prices  hereafter  prevailing  for  those  agricultural  products  will  be  fixed  in  the  matter 
of  grain  by  the  millers  and  the  elevator  men  and  the  commission  merchants?  Do  the 
farmers  expect  that  the  price  will  be  fixed  by  the  millers  and  the  elevator  men  and  tiie 
railroad  and  commission  men  any  more  to  their  advantage  than  they  now  suppose  it  U> 
be  fixed  by  the  men  who  deal  in  future  contracts? 

That  is  from  what  was  said  by  Senator  Orville  H.  Piatt,  of  Con- 
necticut. 

I  have  here  a  speech  of  the  then  Senator  Edward  D.  White  on  the 
same  subject.  I  am  not  going  to  read  it.  I  thought  I  heard  some  one 
say  that  it  had  been  filed  by  the  cotton  people. 

Mr.  Burleson.  Yes;  that  has  been  nled. 

Mr.  Merrill.  Yes.  The  part  of  it  which  I  wish  the  record  to 
show  that  I  referred  to  is  quite  an  exhaustive  theory  by  Professor 
Jevons,  which  Senator  White  incorporated  into  his  address,  he  having 
sent  it  to  the  chair  to  be  read  at  the  time  he  made  his  address.  Any- 
one wanting  to  see  it  will  of  course  know  where  it  is  to  be  found. 

A  good  deal  has  been  said  about  bucket  shops,  and  I  would  like  the 
record  to  show  a  ffood  definition  of  a  bucket  shop.  The  one  I  give 
you  first  is  from  tne  Century  Dictionary: 

A  bucket  shop  i^  an  establishment  conducted  nominally  for  the  transaction  of  a  etock 
exchange  business,  or  a  business  of  similar  character,  but  really  for  the  registration  of 
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bets  or  wa^rs,  usually  for  small  amounts,  on  the  rise  or  fall  of  the  prices  of  stocks,  pvAxif 
oil,  etc.,  there  being  no  transfer  or  delivery  of  the  stocks  or  commodities  nominally 
dealt  in. 

The  definition  as  given  in  the  Standard  Dictionary  is  as  follows: 

An  office  where  people  may  gamble  in  fractional  lots  of  stock,  grain,  or  other  things 
which  are  bought  and  sold  on  the  exchanges.  The  bucket  shop  uses  the  terms  and 
outward  forms  of  the  exchanges,  but  differs  irom  exchanges  in  that  there  is  no  delivery, 
and  no  expectation  or  intention  to  deliver  or  receive  securities  or  commodities  said  to 
be  sold  or  purchased. 

There  is  another  short  statement  here,  I  can  not  give  you  the 
author,  but  I  will  just  introduce  it  as  a  quotation: 

A  *'  bucket  shop  "  is  a  place  wherein  are  posted,  as  they  occur,  the  fluctuating  prices 
of  grains,  provisions,  and  stocks  in  the  great  exchanges  at  the  leading  commercial 
centers.     Under  the  guise  of  a  contract  to  buy  or  sell  one  of  these  commodities,  the 

Sroprietor  of  the  "shop"  will  wager  any  comer  that  the  price  will  advance  before  it 
eciines,  or  will  decline  before  it  advances  to  a  certain  named  point.  Neither  party 
"buys'*  anything.  Neither  party  ** sells"  anything.  Neither  party  intends  either 
to  buy  or  sell  anything.  The  decision  of  the  wager  hangs  upon  a  quotation  which  is 
made  by  men  engaged  in  actual  trade  perhaps  five  hundred  or  a  thousand  miles 
distant,  with  which  the  bettors  have  nothmg  to  do  and  upon  which  their  wager  exerted 
no  influence. 

The  supreme  court  of  Indiana,  in  the  case  of  Pearce  et  al.  v.  Bill 
(149  Ind.,  136),  speaking  through  Judge  Jordan,  said: 

The  mischief  and  evil  consequences  resulting  to  the  State  from  the  operations  of  the 
bucket  shop  are  almost  beyond  computation.'  It  assumes  an  air  of  l^;ality  and 
respectability  and  insidiously  ensnares  many  innocent  victims  before  the  public  learn 
of  their  danger.  It  ought  to  be  outlawed  by  statute,  as  its  existence  is  a  menace  to 
society,  and  its  operations  immoral,  contrary  to  public  policy,  and  ill^;al. 

Another  decision  of  the  supreme  court  of  the  State  of  Indiana  in 
case  of  the  Western  Union  Telegraph  ('o.  v,  the  Hammond  Elevator 
Co.,  contains  in  part  the  following: 

We  have  no  statute  denouncing  optional  gambling  as  a  crime,  but  contracts  for  the 
purchase  and  sale  of  commodities  not  to  be  delivered,  but  only  to  be  performed  by 
advancing  and  paying  differences,  are  void  at  common  law.  The  business  or  opera- 
tion of  the  bucket  shop  have  been  the  source  of  much  evil,  and  the  question  of  pro- 
hibiting such  transactions  or  business,  as  it  is  generally  conducted,  merits  the  consid- 
eration of  the  legislature. 

From  the  latter  it  will  be  seen  that  the  supreme  court  advises  the 
legislature  to  enact  such  legislation  as  will  do  away  with  bucket  shops, 
and  it  would  seem  the  legislature  of  no  State  could  ask  more  than  the 
recommendation  of  its  supreme  court. 

I  am  hurrying  along  as  fast  as  I  can,  Mr.  Chairman.  For  the 
moment,  anyway,  until  you  take  up  questioning,  I  will  leave  the  dis- 
cussion, in  a  general  way,  of  these  questions,  and  I  want  to  refer  par- 
ticularly, so  mat  it  may  be  of  record,  to  some  of  the  practices  of  my 
own  exchange,  the  Chicago  Board  of  Trade.  Take  first  the  question 
of  penalty  on  off  grades  when  delivered.  We  have  no  off  grade  of 
wheat  deliverable  under  any  penalty.  The  grades  of  wheat  de- 
liverable in  our  market  have  been  explained  to  you  by  Mr.  Fitch. 
The  com  market  is  slightly  different  in  that  No.  3  com  may  be 
delivered  at  5  cents  penalty,  the  intention  being  to  very  fully 
protect  the  buyer,  because  there  is  never  so  much  market  dinerence 
as  that,  and  the  board,  desiring  to  make  it  as  difficult  as  possible  for 
anyone  to  manipulate  the  maAet,  by  vote  of  its  membership  passed 
that  rule.  In  Uie  operation  of  that  mle  you  will  readily  see  that 
if  the  seller  can  find  it  to  his  better  interest  to  sell  the  No.  3  com  in 
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the  open  market  and  buy  a  like  quantity  of  contract  com  he  may  do 
«o,  and  therein  Hes  his  protection;  but  if  he  is  caught  with  a  laige 
quantity  of  No.  3  com  in  a  year  perhaps  when  there  is  httle  contract 
•com  then  his  maximum  loss  oy  bemg  unable  to  comply  with 
his  contract  would  be  covered  m  that  way.  To  show  you  how 
possibly  that  might  be  the  case  I  have  a  couple  of  mari^et  reports 
which  my  firm,  m  writing  to  me  since  I  have  oeen  here,  inclosed  in 
their  letters,  not  with  any  thought  of  their  being  oflFered  here,  but 
dimply  to  acquaint  me  with  the  state  of  the  market,  and  here  is  a 
statement  of  daily  inspection  of  grain.  Under  date  of  February 
16,  the  total  receipts  of  com  inspected  that  day  were  467  cars,  of 
which  there  was  but  1  car  of  contract  com,  the  other  466  cars  all 
being  below  contract  com,  and  of  course  a  large  part  of  that  com 
had  oeen  hedged  when  it  was  bought  from  the  farmers  and  sold  for 
May  or  some  other  deUvery  in  Cliicago;  but  of  course  on  the  arrival 
of  the  com  the  hedge  was  covered  in  the  open  market  and  the  com 
was  sold  on  sample  to  driers  or  consumers  tor  such  purposes  as  they 
might  buy  it  for. 

Mr.  Hawley.  Will  that  466  cars  of  com  be  made  contract  com 
by  drying  ? 

Mr.  Merrill.  Some  of  it  only.  I  am  chairman  of  the  grain  com- 
mittee, and  it  is  a  very  active  committee,  having  charge  of  all  the 
cash  grain  interests  of  that  board,  and  under  the  uniform  rule  now 
adopted  by  nearly  all  the  great  corn-producing  States  there  is  a 
rule  of  inspection.  Inspection  in  our  State  is  under  a  state  law 
enacted  thirty-nine  years  ago.  It  is  a  very  perfect  system,  built 
up  under  the  care  of  the  State.  The  No.  2  com  may  have  a  moisture 
content  of  16  per  cent  maximum,  and  we  have  found  that  com  which 
has  a  maximum  moisture  content  of  above  18  per  cent  does  not  lend 
itself  well  to  drjdng,  because  after  drying  it  breaks  to  pieces  badly; 
having  been  so  much  swollen  up  and  enlarged  with  tne  inoisture, 
which  when  rapidly  taken  out  of  it  leaves  it  m  such  a  condition  thai 
the  ordinary  mnnmg  through  spouts  and  dropping  into  cars  breaks 
it,  and  it  becomes  floury;  and  it  makes  the  grain  dirty,  which  prevents 
lit  grading  No.  2  and  carries  it  into  a  lower  grade. 

The  report  I  have  here  is  of  the  19th  instant,  on  which  day  the 
receipts  of  com  were  344  cars,  of  which  again  only  1  car  was  con- 
tract com.  The  crop  of  1908  was  of  fine  quality  and  a  large  percent- 
age of  it  graded  No.  2,  and  there  was  so  Uttle  No.  3  in  it  that  it 
.sold  all  year  within  i  to  ^  cent  of  the  No.  2;  but  of  course  wiien 
1;he  quantity  of  it  is  so  great  that  it  can  not  be  graded,  or  dried  into 
No.  2  com,  it  of  necessity  raises  this  question  of  the  possible  delivery 
•of  No.  3.  Under  such  conditions  the  discount  would  be  more  be- 
■cause  of  the  greater  quantity  of  No.  3;  and  I  would  say,  further,  that 
whenever  the  off  grade  is  delivered  the  warehouse  receipts  can  not 
be  mixed  in  with  other  receipts  covering  No.  2  com.  On  a  sale  for 
future  deUvery  of  5,000  bushels  we  could  not  deliver  2,000  bushels 
of  No.  2  and  3,000  bushels  of  No.  3;  we  would  have  to  deliver  the 
whole  5,000  bushels  of  No.  3,  so  that  a  miller  getting  it  would  not 
get  a  mixed  lot. 

With  resj>ect  to  the  banker's  position  in  hedging^  I  heard  D.  R. 
Forgan,  of  the  National  City  Bank  of  Chicago  (deposits  $22,000,000), 
stal^  at  a  large  meeting  of  the  Association  of  Commerce  and  Boaitl 
of  Trade  of  our  city,  that  he  would  not  loan  money  to  anyone  on  grain; 
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that  is,  would  not  loan  it  at  the  usual  percentage  advance,  which  is 
nearly  the  market  value,  except  to  an  Armour  that  was  not  hedged. 

There  was  a  Question  asked  by  some  gentleman  of  the  committee 
the  other  day  about  the  increased  amount  of  money  that  would  be 
^reauired  in  case  the  market  went  up  and  margins  had  to  be  put  up. 
I  tnink  some  of  you  gentlemen  asked  such  a  question,  and  it  is  a  good 
understanding  of  the  facts  that  you  want,  so  that  perhaps  if  I  just 
recite  the  modus  operandi  from  start  to  end,  going  through  with  the 
bank  part  of  it,  it  may  be  valuable.  If  A  buys  100,000  bushels  of 
wheat  for  $1  a  bushel,  he  takes  the  warehouse  receipts  over  to  the 
bank  and  leaves  the  warehouse  receipts  and  the  insurance  policies 
with  the  banker;  he  will  also  tell  the  banker  that  it  is  hedged.  If  the 
banker  has  the  slightest  disposition  to  question  his  word,  he  will  ask 
him  to  bring  the  hedging  contracts,  which  he  will  be  furnished  with. 
The  banker  then  knows  that  he  has  the  property  and  he  has  the  con- 
tracts covering  the  hedge,  and  all  that  has  to  be  done  to  make  those 
contracts  good  all  the  time  is  to  call  margins  from  the  people  to  whom 
the  wheat  is  sold  if  the  market  should  go  down,  so  that  the  wheat 
would  be  protected  against  loss  through  their  failure  to  receive  and 
pay  for  it. 

On  the  other  hand,  if  the  market  should  go  up  and  the  man  owning 
the  wheat  should  be  required  to  put  up  margins,  he  would  go  to  the 
banker  and  say:  '*The  market  is  up  10  cents  and  I  am  called  $10,000 
on  this  wheat."  The  banker  having  the  wheat  and  the  contracts 
and  knowing  that  it  will  be  delivered  if  he  deposits  the  margins,  and 
thereby  protects  the  contract — because  if  he  did  not  deposit  the 
margins  the  people  who  had  the  contract  would  enter  the  market  and 
buy  it  for  the  account  of  A — ^will  very  readily  advance  the  margin 
money.  Of  course  he  takes. an  ordinary  promissory  bank  note  for  it 
and  passes  the  money  to  the  credit  of  A,  and  A  immediately  gives  a 
check  for  the  margin.  This  fe  written  in  two  certificates,  an  original 
and  a  duplicate,  and  it  states  on  the  face  of  those  certificates  the 
names  of  both  parties  to  the  contract,  and  it  also  states  that  the  money 
can  not  be  released  from  deposit  for  the  rnai^in  purposes  until  the 
margin  certificate  is  retumea  bearing  the  indorsement  of  both  par- 
ties to  the  contract.  By  that  process  you  will  see  that  the  bank  does 
not  subject  any  of  its  money  to  being  checked  out  into  another  bank, 
the  bank  being,  as  almost  all  of  the  large  banks  are,  denominated 
by  the  board  of  trade  as  a  depository  for  the  deposit  of  money  for 
margin  purposes. 

So  that  the  hedging  of  the  grain  becomes  an  absolute  certainty  to 
the  banker,  under  those  circumstances,  which  are  those  which  prevail 
in  our  market;  whereas  to  hold  100,000  bushels  of  wheat  without  a 
hedge  and  the  market  going  down  10  cents  would  involve,  of  course, 
a  loss  of  $10,000,  it  would  be  pure  speculation,  and  A  mi^ht  not  be 
financially  able  to  sustain  such  a  loss,  and  the  banker  would  find  him- 
self with  the  wheat  certificates  in  hand,  worth  less  than  the  amount 
of  money  he  had  advanced,  and  with  no  contract  against  them.  I 
have  g:one  this  far,  and  you  immediately  say,  **  The  Scott  bill  does 
prohibit  that."  I  am  aware  of  that;  but  suppose  it  is  No.  3  wheat, 
and  there  is  a  parity  of  a  cent;  I  can  go  to  my  bank  with  100,000 
bushels  of  that  No.  3  wheat,  and  if  it  is  N^o.  3  it  can  not  be  delivered 
<m  a  contract,  and  the  banker  knows  that  I  can  not  deliver  it,  but  he 
knows  that  I  have  these  contracts  on  an  equal  quantity  of  No.  ^,  and,, 
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the  market  moving  up  and  down,  the  most  I  could  suffer  would  be  & 
variation  of  that  parity  between  the  two  grades,  and  that  that  would 
not  be  at  any  time  a  material  siun  of  money;  it  might  be  a  cent  a 
bushel,  $1,000  on  100,000  bushels,  or,  at  2  cents,  $2,000,  and  the 
amount  being  small,  he  would  rely  upon  A  as  being  sufficiently  abW 
to  take  care  of  that. 

A  few  words  on  the  intention  of  the  commission  merchant  to 
receive  and  deliver,  as  set  forth  by  Justice  Holmes.  I  am  particulariy 
anxious  to  elucidate  this  thought  because  of  the  questions  which  Con-, 

fressman  Beall  has  asked  of  some  of  the  witnesses  about  his  friend 
own  in  Alabama  who  would  buy  or  sell.  You  will  have  gathered 
from  what  the  Supreme  Court  has  said,  that  there  is  always,  without 
any  exceptions  or  variations,  an  intent  on  the  part  of  the  commissioD 
merchant  in  Chicago  when  he  receives  that  order,  if  it  is  to  buy,  to 
receive  that  grain  ror  the  accoimt  of  the  man  who  sends  the  order, 
and  when  he  sells  it  to  deliver  it  for  his  account,  unless  there  should  be 
a  set-off,  as  Mr.  Justice  Holmes  says,  which  is  equal  to  delivery.  If, 
buying  that  com  for  the  man  in  Alabama  for  May,  and  May  1  comes 
and  he  has  not  sold  it,  the  com  wiU  be  delivered  to  me  as  the  com- 
mission merchant,  in  warehouse  certificates.  I  immediately  insiue 
it.  I  advise  him  that  it  has  been  delivered,  that  it  has  five  da3rs  to 
run  free  of  storage,  when  storage  will  begin  at  the  rate  of  one-fortieth 
of  1  cent  a  day,  or  1  cent  in  forty  days,  one-foiu'th  of  a  cent  for  each 
ten  days — only  it  does  not  run  m  fractional  parts  thereof  as  it  do^ 
in  some  markets.  We  formerly  had  it  that  way,  but  we  deemed  it  to 
be  somewhat  unfair,  so  that  it  is  now  fixed  as  I  have  said.  We 
would  continue  to  carry  it  for  his  account  until  such  time  as  he  should 
order  it  put  on  the  cars  and  shipped  and  sold  out  in  the  market.  If 
we  sold  it  out  on  the  market,  immediately  on  selling  it  we  would  de- 
liver it  and  render  an  account  of  sale,  and  if  he  should  order  it  sold 
before  the  1st  of  May  that  would  not  interfere  at  all  with  the  receipt 
of  the  corn  by  us  and  its  delivery  just  the  same;  having  both  the 
purchase  and  the  sale  for  his  accoimt  we  are  willing  to  send  Imn  an 
accoimt  of  sales  when  he  orders  it  sold,  because  our  position  is  then 
defined. 

We  do  not  have  to  wait  a  minute  on  delivery.  The  delivery  is 
made  during  certain  hours  when  the  delivery  clerks  are  all  assembled 
in  one  room  and  the  delivery  is  consummated  very  rapidly;  enormous 
quantities  of  grain  may  be  delivered  in  a  few  minutes.  So  that  what- 
ever may  have  been  the  intent  of  Mr.  BealFs  friend  in  making  tiiat 
order,  for  whatever  purpose  he  may  have  wished  to  buy  that  grain, 
he  has  done  a  perfectly  legitimate  thing,  according  to  the  same  deci- 
sion of  the  Supreme  Court,  which  I  have  not  with  me,  but  which  you 
gentlemen  are  all  familiar  with,  in  which  the  Supreme  Court  has  said 
that  it  is  a  perfectly  legitimate  reason  for  the  buying  of  grain  to  buy 
it  for  the  sake  of  tne  nse.  A  man  does  not  have  to  have  a  mill  or  \ 
bunch  of  steers  to  consume  it,  or  he  does  not  have  to  buy  it  for  any 
other  reason  than  that  he  believes  it  is  good  property  to  own,  ni) 
matter  whether  he  is  mistaken  in  that  belief  or  not;  so  that,  knowing 
that  our  Mississippi  friend  has  a  perfect  right  even  as  a  speculator  to 
buy  that  grain,  if  ne  deposits  with  us  a  sufficient  security  we  will  give 
to  nim  credit  for  the  rest  and  wiQ  buy  the  grain  for  him  and  will  handle 
it  for  him  in  that  way;  and  knowing  that  we  are  thoroughly  upheld  by 
the  law.     And  on  that  point,  I  suppose,  the  Scott  bill  is  intended  to 
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stop  that  kind  of  trading.     I  am  not  a  lawyer,  gentlemen;  but  the 
language  of  the  Supreme  Court  is  so  clear  tjiat  we  fail,  of  course,  to 
understand  how  such  a  law  could  be  held  constitutional.    But  that 
is  not  the  point.     We  are  not  here  to  discuss  law  questions,  we  are 
here  primarily  discussing  the  ethical  side  of  it  because  we  believe  we 
are  entirely  right,  that  this  increment  of  the  undesirable  which  attaches 
itself  to  us  is  very  ^eatly  enlarged  upon  whenever  it  comes  to  the 
surface  and  is  recognized  by  the  newspaper  fraternity,  and  is  featured 
a  great  deal  more  than  it  should  be.     Tne  broad,  silent,  deep-flowing 
stream  of  commerce,  of  a  thousand  times  more  importance  and  volume, 
is  not  noticed ;  but  the  ripple  on  the  surface,  when  one  occurs,  is  made  a 
great  deal  of^  and  I  presume  some  of  vou  gentlemen  have  had  some 
exjlerience  with  the  newspapers  when  they  have  written  up  something 
jou  have  said  or  done,  and  you  have  appreciated  what  gross  exaggera- 
tion at  times  is  indulged  in,  not  because  they  wished  to  misrepresent, 
but  because  in  many  instances  their  sources  of  information  are  not 
reliable.     However,  we  have  expressed  a  great  deal  of  concern  about 
that,  and  realize  that  we  are  not  half  so  black  as  we  are  painted,  and 
that  our  good  Qualities,  if  we  possess  them,  and  we  know  we  do — we 
may  be  fulowea  to  say  it — are  Uttle  noted,  and  that  you  gentlemen 
here,  with  all  due  respect  to  you,  are  attacning  too  much  importance 
altogether  to  this  public  notoriety  attaching  to  this  increment.     We 
know  that  this  undesirable  increment  attaches,  and  it  always  has, 
to  men  in  all  fields  of  human  activity  or  endeavor,  legislators,  minis- 
ters of  the  gospel  and  everybody,  and  that  it  would  be  a  vain  and  idle 
attempt  to  seek  to  eliminate  it  wholly  from  the  grain  trade.     The 
speculator  or  speculation  fills  a  gap  between  the  buyer  and  seller  of 
tne  grain,  the  producer  and  the  consumer.     That  part  I  will  not  go 
into  any  further. 

A  scalper  is  but  another  speculator,  but  the  scalper  is  hardly  worthy 
of  a  moment's  thought  on  your  part  or  mine,  because  he  does  not  do 
any  harm  or  does  not  accomplisli  anything.  He  is  an  individual  in 
every  market;  I  have  seen  him  in  everv  market-  that  is,  in  the  market 
of  every  commodity.  I  have  seen  him  in  tne  lumber  market  in 
Chicago  buving  cargoes  of  lumber  when  we  used  to  get  a  good  many 
schooners  loaded  with  lumber,  before  the  pine  of  Michigan  and 
Wisconsin  had  disappeared;  we  were,  as  you  may  know,  the  largest 
lumber  market  in  the  world.  We  no  longer  hold  that  position.  I 
have  seen  them  buying  live  stock  out  at  tne  yards,  hogs  and  cattle 
by  the  carload,  and  horses,  and  I  have  seen  them  buying  iron.  In 
fact,  John  W.  Gates,  with  whom  I  have  been  well  acquainted  for  many 
years,  made  his  first  $30,000  scalping  in  iron.  But  the  scalper  exer- 
cises no  influence  on  the  exchanges.  He  is  trading  for  the  next 
fluctuation;  that  is  all  he  is  doing.  What  he  buys  this  minute  it  is 
known  that  he  is  going  to  sell  in  the  next  two  or  three  minutes,  and 
when  a  man  has  bou^t  a  thing  and  is  going  to  sell  it  again  imme- 
diately, and  he  buys  and  sells  it  back  and  forth,  it  cuts  no  figure  and 
has  nothing  to  do  with  disturbing  values  from  either  the  farmer's 
or  the  consumer's  standpoint. 

Gentlemen,  I  guess  the  rest  of  what  I  have  to  say  to  you  may  best 
be  brought  out  oy  your  questions.  I  assume  that  you  have  some 
questions  to  ask. 

Mr.  IIawxey.  In  this  matter  you  referred  to  a  moment  ago,  let 
me  make  an  illustration.     A  man  buys  100,000  bushels  of  wheat, 


Digitized  by  VjOOQ IC 


566  PREVENTION   OP  DEALING  IN   FUTURES. 

and  it  is  in  the  warehouse.  He  wants  to  borrow  money  on  it.  He 
has  already  hedged  it.  Suppose  that  suddenljr  he  should  suffer  great 
financial  loss,  that  a  fire  should  break  out  in  the  warehouse  mi 
destroy  a  considerable  portion  if  not  all  of  the  grain.  The  banker, 
to  indemnify  himself,  would  have  recourse  to  the  insurance  on  the 
grain  ? 

Mr.  Merrill.  We  always  deposit  the  insurance  policies  with  the 
.certificates. 

Mr.  Hawley.  And  you  deposit  the  hedging  contract  ? 

Mr.  Merrill.  If  the  banker  asks  for  it.  Of  course,  if  he  believes 
that  I  am  honest  he  will  not  ask  me  to  bring  it  to  him. 

Mr.  Hawley.  But  you  would  have  the  hedging  contract? 

Mr.  Merrill.  Oh,  yes;  that  contract  would  be  carried  to  him. 

Mr.  Hawley.  That  is,  in  a  measure,  an  insurance. 

Mr.  Merrill.  Yes;  he  knows  exactly  where  the  grain  is  going. 

Mr.  Hawley.  These  questions  that  I  am  asking  may  have  been 
already  covered  by  others.  I  have  not  been  here  all  the  time.  Have 
the  contracts  as  made  on  your  exchange  ever  been  tested  in  the 
courts  ? 

Mr.  Merrill.  Yes. 

Mr.  Hawley.  They  have  been  held  legal  in  all  instances  ? 

Mr.  Merrill.  In  all  instances;  by  the  Supreme  Court. 

Mr.  Hawley.  In  all  instances  ? 

Mr.  Merrill.  In  every  instance. 

Mr.  Hawley.  Have  you  ever  changed  them  to  conform  to  the 
decision  of  the  court  ? 

Mr.  Merrill.  No,  sir. 

Mr.  Hawley.  In  what  courts  have  they  been  tested  ? 

Mr.  Merrill.  In  the  supreme  court  of  the  State  of  Illinois  and  in 
the  Supreme  Court  of  the  United  States,  and  in  other  courts. 

Mr.  Hawley.  In  case  a  member  of  your  exchange  fails  to  keep  hi 
agreement  with  you,  would  you  sue  him  ? 

Mr.  Merrhx.  The  proceeding  would  be  before  the  directors.  We 
only  expel  for  dishonest  conduct.  We  suspend  for  dishonorable  con- 
duct. He  would  be  suspended  from  all  pnvileges  of  the  board  until 
he  had  met  his  engagements.  If  there  was  any  question  about  it,  it 
would  be  submitted  to  a  committee  of  arbitration  of  ten  men,  and  if 
he  was  not  satisfied  with  that  arbitration  he  could  appeal  it  to  a 
committee  of  appeals  of  ten  men.  Ordinarily  the  outgoing  president 
goes  onto  the  board  of  appeals. 

Mr.  Hawt.ey.  That  does  not  quite  answer  my  question. 

Mr.  Merrill.  Then  if  there  was  any  question  aoout  it  and  he  still 
refused  to  pay,  he  would  then  be  suspended.  Then  of  course  being 
suspended  and  oflF  the  board,  if  he  had  money  and  we  could  not  get  it 
from  him  in  any  other  way,  we  would  have  to  sue  him.  That  woiud  be 
our  only  recourse  then.  But  we  call  margins  on  contracts  as  may  be 
needful ;  we  do  not  have  those  questions  arise. 

Mr.  Hawley.  But  you  woula  sue  him  ? 

Mr.  Merrill.  Yes. 

Mr.  Hawley.  But  not  until  he  was  expelled  from  your  member- 
ship If 

Mr.  Merrill.  We  would  exhaust  our  own  remedies  first. 

Mr.  Hawley.  That  does  not  happen  often  I 
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Mr.  Mbkrill.  No,  sir;  there  may  have  been  instances,  but  I  can 
not  recollect  any  of  them. 

Mr.  Hawley.  Have  you  filed  with  the  committee  citations  of  the 
decisions? 

Mr.  Mbbbill.  No,  sir;  I  have  not. 

Mr.  Hawley.  Have  you  them,  so  that  you  can  file  them  ? 

Mr.  Merrill.  I  will  engage  to  do  so  as  soon  as  I  return  to  Chicago. 
I  will  ask  our  attorney,  w.  Kobbins,  to  make  up  a  list  of  them. 

Mr.  Hawley.  I  wish  you  would. 

Mi,  Merrill.  I  will  certainly  attend  to  it,  sir.  Did  you  hear  me 
read  the  decision  of  the  Supreme  Court  ? 

Mr.  Hawley.  Yes. 

Mr.  Merrill.  It  covers  every  point  that  can  be  raised.  It  gives 
us  as  clean  a  bill  of  health  as  any  exchange  could  have.  That  is 
from  the  Supreme  Court  of  the  Umted  States. 

The  Chairman.  In  glancing  through  the  rules  of  the  board  of  trade 
I  notice  in  section  20  on  page  22  some  terms  that  I  do  not  exactly 
understand  and  I  would  like  to  have  your  interpretation  of  them. 

The  board  of  directors  is  hereby  empowered  to  establish  a  public  **CaU"  for  com, 
oats,  wheat,  and  rye  to  arrive,  to  be  held  in  the  Exchange  room  immediately  after 
the  close  of  the  regular  session  on  each  business  day. 

What  do  you  mean  by  that  ? 

Mr.  Merrill.  You  asKed  about  the  call,  did  you  not  ? 

The  Chairman.  Yes. 

Mr.  Merrill.  Very  well;  to  answer  your  question.  The  call  is  a 
call  for  car  lots  of  grain  to  arrive.  Gram  solct  for  shipment  from  the 
country  to  Chicago,  this  is  now  February,  will  first  be  '*  seller,  the 
month,''  and  then  the  next  to  be  called  will  be  first  half  of  March;  and 
then  March,  afld  so  on  through;  and  anyone  out  in  the  country 
having  a  carload  of  com  or  a  carload  of  oats  or  any  grain,  it  being  a 
less  quantity  than  can  be  sold  for  forward  delivery  in  the  pit,  and 
hedged  in  that  way,  sells  it  on  the  call  with  the  intent  of  delivering 
that  identical  car,  of  course,  when  he  ships  it  in.  Now,  we  did  that 
because — I  hope  my  elevator  friends  back  here  will  not  think  I  am 
trenching  on  tneir  province — we  did  that  because  elevator  concerns, 
or  large  concerns  in  our  market,  by  reason  of  their  having  the  owner- 
ship or  elevators,  had  a  great  advantage.  It  costs  three-quartei*s  of  a 
cent  for  elevation  and  storage  for  the  first  ten  days,  and  then  this 
one-fortieth  of  1  cent  begins  ten  days  after  that;  and  that  three- 
quarters  of  a  cent  always  follows  the  grain.  The  man  who  deUvers  it 
on  contract  does  not  deduct  that.  The  man  who  ships  it  out  pays 
that.  If  I  buy  a  cargo  of  grain  I  pay  that  three-quarters  of  a  cent  for 
the  discharging  of  my  gram  to  my  vessel.  Now,  these  men  got  con- 
trol practically  of  all  the  grain  moving  to  Chicago,  and  the  smaller  fry 
were  out.  Our  business  was  greatly  interfered  with,  because  they 
would  use,  as  I  said,  that  three-quarters  of  a  cent,  or  part  of  it,  to  bid 
more  than  we  could  afford  to  bid. 

And  so  the  call  was  established,  and  the  board  exercising  its  right 
by  rules  and  regulations  over  its  members,  prohibits  trading  in  grain 
or  any  kind  for  future  delivery  after  1.15  o'clock^  when  the  session 
closes,  until  9.30  next  morning  when  it  opens,  and  hkewise  it  prohibits 
any  trading  in  grain  to  arrive  in  car  lots,  except  at  the  prices  estab- 
lished on  the  open  call.  Otherwise  we  found  we  were  kept  down  in  our 
offices  until  nearly  midnight,  and  we  had  to  stay  there  in  order  to  take 
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care  of  our  business,  because  we  would  be  constantly  called  up  over 
the  telephone  by  somebody  who  would  say  '*  Smith  has  offered  me 
so  and  so  for  a  car  of  com,  and  what  will  you  do?'*  After  the  close 
of  the  exchange,  trading  was  adjourned  to  some  other  place,  and  it 
got  so  bad  that  they  used  to  adjourn  to  the  lobbies  of  one  or  two  of 
the  hotels,  or  a  number  of  men  would  assemble  somewhere  and  con- 
tinue to  trade,  so  that  the  board  exercised  this  right,  and  it  is  wholly 
within  the  provisions  of  our  charter.  In  fact,  United  States  District 
Attorney  Suns  had  his  attention  directed  to  this  call,  thinking  it  was 
possibly  a  restraint  of  trade,  and  I  went  over  with  our  attorney  to  ex- 
plain it  to  him — this  was  a  year  ago — and  he  said :  *  *  I  can  readily  ^m(ie^ 
stand  how  vou  have  a  right  to  exercise  that  function  of  control  over  your 
members.''^  The  result  of  it  was  that  it  carried  the  trade  back  into 
the  hands  of  150  or  200  firms,  which,  without  the  call  and  until  we 
instituted  it,  had  drifted  into  the  hands  of  a  few  men,  showing  where 
the  grain  trade  of  the  country  will  go  unless  it  can  be  kept  broadly 
based. 

The  Chairman.  Then,  in  brief,  if  I  understand  your  explanation, 
this  rule  is  intended  to  prohibit  the  members  of  your  exchange  making 
any  offer  for  com  or  buying  com  between  1.30  p.  m.,  when  the 
exchange  closes,  and  9.30  a.  m.  the  next  morning,  when  it  opens? 

Mr.  Merrill.  That  is  the  result  of  the  establishing  of  a  call  where 
buyers  and  sellers  of  car  lots  of  grain  may  go  and  transact  their  busi- 
ness, of  course,  through  a  member  of  our  board. 

The  Chairman.  Would  a  member  of  your  board  be  permitted 
under  the  mles  to  send  a  bid  out  to  a  country  merchant  for  cx)m,  nam- 
inff  any  price  other  than  that  fixed  at  the  call? 

Mr.  Merrill.  Naming  none  above  it. 

The  Chairman.  Nanung  none  above  it? 

Mr.  Merrill.  Namim^  none  above  it  during  the  hours  that  the 
exchange  is  closed.  You  understand,  he  could  bid  anything  he 
wanted  to  between  9.30  and  1.15. 

The  Chairman.  I  understand,  but  he  could  not  bid  above  a  certain 
figure  between  1,30  and  9.30  the  next  morning? 

Mr.  Merrill.  No. 

The  Chairman.  Is  it  not  a  fact  that  nearly  all  the  bids  sent  out 
through  the  country  are  sent  out  by  mail  after  1.30? 

Mr.  Merrill.  Yes,  sir;  the  bids  go  out;  but  the  next  morning  if  the 
market  should  be  hiojher  so  that  they  could  pay  more,  all  the  grain 
dealers  throughout  the  country  are  very  well  informed  now  through 
telephones  or  otherwise,  and  they  ^vill  phone  in  and  say,  **  Your  bid 
yesterday  on  corn  was  67.  I  can  sell  it  to  you  at  67^."  Or  they 
will  file  with  us  a  sale  list.  There  is  a  class  of  farmers  of  whom  the 
grain  dealer  knows  that  he  can  buy  their  com  at  a  spot  price,  and  they 
have  told  him  when  he  can  sell  it  for  that  he  can  book  it  and  phone 
them,  so  that  the  call  in  that  way  carries  to  the  grain  dealers  in  the 
country  in  the  mornintr  a  bid  on  which  they  may  work  with  their 
farmers. 

The  Chairman.  But  it  carries,  all  of  them,  the  same  bid? 

Mr.  Merrill.  Yes. 

The  Chairman.  It  practically  eliminates  competition  between  1.30 
and  9.30  the  next  morning? 

Mr.  Merrill.  Yes. 
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The  Chairman.  To  that  extent  is  it  not  in  restraint  of  trade? 
Mr.  Merrill.  You  say  in  restraint  of  trade.  That  is  not  the  intent 
of  the  call,  at  least.  It  would  be  paradoxical  to  say  that  it  was  a 
restraint  of  trade,  because  as  a  matter  of  fact  the  establishing  of  the 
call  restored  the  greatest  freedom  of  trade.  That  was  the  object  of  it. 
There  was  great  restraint  of  trade  established  by  the  concentration 
in  the  hands  of  seven  firms,  of  the  business,  before  the  establishment 
of  the  call;  and  the  theory  of  it  and  the  practical  working  of  it  is  to 
restore  that  trade  to  the  open  bids  and  competition  of  at  least  150 
separate  firms  instead  of  seven  firms. 

The  Chairman.  Why  was  it  concentrated  into  the  hands  of  seven 
firms? 

Mr.  Merrill.  I  have  sought  to  show  you  that  these  seven  firms 
owned  the  elevators,  and  that  we  would  have  to  pay  that  three- 
fourths  of  a  cent  storage.  If  tlie  grain  went  into  the  elevators,  those 
people  had  the  advantage  of  that. 

Tne  Chairman.  And  yet  from  the  standpoint  of  the  seller  of  the 
grain  would  it  not  be  better  to  have  competition  between  seven  firms 
than  to  have  no  competition  between  150  firms? 

Mr.  Merrill.  He  has  now  active  competition  of  all  buyers.  It  is 
only  suspended  until  the  next  morning,  and  then  he  has  the  most 
active  competition  of  all  of  them  until  1.1 5,  so  that  there  is  no  re- 
straint. 

The  Chairman.  Then  the  remedy  in  the  hands  of  the  seller  is  not 
to  accept  any  offer  he  gets  between  1.30  and  9.30  ? 

Mr.  MERRILL.  He  does  not  need  to,  sir.  These  acceptances  are  all 
due  to  be  received  in  Chicago  before  the  opening  of  tne  market  the 
following  morning.  The  operation  of  it,  Mr.  Chairman,  I  assure  you 
has  been  very  excellent  in  that  it  has  given  a  very  much  broader 
market,  and  wider  competition  than  existed  before. 

The  Chairman.  Have  you  any  information  as  to  whether  it  has 
been  more  satisfactory  to  the  sellers  than  the  former  condition  ? 

Mr.  Merrill.  Well,  I  have  heard  no  complaint  about  it.  In  fact, 
I  am  very  sure  that  it  is  much  more  satisfactory  to  them. 

The  Chairman.  I  called  the  attention  of  Mr.  Fitch  the  other  day 
to  two  or  three  market  letters  containing  paragraphs  which  were 
evidently  intended  to  encourage  gambling,  pure  and  simple.  Do  I 
understand  that  such  paragraphs  are  uncommon  in  the  market  let- 
ters sent  out  by  members  of  your  exchange  ? 

Mr.  Merrill.  Well,  Mr.  Chairman,  you  say  '*  evidently  intended 
to  encourage  gambling.  *'  I  stated  a  little  while  ago  that  every  order 
executed  on  the  board  contemplates  the  delivery.  Now,  your  word- 
ing, "gambling,"  I  could  not  consent  to. 

The  Chairman.  I  used  that  word  because  I  did  not  want  to  beat 
around  the  bush.  We  understand  very  well  what  the  transaction  is. 
Mr.  Merrill.  Yes;  it  is  speculation,  simon  pure.  Whether  these 
persons  are  qualified  to  buy  grain  for  forward  delivery  because  they 
think  it  is  going  to  rise  or  not  is  not  my  business,  because  I  do  not 
know  who  they  are;  but  with  respect  to  the  market  letter,  I  do  not 
know  who  he  is,  and  I  do  not  want  it  to  be  of  record  here  that  I  do 
know,  because  some  of  these  people  will  think  that  as  a  representative 
of  the  Chicago  Board  of  Trade  down  here  I  have  injured  them.  I 
think  I  can  identify  it  well  enough;  and  there  has  been  talk,  Mr. 
Chairman.     Not  long  ago  a  matter  was  brought  before  our  board  of 
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directxyrs  and  as  we  were  going  out  of  tfaeifoom,  informal  conversation 
occurred  with  respect  to  some  of  these  overstatements,  as  vou  may  caD 
them.  I  scarcely  know  just  how  to  well  describe  them,  But  we  think 
they  are  undignified,  to  say  the  least;  that  they  do  not  reflect  the 
proper  degree  of  dimity  on  the  board  of  trade  in  that  they  are  seekii^ 
to  get  what  we  call  small  speculators,  and  that  is  the  class  which  we 
generally  discourage,  all  we  can^  because  as  a  rule  they  are  not  finan- 
cially equipped  to  speculate. 

The  Chairman.  Do  you  make  that  statement  with  consideration, 
that  the  small  speculator,  in  the  newspaper  parlance  of  to-day,  the 
"lamb,"  is  generally  discouraged? 

Mr.  Merrill.  Yes,  sir;  I  think  that  19  true  with  nearly  all  board  of 
trade  firms.  If  you  will  allow  me  to  say  this  for  myself,  I  invariably 
advise  a  man  to  not  speculate.  I  have  never  encouraged  anybody 
to  do  it.  I  have  had  to  conduct  the  business  at  times  on  a  laige 
scale  for  those  who  said  they  were  going  to  do  it  anyway,  and  they 
have  said,  '*If  you  want  the  business,  all  right;  if  not,  we  will  let 
somebody  else  do  it.''  But  I  have  returned  money  many  times  to 
men  who  have  said  to  me,  ''What  do  you  think  of  wheat;  is  it  a  pur- 
chase V^  I  can  see  that  with  them  it  is  a  very  OTeat  risk.  They  nave 
not  the  well-equipped  intelligence  that  Cohn,  wie  German  econonoist, 
describes  as  belonging  to  the  speculator. 

The  Chairman.  Do  you  return  such  letters  as  those  when  they 
come  from  your  personal  friends  or  from  your  regular  customers 
only,  or  do  you  return  all  such,  whether  you  Know  the  writers  or  not  ^ 

Mr.  Merrill.  All  such. 

The  Chairman.  What  proportion  of  the  membership  of  yoiir 
exchange  do  you  think  follows  yoiu*  custom  in  that  respect  ? 

Mr.  Merrill.  I  should  think  a  very  large  proportion  of  it. 

The  Chairman.  More  than  half  ? 

Mr.  Merrill.  Yes,  I  think  nearly  all;  I  should  think  90  per  cent 
of  them,  certainly. 

The  Chairman.  Then  if,  in  the  judgment  of  90  per  cent  of  the 
membership  of  your  board,  such  practices  are  inadvisable,  not  to  say 
indefensible,  it  would  not  seem  to  be  a  very  difficult  matter  to  adopt 
a  rule  that  would  prohibit  them,  would  it  ? 

Mr.  Merrill.  Jsot  if  you  could  censor  those  orders.  You  would 
have  to  establish  some  means  of  passing  upon  those  orders  which 
would  fairly  represent  the  board,  or  which  would  fairly  represent  ti^ 
voice — ^the  concrete  opinion  of  the  board.  That  is  where  the  difiicufty 
resides,  you  know,  it  is  private  business,  so  to  speak,  and  you  can 
hardly  Imow  whether  somebody  will  view  that  particular  order  in  the 
same  wav  that  you  do,  and  it  is  hardly  feasible  to  establish  a  censiH<- 
ship  of  that  business. 

The  Chairman.  It  seems  to  have  been  feasible  on  some  other 
exchanges.  There  was  a  gentleman  who  was  here  the  other  day,  testi- 
fying on  behalf  of  the  Minneapolis  Board  of  Trade 

Mr.  Merrill.  That  was  in  respect  to  sending  those  infiammatorj 
market  letters  ? 

The  Chairman.  Yes.     He  made  the  statement  that  their  rufea 

grohibited  such  statements  in  letters,  and  I  believe  the  gentl^nan 
•om  the  Toledo  board  made    the   same  statement  reg^ding  hk 
exchange. 

Mr.  Merrill.  Yea. 
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Tha  Chairman.  And  it  would  seem  that  what  has  proven  to  be 
feasibh  on  those  boards  might  be  practicable  on  the  Chicago  Board 
of  Trade. 

Mr.  Merrill.  I  can  only  assure  you  that  if  Congress  could,  by  law 
or  in  any  way,  enable  us  to  differentiate  between  the  desirable  and 
xmdesirable,  we  should  be  most  happy  to  assist  in  every  way  that  we 
might.     That  would  be  a  very  difficult  thing  to  accomplish. 

The  Chairman.  Of  coiuse  you  understand  that  Congress  can  not 
go  into  a  State  and  legislate  touching  a  matter  which  is  wholly  within 
the  State. 

Mr.  Merrill.  No;  that  is  right. 

The  Chairman.  And  yet  it  would  seem  that  it  might  be  possible 
for  an  organization  to  prohibit  bv  rule  or  regulation  a  practice  which 
nine-tenths  of  its  members  declare  to  be  unwise,  injudicious,  and 
harmful. 

Mr.  Merrill.  I  appreciate,  Mr.  Chairman,  and  of  course  you  will 
realize,  that  is  doing  it,  in  that  case,  from  an  ethical  standpoint^ 
not  from  a  legal  standpoint.  The  Supreme  Court  has  upheld  the 
receiving  of  any  of  those  orders,  if  we  wish  to  do  it.  There  is  nothing 
illegal  or  unlawful  about  it.  You  will  have  to  get  the  Supreme 
Court  to  dbange  its  attitude  on  that  before  it  could  be  enforced, 
because  a  man  with  $100  who  wants  to  buy  1,000  bushels  of  grain 
because  he  beUeves  it  is  going  up,  has  the  same  lawful  right  to  buy 
that  1,000  bushels  of  grain  as  a  man  who  has  $100,000  and  wants  to 
buy  more. 

The  Chairman.  Yet  it  would  seem  if  the  rules  of  the  exchange  are 
powerful  enough  to  prohibit  its  members  from  competing  with  each 
other  in  the  matter  of  prices  between  the  hours  of  1.30  and  9.30,  they 
ought  also  to  be  powerful  enough  to  prevent  its  members  from  insert- 
ing objectionable  matter  in  their  market  letters. 

Mr.  Merrill.  I  agree  with  you,  fully.  As  I  the  other  day  rose 
to  state,  there  is  some  talk  of  censoring  the  letters.  Now,  we  are 
back  to  the  letters.  We  were  speaking  before  of  the  small  dealers. 
I  agree  with  you  heartily,  and  1  think,  under  the  provision  even  of 
our  charter,  that  the  board  could  do  this.  It  is  a  matter  that  has 
been  given  informal  consideration  of  late.  The  provision  I  speak  of 
is  this: 

Said  corporation  is  hereby  authorized  to  establish  such  rules,  regulations,  and 
by-laws  for  the  manaj^^ment  of  their  business  and  the  mode  in  which  it  shall  be  trans- 
acted as  they  may  think  proper. 

Would  you  not  think  that  that  would  cover  the  authority  ? 

The  Chairman.  It  would  seem  as  if  that  would  convey  very  broad 
authority. 

Mr.  M!errill.  I  think  so. 

The  Chairman.  Then  you  would  not  have  any  difficulty  in  reach*- 
ms  that  evil;  and,  if  I  may  be  pardoned  the  suggestion 

Mr.  Merrill.  Very  glad  of  your  suggestion;  do  not  be  afraid. 

The  Chairman  (continuing).  It  would  appear  that  if  by  resolution 
you  could  eliminate  that  objectionable  feature  in  your  exchange  you 
would  f^o  very  far  toward  eliminating  the  criticism  of  your  methods, 
generally;  because  nobody  is  complaming,  through  the  country  or  on. 
tkis  committee  or  elsewhere,  of  the  practice  of  hedging  in  a  legitimate 
way.  The  complaint  is  that  inducements  are  held  out,  that  tempta- 
tions are  offered,  to  the  lambs  to  come  in  from  all  over  the  country 
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and  be  sheared,  and  there  seems  to  be  too  much  ground  for  that  com- 
plaint. 

Mr.  Merrill.  President  White  told  you  the  other  day  about  the 
vote;  had  26  of  our  members  voted  the  other  wav,  and  I  think  there 
are  a  good  many  of  the  others  who  have  cnanged  their  minds 
since,  we  should  have  had  such  a  rule;  but  following  that,  Mr. 
Chairman,  a  resolution  was  offered  before  our  directors  which  pro- 
vides that  an^  attempt  at  forestaUin^  or  cornering  or  manipulating 
the  market  will  hereafter  be  regarded  by  this  directory  as  being  a 
grave  offense,  and  our  rule  relating  to  such  offense  shall  be  rigidly 
enforced.  I.  offered  that  resolution  myself,  and  it  was  unanimously 
adopted  by  the  entire  directory;  so  that  any  member  of  our  boani 
to-day  who  attempts  manipulation  or  forestalling  or  comeriiig  the 
market  will  be  expelled. 

The  Chairman.  I  think  there  would  be  httle  against  the  board 

Mr.  Merrill.  The  sentiment  has  grown  very  rapidly  among  our 
members.  I  want  to  say  that  in  1895  we  had  the  most  drastic  comer 
rule  drawn  by  the  late  Judge  Beckwith,  of  our  State,  and  it  remained 
on  the  books  for  eleven  years,  until  1888.  There  were  no  comers, 
and  the  producing  public  made  such  a  '*  holler,'*  so  to  speak,  if  you  will 
allow  me  that  worcl,  saying  that  we  had  killed  the  bull  in  the  market; 
that  the  price  was  always  down;  that  we  had  this  comer  rule,  and  if  a 
member  aid  anything  that  looked  like  cornering  the  market  we  would 
expel  him  and  deal  with  him;  and  a  campaign  was  waged  among  ^e 
patrons  of  the  board — and  these,  mark  you,  were  the  people  who  pro- 
duced the  grain — and  that  rule  was  repealed  after  being  on  our  books 
for  thirteen  years. 

And  now  that  consumption  has  overtaken  production,  and  that 
incidents  which  formerly  did  not  create  a  ripple,  because  of  the  great 
supply  of  grain  impending  and  hanging  over  tae  market,  are  no  longer 
at  work,  this  great  change  in  the  conditions  has  come.  I  suppose 
you  read  in  the  paper  a  little  while  ago  about  the  Albany  miUer  corner- 
ing wheat  in  our  market.  Well,  he  had  about  800,000  bushels  bought, 
an  infinitesimal  amount  compared  with  the  great  stock  in  our  market, 
and  it  came  up  to  the  last  day  of  this  last  September  and  the  market 
was  $1.09i.  1  was  one  of  the  committee  appointed  by  the  directors 
to  investigate  that  affair  and  see  what  there  was  in  it  and  make  a 
report,  and  we  had  numerous  witnesses,  all  who  were  in  any  way 
interested  in  or  related  to  that,  before  us  and  under  oath,  and  one 
witness  testified  that  he  was  given  an  order  to  purchase  5,000  bushels 
of  wheat,  and  it  was  $1.09i,  and  he  bid  $1.09i  and  he  did  not  get  it, 
and  he  bid  $1.10  and  he  did  not  pet  it,  and  inside  of  two  minutes, 
without  a  sale  being  made  in  the  pit,  it  was  $1.15,  and  after  only  two 
other  sales  it  was  $1 .20.  The  name  of  this  man  has  been  so  public 
in  the  papers  that  I  need  not  hesitate  to  mention  it.  I  refer  to  Mr. 
Waterman.  He  is  a  resident  of  Albany,  N.  Y.,  and  not  a  member  of 
our  board.  At  that  price,  $1.20,  he  being  in  Chicago  at  the  time,  he 
authorized  his  broker  to  begin  selling,  and  he  supplied  all  the  demands 
at  $1.20.  Next  morning,  the  first  day  of  October,  he  had  all  of  the 
receipts  for  the  No.  2  red  winter  wheat,  which  by  reason  of  its  scarcity 
has  a  premium  of  12  to  15  cents  on  it  now,  picked  out  of  the  lots  <rf 
receipts  that  had  been  delivered  to  him,  and  sold  it  all  to  mills 
at  $1.2U. 
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The  Chicago  Board  of  Trade  was  not  responsible  for  that  occur- 
rence. There  was  nobody  particularly  imured.  That  does  not 
occur  frequently;  it  is  a  rare  occurrence.  But  in  this  rule  that  we 
came  so  near  enacting  was  a  clause  which  required  the  establishing 
of  a  true  commercial  value  of  any  commodity  which  by  reason  of 
manipulation  or  any  other  cause  had  been  so  carried  out  of  and 
bevond  its  real  value;  that  is,  carried  up  to  a  value  Uiat  you  might 
call  fictitious.  Although  that  did  not  prove  to  be  fictitious  with  No. 
2  red  winter  wheat,  yet  his  No.  2  winter  and  No.  2  hard  were  not 
worth  that.     They  were  still  below. 

The  Chairman.  If  that  class  of  our  population  which  uses  the 
Chicago  Board  of  Trade  in  the  same  way  and  for  the  same  purpose  as 
the  bucket  shops  are  used  should  withdraw  their  business  from  Chi- 
cago, would  it  interfere  in  any  waj  with  the  operations  of  your  board  ? 

Mr.  Merrill.  No;  I  do  not  thmk  it  is  sufficiently  large.  I  do  not 
think  we  would  know  itj  we  would  not  appreciate  it.  It  is  only  here 
and  there  that  an  individual  does  that. 

Mr.  Sims.  I  understood  you  to  speak  of  its  being  desirable  to  get 
rid  of  what  you  call  the  **small  dealer?'* 

Mr.  Merrill.  Yes,  sir. 

Mr.  Sims.  Now,  if  the  business  is  a  good  one  and  it  is  an  ethical 
business  and  a  business  that  is  a  benefit  to  the  whole  country,  why 
deprive  any  class  of  the  privilege  of  using  its  rules  ? 

Mr,  Merrill.  That  is  why  I  said  it  was  only  for  ethical  reasons  and 
not  legal  reasons. 

Mr.  Sims.  You  could  increase  the  amount  of  the  contract  and 
eliminate  the  little  people,  could  you  not? 

Mr.  Merrill.  Yes;  in  fact,  in  wheat  we  do  trade  in  1,000-bushel 
lots.     In  other  grains  it  is  5,000-bushel  lots. 

Mr.  Sims.  If  tney  want  to  get  rid  of  the  little  fellow^  all  they  have 
to  do  is  to  make  the  rule  so  as  to  exclude  him;  that  is,  increase  the 
minimum  contract? 

Mr.  Merrill.  They  might  do  that. 

Mr.  Burleson.  Or  increase  the  margin  ? 

Mr.  Sims.  That  would  affect  the  big  man  just  the  same. 

Mr.  Merrill.  That  was  the  Hughes  report,  that  that  is  the  objec- 
tionable part  of  speculation;  that  is  the  small  fry,  as  we  will  call  it; 
and  that  commission  recommended  that  the  margin  be  increased  so 
as  to  prevent  the  smaller  men,  the  men  of  small  means  who  can  not 
afford  to  lose  a  dollar,  perhaps,  from  trying  to  speculate.  It  is  the 
weak  that  Justice  Holmes  speaks  of,  too. 

Mr.  Sims.  That  would  inaicate  that  the  majority  of  small  dealers 
lose  in  all  your  exchanges. 

Mr.  Merrill.  Sooner  or  later. 

Mr.  Sims.  And  yet  you  insist  that  it  is  a  natural  market. 

Mr.  Merrill.   Yes;  a  natural  market. 

Mr.  Sims.  You  have  used  com  as  an  illustration,  and  I  will  also 
adopt  it  as  an  illustration.  How  many  grades  of  com  are  deliverable 
on  your  contracts  ? 

Mr.  Merrill.  No.  2  only,  but  in  the  three  colors — No.  2  yellow, 
No.  2  white,  and  No.  2  mixed. 

Mr.  Sims.  Are  they  of  the  same  market  value  ? 

Mr.  Merrill.  Yes;  they  are  practically  of  the  same  market  value, 
because  the  first  two  put  togetner  will  make  mixed.     At  times  the 
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white  for  the  southern  trade  has  a  premium  of  2  or  3  cents  otu*  the 
cliier.     I  have  known  it  to  be  6  cents  because  of  its  scarcity. 

Mr.  Sims.  Then  under  your  market  contract  it  is  not  pennissibfe 
to  deliver  a  lower  p^ade  or  com  at  an  overvaluation  of  pnee  ? 

Mr.  A^ERRiLL.  No  sir;  he  can  deliver  No.  3  com  at  5  cents  discouiii. 
I  have  never  known  it  to  be  6  cents. 

Mr.  Sims.  Would  you  regard  it  as  in  harmony  with  the  oorrect 
rules  of  commerce  to  permit  the  delivery  of  a  lower  grade  of  com  at 
an  overvalued  price  ? 

Mr.  Merrill.  No,  sir;  in  our  business  that  would  be  the  same  as 
if  a  man 

Mr.  Sims.  If  that  was  permitted,  what  would  be  the  effect  on  the 
market  price  of  com? 

Mr.  Merrill.  I  think  it  would  depress  it. 

Mr.  Sims.  Do  the  prices  of  your  future  contracts  maintain  a  parity 
with  the  prices  of  actual  corn— the  market  prices  of  actual  comf 

Mr.  Merrill.  Oh,  yes,  sir. 

Mr.  Sims.  If  this  parity  was  not  maintained,  if  there  was  a  violent 
fluctuation  in  this  margin,  and  your  futures  would  sometimes  go  up 
at  the  same  time  that  your  price  of  com  goes  down,  or,  vice  versa, 
^en  the  price  of  futures  goes  down  the  price  of  com  goes  up 

Mr.  Merrill.  Yes, 

Mr.  Sims  (continuing).  Would  it  be  safe  to  buy  a  future  contract 
for  hedging  purposes  ? 

Mr.  Merrill.  Yes,  it  would  be  safe;  but  that  parity,  you  under- 
stand, might  fluctuate,  but  it  would  fluctuate  within  small  limits, 
comparatively, 

Mr.  Sims.  Within  small  limits?  In  a  way,  the  parity  would  re- 
main uniform;  if  your  futures  went  up,  your  com  would  go  up  t 

Mr.  Merrill.   Yes. 

Mr.  Sims.  If  youi:  futures  went  down,  your  com  would  go  downt 

Mr.  Merrill.  Yes. 

Mr.  Sims.  Now,  suppose  that  under  the  operations  of  the  rules  of 
your  exchange  it  was  possible  to  so  bring  it  about  that  this  margin 
was  wiped  out,  that  the  parity  was  destroyed,  would  it  then  be  a 
safe  proposition  to  attempt  to  hedge  ? 

Mr.  Merrill.  If  I  understand  your  question,  that  would  mean 
that  if  May  corn  and  spot  com,  or  cash  com,  were  same  price  would 
I  think  then  it  would  be  safe  to  hedge  ?    Is  that  what  vou  mean  ? 

Mr.  Sims.  No;  what  I  mean  is  this:  If  under  the  rules  and  opera- 
tions of  your  exchange  it  is  possible  for  the  price  of  your  futures  to  go 
down 

Mr.  Merrill.  Yes. 

Mr.  Sims  (continuing).  And  at  the  same  time  the  price  of  spot 
com  to  go  up 

Mr.  AlERRiLL.  Yes. 

Mr.  Sims  (continuing).  Would  it  not  catch  a  man  who  attempted 
to  hedge,  and  pull  him  at  both  ends,  and  would  he  not  lose  on  l^ 
futures  and  on  the  com  ? 

Mr.  Merrill.  Yes;  he  would  lose  in  that  case. 

Mr.  Sims.  But  you  say  that  does  not  take  place  on  your  exchai^t 

Mr.  Merrill.  No,  sir. 

Mr.  Sims.  But  if  it  did  take  place,  would  they  not  pull  him  at  both 
ends? 


Digitized  by  VjOOQ IC 


FBBVSKnON  OF  'DBAUNO  IN  FTJTXJBBS.  "675 

Mr.  Merbill.  Yes,  sir;  but  wben  Mav  comes,  cash  com  is  M&j. 

Mr.  Sims.  Yes,  I  understand  that.  As  the  contract  month  comes 
sround,  the  prices  of  the  futures  and  spots  gradually  come  together? 

Mr.  Merrill.  Yes. 

Mr.  Sims.  But  if  that  was  not  the  case,  your  hedge  would  not  be 
worth  much  to  you,  would  it  ? 

Mr.  Merrill.  Yes,  for  it  could  not  be  otherwise. 

Mr.  Sims.  Well,  but 

Mr.  Merrill.  All  right. 

Mr.  Sims.  You  say  it  could  not  be  otherwise.  I  do  not  know 
enough  about  it  to  take  issue  with  you,  and  I  am  not  going  to  take 
issue  with  you;  but  suppose  on  some  other  exchange  that  did  not  take 
place? 

Mr.  Merrill.  Yes. 

Mr.  Sims.  Another  thing;  you  spoke  of  Patten  as  a  great  merchant? 

Mr.  Merrill.  Somebody  did. 

Mr.  Sims.  No;  you  used  that  expression.     I  wrote  it  down. 

Mr.  CusHiNG.  1  said  that. 

Mr.  Merrill.  Mr.  Gushing  used  that  expression.  I  did  not  use 
his  word.     However,  I  am  ready  to  answer  any  questions. 

Mr.  Sims.  I  thought  it  was  you.  I  wrote  it  down.  Is  Patten  a 
great  wheat  merchant  or  a  great  cotton  merchant  ? 

Mr.  Merrill.  He  deals  in  wheat  and  all  kinds  of  grain. 

Mr.  Sims.  Is  he  also  a  cotton  merchant  ? 

Mr.  Merrill.  Not  that  I  know  of.  I  have  seen  his  name  connected 
with  the  buying  of  a  lot  of  cotton  in  New  York.  Beyond  that  I  do 
not  know  anything  about  it. 

Mr.  Sims.  Do  you  regard  the  operations  of  a  merchant  who  is 
willing  to  plunge  upon  the  market  for  the  purpose  of  depressing  or 
inflatmg  the  price  as  advantageous  to  the  trade  ? 

Mr.  Merrill.  No,  sir;  they  are  very  disadvantageous,  very 
iniurious. 

Mr.  Sims.  If  it  were  possible  to  effect  a  combination -between 
plungers  and  go  upon  an  exchange  and  manipulate,  depress  or  inflate, 
the  price  of  the  product,  would  you  regard  that  as  hurtful  or  bene-  . 
ficial  to  the  trade  ? 

Mr.  Merrill.  Hurtful. 

Mr.  Sims.  Extremely  hurtful  ? 

Mr.  Merrill.  Extremely  hurtful. 

Mr.  Sims.  Extremelj;? 

Mr.  Merrill.  Yes,  sir. 

Mr.  Burleson.  You  spoke  about  your  contracts  on  your  exchange 
having  been  filled  in  every  particular,  and  you  referred  especially  to 
the  case  of  the  board  of  trade  against  the  Christie  Grain  Company  ? 

Mr.  Merrill.  Yes. 

Mr.  Burleson.  As  a  matter  of  fact,  in  order  that  this  committee 
maj'  thoroughly  understand  what  that  case  was,  the  case  of  the 
Chicago  Board  of  Trade  against  the  Christie  Grain  Company  was  a 
suit  by  the  exchange  against  a  man  that  you  charged  was  a  bucket- 
shop  keeper,  or  the  keeper  of  a  line  of  bucket  shops,  was  it  not  ? 

Mr.  Merrill.  Christie  was;  yes,  sir. 

Mr.  Burleson.  And  the  subject-matter  of  that  litigation  was  the 
market  quotations  and  prices  created  by  your  exchange,  was  it  not  ? 

Mr.  Merrill.  You  mean  that  Christie 
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Mr.  BuELESON.  Took  the  prices  from  the  board  of  trade  prices? 

Mr.  Mebbill.  Yes. 

Mr.  BuBLESON.  That  is  right.  The  subject-matter  that  you  WMe 
litigating  over  was  the  property  rights 

Mr.  Mebbill.  The  property  rights. 

Mr.  BuBLESON  (continuing).  In  these  market  quotations  and 
prices? 

Mr.  Mebbill.  That  is  right,  as  well  as  the  illegality  of  his  prices. 

Mr.  BuBLESON.  Christie,  when  he  answered,  set  up  a  defense 
admitting  that  he  was  running  a  bucket  shop,  and  that  his  transac- 
tions were  gambling  transactions,  but  answered  back  that  yours  was 
a  colossal  bucket  shop,  a  great  big  bucket  shop  ? 

Mr.  Mebbill.  I  know  that  he  said  so. 

Mr.  BuBLESON.  And  he  attempted  to  prove  that  your  transactions 
were  all  of  them  substantially  transactions  where  the  buyer  had  no 
intention  of  receiving  and  the  seller  had  no  intention  of  delivering 
the  subject-matter  of  the  contract  ? 

Mr.  mebbill.  That  was  his  attempt,  I  think. 

Mr.  BuBLESON.  And  he  failed  of  making  his  proof,  did  he  not  ^ 

Mr.  Mebbill.  According  to  the  decision. 

Mr,  BuBLESON.  According  to  the  decision  he  failed  in  making  his 
proof  ? 

Mr.  Mebbill.  Yes,  sir. 

Mr.  BuBLESON.  And  in  this  decision  Mr.  Justice  Holmes,  going  on 
to  differentiate  between  these  various  kinds  of  transactions  on  your 
exchange,  finally  reached  this  part  of  his  decision  where  he  says: 

It  seems  to  us  an  extraordinary  and  unlikely  proposition  that  the  dealings  which 
f?ive  its  character  to  the  great  market  for  future  sales  m  the  country  are  to  be  regarded 
as  mere  wagers  or  as  pretended  buying  or  selling,  without  any  intention  of  receiving 
and  paying  for  the  property  bought  or  of  delivering  the  property  sold. 

Mr.  Mebbill.  That  is  right. 

Mr.  BuBLESON.  Consequently  he  said  ^*This  character  of  transac- 
tions I  am  not  speaking  about  at  all,'^  when  he  upheld  the  trans- 
actions of  the  Chicago  Board  of  Trade  ?  Is  not  that  the  effect  of  his 
decision  ? 

Mr.  Mebbill.  As  being  against  the  bucket-shop  feature  of  it  ? 

Mr.  BuBLESON.  Wait  a  minute.  Does  he  not  say,  to  put  it  in  a 
few  words,  that  it  is  unlikely  that  the  transactions  on  tne  Chicago 
Board  of  Trade  are  pretended  buying  or  selling,  without  any  inten- 
tion of  receiving  and  paying  for  the  property  bought  or  delivering 
the  property  sold  ? 

Mr.  Mebbill.  I  do  not  so  understand  it. 

Mr.  BuBLEsoN.  Have  I  not  read  that  very  language  there? 

Mr.  Mebbill.  But  I  do  not  understand  it  as  saying  that  it  is 
unlikely. 

Mr.  BuBLESON.  And  then  he  expressly  declined  to  give  his  approval 
to  that  character  of  transactions  I 

Mr.  Mebbill.  The  language  is: 

It  seems  to  uh  an  extraordinary  and  unlikely  proposition  that  the  dealings  which 
ffive  its  character  to  the  preat  nuirket  for  future  sjuep  m  the  countr\'  are  to  be  regarded 
:is  mere  wagers,  or  iv^  pretended  biiyinjr  or  sellinir 

and  they  are  not 

without  any  intention  of  receiving  and  paying  for  the  property  bought,  or  of  delivering 
the  property  sold. 
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Mr.  BtJBLESON.  Wait  a  minute. 

Mr.  Mebbill.  All  right. 

Mr.  BtJBLESON.  He  does  not  say  that  that  is  a  likely  proposition, 
does  he  ? 

Mr.  Mebbill.  I  so  understand  it;  because  the  proof  was  in  the 
court,  on  which  that  decision  was  rendered,  that  every  transaction 
made  on  the  board  of  trade  does  contemplate  the  deUvery;  and  as 
he  goes  on  to  show,  unless  there  is  an  offset,  it  is  deUvered. 

Mr.  BuBLESON.  Does  not  Judge  Holmes  say  that  it  is  incompre- 
hensible to  him  and  that  he  will  not  accept  the  proposition,  that  those 
are  that  character  of  transactions  that  take  place  there,  beUeving 
thereby  that  they  are  all  legal,  believing  also  that  these  are  not  the 
character  of  transactions  that  take  place  there  ? 
^  Mr.  Mebbill.  That  the  bucket-snop  transactions  are  not;  that  is 
ri^t.     He  believes  that  those  are  not;  that  those  are  not  correct. 

Mr.  BuBLESON.  Then  a  bucket-shop  transaction  is  a  transaction 
where  the  buyer  has  no  intention  of  receiving  and  the  seller  has  no 
intention  of  cieUvering  ? 

Mr.  Mebbill.  Yes. 

Mr.  BuBLESON.  You  admit  that  that  is  an  illegal  transaction  ? 

Mr.  Mebbill.  Yes,  sir. 

Mr.  Bubleson.  You  admit  that  it  ought  to  be  prohibited  ? 

Mr.  Mebbill.  Yes;  I  do. 

Mr.  Bubleson.  It  ought  to  be  abolished  ? 

Mr.  Mebbill.  Yes. 

Mr.  Bubleson.  And  prohibited ;  and  that  is  what  you  meant  when 
you  said  if  the  committee  could  find  a  way  to  point  out  how  to  pro- 
hibit that,  you  would  be  plad  to  have  it  ? 

Mr.  Mebbill.  Sure. 

Mr.  Bubleson.  If  Mr.  Scott^s  bill  conjfines  itself  exclusively — and 
does  not  touch  any  other  sort  of  transactions — to  transactions  where 
the  buyer  does  not  intend  to  receive  and  the  seller  does  not  intend 
to  deliver,  you  have  no  objection  to  it,  have  you  ? 

Mr.  Mebbill.  Not  if  that  is  the  provision  of  his  bill;  but  that  is 
not.  It  does  not  come  anywhere  near  it.  If  you  have  a  bucket 
shop  bill,  and  have  it  understood  that  it  relates  only  to  that  class  of 
busmess,  gentlemen,  here  is  my  right  hand,  and  I  am  with  you  to  the 
end. 

Mr,  Bbooks.  If  all  those  classes  of  transactions  were  eliminated, 
would  not  that  be  asking  your  exchange  to  voluntarily  commit 
suicide  ? 

Mr.  Mebbill.  It  would  not,  if  you  ask  us  to  eUminate  the  bucket- 
shop  feature  of  it.  I  have  explained  here  that  the  courts  have  held 
that  in  every  order  executed  on  the  board  of  trade  it  is  impUed  must 
be  made  according  to  the  rules  and  regulations  of  the  board  of  trade, 
that  they  become  a  part  of  that  contract,  and  that  those  rules  and 
regulations  provide  for  deUvery  in  every  instance  unless  a  set-off  is 
had. 

Mr.  Bbooks.  One  more  Question,  which  has  not  been  asked  in  all 
these  hearings.  Would  it  oe  possible  for  an  insurance  company  to 
take  the  place  of  this  hedging,  and  fulfill  the  same  purpose  ? 

Mr.  Mebbill.  I  do  not  believe  any  insurance  scheme  could  be  made 
to  work,  because  they  would  charge  a  great  deal  more  in  premiums. 
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Now,  you  have  raised  the  question  of  insurance.  I  want  to  sav  this, 
and  I  do  not  want  it  to  go  in  the  record.  No;  I  do  not  care  whether 
it  is  made  a  part  of  the  record  or  not.  You  gentlemen  reahze  that  the 
biggest  speculator — or  *' gambler,''  if  you  wish  to  attach  that  word  to 
business,  which  I  deprecate — the  biggest  gambler  or  the  biggest 
bettor  in  the  world  is  tne  insurance  company  m  betting  the  face  of  ^e 
poUcy  against  the  premium.  Tremendous  odds!  And  the  company 
frequenfly  goes  broke  in  doing  that.  The  percentage  of  insurance 
companies  mat  fail  is  larger  than  the  percentage  of  men  who  speculate. 

Mr.  Burleson.  Have  you  a  copy  of  the  Scott  biU  ? 

Mr.  Merrill.  I  have  had  a  dozen  of  them.  I  think  I  have  one  at 
the  hotel. 

Mr.  Burleson.  Suppose  you  take  the  entire  night,  and  come  back 
here  in  the  morning,  and  put  your  finger  on  one  single  transaction 
denoimced  there  other  than  the  transaction  where  the  buver  does  not 
expect  to  receive  or  the  seller  to  deUver.  Suppose  you  take  the  whole 
night  to  it  and  come  back  to-morrow  and  ao  that. 

Mr.  Merrill.  Let  me  ask  you  this,  in  order  that  I  may  go  home  to 
Chicago  well  informed:  I  should  like  to  have  this  committee  con- 
sider the  case  of  a  man  having  a  lot  of  No.  4  com  or  No.  3  com,  com 
possessing  disabilities  which  could  not  be  eliminated,  not  such  as 
dirt  or  excessive  moisture,  but  such  as  moldy  kernels,  unsound  grain, 
who  wished  to  hedge  that50,000bushelsofgrainin  Chicago.  Knowing 
that  he  could  not  deliver  it,  he  would  want  to  ship  it  southeast  Texas 
or  southeast  Florida  wav,  and  that,  as  I  understand  it,  would  be  a 
violation  of  the  theory  or  the  Scott  bill;  and  that  is  a  vast  business,  an 
enormous  business  •  and  there  are  some  others  that  are  equally  like  it 
It  would  paralyze  business,  gentlemen,  to  stop  that;  instead  of  carry- 
ing a  working  stock  of  grain  of,  say,  50,000  bushels,  in  my  elevator, 
hedged,  I  would  have  to  reduce  it  to  such  amount  as  I  might  be  willing 
to  risk.  Now,  I  went  about  among  the  trade  at  Chicago  and  said, 
"Suppose  Mr.  Scott's  bill  is  enacted  mto  law  and  is  declared  constitu- 
tional, tell  me  what  effect  it  will  have  on  your  business?"  The 
answer  I  got  from  the  first  man  was,  "  Instead  of  buying  100,000  bush- 
els of  gram  to  be  hedged  at  1  cent  per  bushel,  on  which  I  would  get 
$1,000,  I  would  buy  10,000  bushels  of  grain  at  a  5-cent  margin.  I 
could  not  think  of  touching  it  for  less  than  5  cents.''  And  I  tell 
you  as  a  grain  merchant — that  is  my  business,  gentlemen — with 
thirty-two  years'  continuous  experience  and  succes^l  trade  on  the 
floor  of  the  exchange,  that  I  would  not  dare  to  take  over  a  quantity 
of  grain  and  carry  it  without  hedging  it,  because  that  would  be  to 
make  myself  a  speculator.  To  hedge  is  to  not  speculate.  And,  if 
you  will  allow  me  to  speak  of  myself,  gentlemen,  I  have  been  for 
thirty-two  years  on  the  board  of  trade,  and  I  have  never  had  a  specu- 
lative trade  for  myself  since  I  have  been  there;  not  one.  I  have  had 
many  hedging  trades  against  the  grain  I  have  had  in  the  elevator  to 
elimmate  speculation.  So  that  you  can  see  I  am  speaking  in  favor 
of  the  proper  place  or  regulation  of  hedging  in  business  because  I  have 
a  personal  interest  in  the  matter.  That  is  the  reason  I  ask  you  to 
give  me  the  privilege  of  being  personal  in  my  remarks.  I  know  that 
it  is  not  in  good  taste. 

The  Chairman.  If  there  are  no  further  questions,  this  will  close  the 
hearings  on  the  part  of  those  representing  the  grain  trade,  and  on 
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behalf  of  the  committee  I  wish  to  convey  to  yourself,  Mr.  Merrill,  and 
your  associates,  our  thanks  for  the  attendance  of  your  representatives 
nere  and  the  information  you  have  given  us. 

Mr.  Merbill.  On  their  part,  Mr.  Chairman,  I  desire  to  thank  you 
and  all  the  gentlemen  of  the  committee  for  your  courtesy  and  patience 
in  hearing  us. 

TESTIMOirT    OF   HOlf .  ASLE  J.  GBOmTA,  A  BEPBESElfTATIVE 
nr  COlfGBESS  FBOM  the  state  of  ]f OBTH  DAKOTA. 

Mr.  Gronna.  Mr.  Chairman,  I  have  a  telegram  and  a  letter  here 
from  the  American  Society  of  Equity  that  I  would  like  to  place  before 
the  committee  and  have  incorporated  in  these  hearings. 

The  Chairman.  We  will  be  very  glad  to  have  it. 

Mr.  Gronna.  I  did  intend  to  say  a  few  words  on  this  subject,  but 
I  realize  that,  being  only  a  farmer  and  never  having  speculated  in 
options,  I  could  add  but  very  little  to  what  has  been  said  and  to  the 
testimony  that  has  biBen  offered  to  this  committee. 

I  want  to  say,  however,  Mr.  Chairman,  on  the  question  of  dealing 
in  futures — and  as  I  understand  it,  that  is  what  this  committee  is 
considering  here — there  is  no  legitimate  business  can  do  away  with 
the  dealing  in  futures.  That  mav  be  a  broad  statement.  Every 
wholesale  merchant,  every  boot  and  shoe  dealer,  every  clothing  manu- 
facturer, and  every  tanning  factory  must  deal  in  futures;  but  the 
objection  that  is  being  raised  by  the  producers  of  the  amculture  of 
the  country  is  that  you  sell  more  than  we  produce.  No  wholesale 
dealer  sells  more  than  he  manufactures  and  no  retailer  buys  any  more 
goods  than  he  can  dispose  of.  What  we  object  to  as  producers  of 
grain  is  this  speculating  in  grain  which  does  not  exist. 

We  will  say,- for  instance,  that  our  State,  North  Dakota,  produces 
a  million  bushels  of  grain.  I  do  not  believe  that  anyone  has  any 
objection  to  the  sale  of  a  million  bushels  of  grain,  if  they  want  to 
''hedge,''  as  it  is  called;  but,  on  the  other  hand,  if  the  sale  is  made  of 
several  miUions  of  bushels  of  grain  which  does  not  in  reality  exist, 
then  it  is  evident  to  me,  as  it  must  be  to  everyone,  that  that  is  gam- 
bling, because  it  is  deaUng  in  something  that  does  not  exist.  I  have 
always  been  of  the  opinion  that  the  practice  of  dealing  in  futures,  in 
something  that  does  not  exist,  is  detrimental  to  the  producing  classes. 
There  is  no  reason  why  a  stock  manipulator,  if  he  is  allowed  to  sell  and 
to  buy  great  quantities  that  do  not  exist,  can  not  either  inflate  prices 
or  reduce  them.  I  am  sorry  to  say  that  I  have  not  had  an  oppor- 
tunity of  having  a  copy  of  Mr.  Scott  s  bill,  but  I  understand  that  what 
this  bill  does  is  to  do  away  with  the  illegitimate  dealing  in  futures. 
That  is  exactly  what  the  farmers  of  my  State  and  the  people  of  my 
State  would  like  to  have  done.  As  I  said,  I  have  a  telegram  here 
from  the  American  Society  of  Equity,  and  I  also  have  a  letter  from 
them  which  I  would  like  to  read  for  the  benefit  of  the  committee,  if  it 
is  of  any  value.     In  this  letter  they  say : 

Hon.  A.  J.  Gronna,  Washington,  D.  C. 

Dear  Sir:  Your  tel^ram  to  Mr.  Pierson  has  been  forwarded  here  by  mail,  by  the 
new  secretary  of  the  North  Dakota  Union,  J.  M.  Anderson.  I  have  just  wired  you  as 
per  inclosed  copy. 
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This  is  the  telegram: 

Indianapolis,  Ind.,  Pebmaty  19. 
A.  J.  Gronna,  M.  C,  Washington,  D,  C.  : 

File  with  Committee  on  Agriculture  request  of  American  Society  of  Equitjr  com- 
mittee on  national  legislation  to  amend  Scott  bill  so  as  to  require  a  detailed  deecription 
of  the  exact  location  m  field  or  warehouse  of  any  commodity  offered  for  sale  for  future 
delivery  when  offer  is  made.  We  are  with  Farmers  Union  in  war  on  crop  gambling. 
Can't  get  to  Washington  within  ten  days. 

Theo.  G.  Nelson, 
E.  L.  Davenport, 

CommitUe. 
The  letter  continues  as  follows: 

The  American  Society  of  Equity  has  a  national  legislative  committee  composed  of 
E.  L.  Davenport,  Cisney,  Ky.,  president  of  the  tobacco  grower's  department,  and 
the  undersigned.  In  order  to  give  this  matter  as  much  prestige  as  possible,  it  would 
be  well  whenever  you  give  anything  to  the  press  with  reference  to  Equity  legislation 
that  it  be  impressed  upon  the  public  that  the  American  Society  of  Equity  nas  a  stand- 
ing committee  on  national  legislation. 

There  will  undoubtedly  be  thousands  of  objections  to  our  proposed  amending  of  the 
Scott  bill,  which  must  be  expected  whenever  any  effort  is  made  to  create  conditiona 
thsX  will  really  make  it  diflScult  to  buy  or  sell  farm  products  of  any  kind  for  future  de- 
livery or  otherwise  by  people  who  neither  own  nor  control  to  such  an  extent  as  to  be 
able  to  deliver  any  of  the  real  commodities.  I  will  but  briefly  nve  an  illustration 
of  the  application  of  our  proposed  amendment  in  the  case  of  a  North  Dakota  grun 
grower  who  wants  to  sell  a  carload  of  wheat  for  delivery  in  November,  and  makes  the 
sale  in  September  and  has  his  grain  in  the  granary.  He  would,  in  case  he  expected 
to  make  sale  by  wire,  file  his  amdavit  that  he  had  his  grain  stored  in  his  granary  or  ia 
shock  in  the  field,  describing  the  field  geographically  as  per  government  surv^ev,  with 
whomsoever  he  expected  to  navfe  act  as  his  agent  in  the  transaction,  or  with  tte  pur- 
chaser in  case  he  expected  to  sell  it  direct  to  some  miller  or  manufacturer.  The  people 
who  sell  our  grain  oefore  they  get  it  would  encounter  some  difficulty  in  describing 
where  they  have  their  grain .  While  they  might  be  able  to  establish,  or  rather  fake  up, 
acceptable  proof  of  their  intention  to  deliver,  they  would  have  considerable  trouble 
in  proving  tnat  they  had  any  grain  at  all. 

There  is  no  good  reason  why  grain  and  cotton,  for  instance,  shall  be  bought  and  sold 
at  stipulated  prices  without  the  real  possessor  of  it  knowing  an>i,hiBg  about  the  transac- 
tion. If  some  one  should  undertake  to  buy  and  sell  our  farms  in  that  way,  it  wouldn't 
be  long  before  there  would  be  some  noise  in  this  country.  Ordinarily  a  man  can  n(rt 
dispose  of  his  equity  in  a  contract  to  purchase  a  farm  without  the  consent  of  the  man 
who  holds  the  warranty  deed. 

On  account  of  the  March  1  issue  of  the  paper  which  I  am  editing  I  cau  not  po^bly 
get  away  now. 

I  would  be  glad  if  vou  would  have  the  Congressional  Record  sent  us  here,  one  copy 
for  the  Equity  Farm  Journal  and  one  for  the  American  Society  of  Equity.  I  find  that 
it  does  not  constitute  a  part  of  the  daily  mail  at  present. 

Thanking  you  in  advance  for  this  favor  and  for  calling  our  attention  to  this  hearing, 
I  am. 

Very  truly,  yours,  , 

National  Legislative  Committeeman. 

(At  4.30  o'clock  p.  m.  the  committee  adjourned  until  to-morrow^ 
Wednesday,  February  23, 1910,  at  10.30  o'clock  a.  m.) 
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House  of  Representatives, 
Committee  on  Agriculture, 
Thursday y  March  5,  1910 — //  o^ clock  a.  m. 
The  Chairman.  The  committee  has  met  this  morning,  pursuant  to 
an  order  made  some  days  ago,  to  continue  consideration  of  the  so-called 
antifutures  bills.    Mr.  Atwood  Violett,  of  New  York,  has  requested 
to  be  heard,  and  if  he  is  ready  the  committee  will  be  glad  to  have 
him  proceed. 

TESTIMOirT  OF  KB.  ATWOOD  VIOLETT. 

(The  witness  was  sworn  by  the  chairman.) 

The  Chairman.  Are  you  a  member  of  the  New  York  Stock  Ex- 
change ? 

Mr.  Violett.  I  am  a  member  of  the  New  York  and  New  Orleans 
stock  exchanges. 

The  Chairman.  Where  is  your  place  of  business  ? 

Mr.  Violett.  Twenty  Broad  street. 

The  Chairman.  You  may  proceed. 

Mr.  Violett.  I  am  pleased  to  appear  before  your  committee  to 
testify  regarding  the  matters  you  nave  under  consideration  in  con- 
nection with  the  investigation  the  committee  is  conducting. 

I  succeeded  my  father  in  the  cotton  business,  at  New  Orleans,  very 
many  years  ago,  and  have  been  continuously  identified  with  it  for 
forty  years,  and  because  of  this  long  experience,  and  the  greater  part 
of  it  in  the  southern  market,  I  have  reason  to  believe  that  I  am  com- 
petent to  express  the  opinion  that  it  would  be  extremely  detrimental 
to  the  interests  of  the  cotton  trade  generally,  and  more  particularly, 
perhaps,  to  those  engaged  directly  and  indirectly  in  the  production 
of  the  cotton  crop,  to  take  away  by  legislative  enactment  the  priv- 
ilege to  buy  and  the  privilege  to  sell  a  contract  for  the  delivery  of 
cotton  at  some  future  time,  and  I  hope  that  what  I  shall  have  to  say 
on  this  subject  during  my  appearance  before  you  may  assist  in 
bringing  the  committee  to  the  same  conclusions. 

I  am  encaged  in  business  of  this  character,  as  well  as  in  that  of  spot 
cotton,  and  therefore  this  opinion  may  be  considered  as  biased,  but, 
nevertneless,  it  is  given  with  utmost  smcerity. 

I  have  reason  to  beUeve  that  I  represent  the  views  of  the  majority 
of  the  membership  of  the  New  York  Cotton  Exchange  in  desiring  the 
same  modifications  and  changes  in  the  contract  now  existing  as 
the  general  public  seems  to  demand,  and  my  purpose  in  accepting  the 
invitation  to  be  present  at  this  meeting  is  to  impart  this  belief  to  the 
committee. 

We  insist  that  our  contract  shall  be  so  constructed  as  to  remove 
excuse  for  charges  that  are  being  so  generally  made  against  the  New 
York  Cotton  Exchange  as  a  body  (many  of  these  charges  very  seri- 
ous), and  which  perhaps  are  considered  as  reflecting  upon  the  integ- 
rity of  every  individual  member  of  it,  and  therefore  we  naturally  feel 
the  injustice  of  this. 

The  stockholders  of  any  corporation — and  the  New  York  Cotton 
Exchange  is  a  corporation — may  be,  to  some  extent,  responsible  for 
the  acts  of  its  administration,  but  individual  stockholders  should 
certainly  not  be  considered  as  open  to  censure  if  they  can  show  they 
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do  not  approve  of  some  of  the  policies  of  those  in  control,  and  this  is 
the  situation  that  exists  at  present  in  the  New  York  Cotton  Ex- 
change. 

No  permission  to  exercise  discretion  should  be  allowed,  such  as  is 
taken  oy  the  revision  committee,  at  their  two  annual  meetings,  on  so 
vital  a  matter  as  the  adjusting  of  grade  differences,  especially  as  upon 
their  action  in  that  respect  mainly  depends  the  value  of  the  contract 
to  the  planter^  the  spinner,  and  the  exporter. 

This  committee  is,  in  great  measure,  a  law  unto  itself,  and  proof  of 
this  can  be  had  in  the  correspondence  that  will  be  found  in  the  Report 
of  the  Bureau  of  Corporations  of  May  4,  1908,  on  pages  87  and  88,  to 
which  I  call  particular  attention.  Therefore,  responsibility  for  the 
character  of  the  contract  mainly  rests  with  that  committee. 

The  duties  performed  by  tnem,  twice  yearly,  are  to  declare  the 
rates  or  differences — nothing  else,  but  that  declaration  means  sub- 
stantially as  follows:  That  between  one  committee  meeting  and  the 
next,  each  grade  above  middling,  the  buyer  of  the  contract  must  pay 
for,  at  a  fixed  premium,  and  the  grades  below  middling  at  a  fixed  dis- 
count, at  any  time  within  a  period  of  two  months  in  one  instance, 
and  within  a  period  of  ten  months  in  the  other  instance,  regardless 
of  what  may  oe  their  commercial  or  market  value,  in  their  relation 
to  middling,  during  those  periods.  As  the  November  announce- 
ments of  the  committee  have,  for  some  years,  shown  at  the  time  an 
overvaluation  of  most  or  many  of  the  grades,  compared  with  their 
actual  market  value,  in  their  relation  to  middling,  to  this,  and  the 
etlects  therefrom,  is  generally  attributed  the  reason  for  bringing^about 
this  present  investigation,  as  well  as  those  conducted  by  the  Bureau 
of  Corporations,  and  because  of  which  latter,  the  bureau  claims  that 
a  commercial  or  market- value  contract  is  the  only  alternative  for  the 
New  York  Cotton  Exchange.  The  remedies  to  apply  in  giving  the 
trade  what  it  wants,  and  must  have,  in  these  respects,  are  quite  sim- 
ple, from  my  point  of  view,  and  I  shall  present  them  for  the  consider- 
ation of  the  committee. 

The  Chairman.  Mr.  Violett,  have  you  any  further  statement  to 
make? 

Mr.  Violett.  I  should  like  to  read  to  you  the  correspondence  to 
which  I  have  referred  as  to  be  found  in  the  report  of  the  Bureau  of 
Corporations  of  May  4,  1908,  on  pages  87. and  88. 

The  writers  of  this  correspondence  are  the  most  prominent  j>eople 
in  the  cotton  trade,  not  only  in  this  country  but  abroad.  On  Novem- 
ber 19,  1903,  they  wrote  to  the  chairman  of  the  revision  committee 
as  follows: 

Philadelphia,  November  19,  190S. 
Mr.  George  Brennecke, 

Chairman  Committee  of  Revision^ 

New  York  Cotton  Exchange,  New  York. 

Dear  Sir:  Will  you  kindly  advise  lis  your  understanding,  as  chairman  of  the  com- 
mittee of  revision,  as  to  the  basis  on  which  the  differences  between  grades  should  be 
fixed  by  the  revision  committee?  That  is,  what  facts  should  be  considered  by  them? 
One  of  the  members  of  this  firm  is  a  member  of  the  revision  committee,  but  we  request 
a  statement  from  you  as  to  your  interpretation  of  how  the  differences  should  be  arrived 
at.  We  desire  to  know  whether  or  not  his  ideas,  which  are  the  same  as  our  own,  are 
in  accord  with  your  understanding  of  the  duty  of  the  committee  in  determining  what 
is  to  govern  them  in  fixing  the  differences.  It  is  only  fair  to  the  memben  of  the 
committee  that  the  facts  which  are  to  govern  them  should  be  known  to  the  members 
of  the  exchange. 

Yours,  truly,  Gboroe  H.  McFadden  A  Bro. 
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To  that  letter  Mr.  Brennecke  wrote  as  follows: 

New  York,  November  20,  IBOS, 
Messrs.  George  H.  McFadden  <fc  Bro., 

Philadelphia. 
Dear  Sirs:  Id  answer  to  your  yesterday's  favor  I  beg  to  say  that  in  my  under* 
standing  the  duties  of  the  revision  committee  are  the  same  as  those  of  any  other  com- 
mittee, or,  in  fact,  of  any  officer  or  the  board  of  managers  of  the  exchange.  That  is, 
the  wel^Bure  of  the  exchange  should  be  considered  only,  and  no  measure  should  be 
entertained  for  individual  interests. 

Very  truly,  yours,  George  Brennecke. 

I  have  already  said  that  this  committee  is  in  great  measure  a  law 
unto  itself,  and  proof  of  this  can  be  had  in  the  correspondence  I  have 
just  read. 

Now,  that  correspondence  was  referred  to  the  president  of  the 
exchange,  as  follows : 

Philadelphia,  November  2S,  290S, 
Mr.  Robert  P.  McDouoall, 

President  New  York  Cotton  Exchange,  New  York. 

Dear  Sir:  We  most  earnestly  request  a  ruling  by  the  board  of  managers  as  to  what, 
under  section  72a  of  the  by-laws,  snail  be  considered  as  governing  the  committee  on 
the  revision  of  spot  cotton  m  fixing  the  differences  between  grades  under  that  section. 

This  section  (72),  after  giving  particulars  and  the  time  of  meeting,  states: 

**The  committee  shall  on  the  day  of  meeting  consider  the  report  of  the  committee 
on  spot  quotations,  and  suggestions  and  opinions  presented  by  members,  whether  in 
writing  or  verbally,  and  estSblieh  differences  in  value  of  all  grades  on  or  off  as  relating 
to  middling  cotton,  which  shall  constitute  the  rates  at  which  grades  other  than  mid- 
dling may  be  delivered  on  contract." 

The  particular  point  that  we  request  a  ruling  upon  by  the  board  of  managers  of  the 
New  York  Cotton  Exchange  is  as  to  whether,  under  section  72,  it  is  understood  that 
these  differences  shall  be  annually  fixed  in  accordance  with  the  commercial  value 
of  the  same  grade  in  the  South  and  their  selling  value  to  spinners,  due  consideration 
of  the  weather  conditions  which  have  existed  and  are  existing,  as  they  may  affect 
future  values  in  connection  with  that  portion  of  the  crop  still  to  be  picked,  or  whether 
the  committee  may  establish  differences  between  the  values  of  the  different  grades 
as  they  may  deem  best  without  being  controlled  by  the  commercial  values. 

I  may  say,  by  way  of  parenthesis,  as  they  have  been  doing  all 
these  years,  namely,  without  being  controlled  by  commercial  values. 

We,  in  this  letter,  make  no  plea  for  any  particular  method,  but  we  earnestly  request 
that  tne  board  of  managers  make  a  ruling  upon  this  question.  We  consider  it  quite  as 
necessary  a  decision  for  the  exchange  to  make  as  any  which  would  govern  transac- 
tions in  futures,  also  a  vital  question  as  affecting  the  business  of  the  cotton  world, 
which  now  and  in  the  future  may  be  based  upon  the  New  York  quotation. 

I  should  like  to  say  just  here  that  these  men  are  the  largest  export- 
ers of  cotton,  they  are  the  largest  buyers  of  cottpn,  and  there  is  no 
firm,  individually  or  collectively,  that  would  know  as  much  or  more 
as  to  the  importance  of  fixing  the  commercial  value  upon  the  grades 
as  this  firm. 

It  will  certainly  have  a  bearing  upon  the  merchant  business  in  the  future,  and  as 
cotton  merchants  we  desire  to  know  the  facts. 

In  connection  with  our  request  we  attach  herewith  copy  of  letter  addressed  to  the 
chairman  of  the  committee  of  revision,  together  with  copy  of  his  reply,  which  to  our 
minds  fails  to  specifically  answer  the  question  addressed  to  him,  although  the  last 
clause  of  his  reply,  reading  "that  no  measure  should  be  entertained  for  individual 
interests,'*  with  which  sentiment  we  are  heartilv  in  accord,  would  indicate  that  the 
differences  are  to  be  governed  by  the  commercial  values  of  the  grade,  as  only  uncom- 
mercial or  artificial  differences  can  be  considered  as  favoring  special  as  against  general 
interests. 

Yours,  truly,  George  H.  McFadden  &  Bro. 
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Now,  gentlemen,  the  inference  to  be  drawn  from  that  is  that  as  long 
as  that  committee  has  been  governed,  as  they  say  here,  by  uncommer- 
cial or  artificial  differences,  then  those  artificial  differences  have 
been  favoring  special  as  against  general  interests.  That  has  been 
the  basis  of  my  agitation  of  this  matter  for  four  years.  There  is 
no  more  right  or  power  delegated  to  the  revision  committee  to  do 
the  things  they  do  in  exercising  discretion  than  you,  except  that 
you  are  not  a  member  of  the  exchange,  and  they  are.  They  simply 
arbitrarily  get  together  and  fix  these  differences.  For  four  years  I  had 
sent  a  committee  before  each  meeting  with  quotations  from  twelve 
or  more  principal  southern  markets,  showing  the  average  premium 
and  discount  on  cotton  above  and  below  grade,  and  they  nave  dis- 
regarded it. 

It  is  the  revision  committee  that  has  caused  this  trouble,  the  action 
of  that  committee  delegating  to  themselves  the  power  to  fix  a  differ- 
ence, which  McFadden  says  is  artificial.  In  November,  1909,  I 
produced  a  telegram  showing  an  average  premium  on  good  middling 
at  the  principal  markets  in  the  South  of  30  to  31  or  32  points.  I 
beUeve  the  premium  was  50  points,  but  they  reduced  it  only  to  44. 
Why?  What  right  had  they  to  do  that?  Mr.  Smith  goes  over 
that  verv  question,  and  goes  into  it  elaborately.  Why  should  any- 
body take  upon  themselves  as  a  member  of  the  committee  to  go 
contrary  to  the  facts,  when,  as  McFadden  says  in  his  letter,  it  is  an 
uncommercial  or  artificial  difference  ?  What  does  he  do  ?  He  does 
the  veiT  thing  Mr.  Benning  has  called  attention  to. 

The  Chairman.  I  understand  from  what  you  have  said  that  your 
chief  ground  of  complaint  against  the  practice  in  the  New  York 
exchange  rests  upon  the  manner  of  fixing  the  difference  in  the  grade 
of  cotton. 

Mr.  ViOLETT.  Not  alone-  that  is  primarily. 

The  Chairman.  Primarily  ? 

Mr.  ViOLETT.  Yes,  sir. 

The  Chairman.  I  understand  you  to  say  that  you  have  reason  to 
believe  you  represent  the  views  of  the  majority  of  the  membership 
of  the  New  York  Cotton  Exchange.  If  you  do  represent  the  views 
of  the  majority,  or,  to  put  it  another  way,  if  the  majority  is  of  the 
opinion  that  the  system  which  you  have  been  criticising  is  wrong, 
why  have  they  not  changed  it  ? 

Mr.  ViOLETT.  You  must  ask  the  gehtlemen  who  appear  before  you. 

The  Chairman.  Does  not  a  majority  of  the  membership  of  the 
New  York  exchange  control  that  exchange  ? 

Mr.  ViOLETT.  Tney  should.  Now,  Mr.  Chairman,  the  majority 
of  the  sentiment  of  the  New  York  Cotton  Exchange  must  be  in  favor 
of  a  fair,  square,  commercial,  market  value  contract;  that  stands  to 
reason;  you  can  not  get  away  from  it.  But  they  have  no  voice  in 
the  formation,  in  the  appointment,  of  the  revision  committee.  That 
is  a  matter  simply  in  the  hands  of  the  board  of  managers  and  admin- 
istration. You  ask  if  the  majority  does  not  control.  It  should 
control,  but  we  can  not  get  the  votes  in  sufficient  number  to  elect 
a  ticket  opposed  to  the  regular  ticket  in  each  year.  We  did  it  in 
1907,  but  nave  not  been  able  to  do  it  since. 

The  Chairman.  The  continuation  of  the  present  system  promotes 
pure  speculation,  does  it  not,  and  takes  the  market  further  and  further 
away  from  the  spot  business  ? 
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Mr.  ViOLETT.  That  is  a  little  bit  intricate.  I  will  tell  you.  The 
contract  that  we  have  now  prevents  a  greater  amount  of  legitimate 
buying  and  seUing  by  the  spmner 

The  Chairman.  Exactly. 

Mr.  ViOLETT  (continuing).  Than  the  present  contracts  permit. 
I  do  not  need  to  say  that.  Anybody  can  see  it.  I  will. tell  you  why 
the  spinner  does  not  buy  a  contract  to  a  greater  extent  than  he  does. 
He  may  buy  a  contract  to  hedge  himself  temporarily,  but  he  can  not 
buy  a  contract  to  take  the  difference  in  the  grades,  because  if  he  takes 
the  grades  in  the  dehvery  of  cotton  he  would  have  to  take  them  on 
artificial  differences,  he  would  have  to  take  them  at  differences  of 
greater  premiums  than  he  could  buy  the  same  grades  for  in  the  South 
m  their  relation  to  middUng.  So  that  that  Question  answers  itself. 
No  spinner  is  going  to  be  fool  enough  to  go  and  buy  on  the  New  York 
Cotton  Exchange  and  pay  44  points  for  good  middling  when  he  could 
buy  the  same  cotton  in  the  South  and  pay  33.     That  is  the  point. 

1  am  defending  the  New  York  Cotton  Exchange  as  a  body.  I  am 
a  member  of  it.  I  am  standing  up  for  its  dignity  and  its  traditions, 
because  it  is  a  body  of  men  as  to  the  integnty  of  whose  individual 
members  there  can  be  no  Question.  And  I  am  only  and  solely  striv- 
ing, to  the  best  of  my  ability,  to  educate  the  members  of  the  New 
York  Stock  Exchange  in  regard  to  those  conditions  described  by 
ilr.  McFadden. 

Mr.  Lever.  I  would  like  to  ask  you  whether  or  not  the  New  York 
Cotton  Exchange  has  not  been  abandoned  to  a  large  extent  as  a 
hedging  market  ? 

1&.  VIOLETT.  I  could  not  say  that,  because  I  do  not  do  enough 
business  of  that  kind. 

Mr.  Lever.  That  would  be  the  natural  result,  would  it  not,  if  the 
criticism  you  make  is  well  founded  ? 

Mr.  ViOLETT.  I  am  sure  the  spinners  are  buying  contracts  from 
time  to  time  as  a  hedge,  but  what  they  did  in  1906,  following  the 
revision  committee  figures  of  1906,  their  hedges  went  one  way,  and 
spot  cotton  went  the  other  way. 

Mr.  Lever.  But  when  that  is  likely  to  happen,  the  spinners  are 
not  venr  much  given  for  hunting  that  sort  ot  market,  for  hed^g? 

Mr.  VIOLETT.  Naturally  not;  why  should  they?  They  do  it  to 
some  extent. 

Mr.  Lever.  I  realize  that. 

The  Chairman.  But  if  that  is  true,  as  I  understand  you  to  say, 
that  on  account  of  the  character  of  the  contracts,  on  the  New  York 
Cotton  Exchange,  the  spinners  are  coming  there  less  and  less,  not 
only  for  spot  cotton  but  even  for  their  hedging,  does  it  not  follow 
that  the  market  is  becoming  more  and  more  a  purely  speculative 
market  ? 

Mr.  ViOLETT.  As  long  as  cotton  is  not  bought  by  the  spinner — if 
the  contracts  were  bought  by  the  spinner,  and  he  would  buy  it  if  he 
had  a  commercial  contract,  it  follows  that  the  contract  would  be 
given  a  stability  it  has  not  now. 

The  Chairman.  That  is  not  the  point  of  my  question.  What  I 
was  asking  your  opinion  about  was  this:  If  the  contract  is  of  such 
a  character  that  men  desiring  to  buy  spot  cotton  avoid  the  market, 
does  it  not  follow  that  the  market  becomes  more  and  more  a  purely 
speculative  one  ? 
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Mr.  ViOLETT.  I  should  say,  by  the  character  of  the  contract,  if  not 
commercial  diflFerences,  I  should  think  it  would. 

The  Chairman.  Is  it  not  barely  possible — and  I  ask  this  question 
without  reflecting  upon  any  member  of  the  Cotton  Exchange — that 
the  reason  you  have  not  been  able  to  bring  the  majority  of  the  ex- 
chanj^e  to  your  way  of  thinking,  or  at  least  to  act  at  a  given  time  along 
the  Ime  of  your  suggestions,  has  been  that  a  majority  of  the  membeis 
of  the  exchange  would  ratb^r  have  it  a  speculative  market,  pure  vsd 
simple,  than  a  market  of  another  character  ? 

Mr.  ViOLETT.  The  majority  of  those  voting  ? 

The  Chairman.  Yes;  the  majority  of  those  voting. 

y  r.  ViOLETT.  Now,  Mr.  Chairman,  the  very  large  portion  of  our 
members  do  not  understand  this  (question  at  aU. 

The  Chairman.  It  is  certainly  time  they  were  being  educated. 

Mr.  ViOLETT.  They  do  not  understand  it.  I  think  a  great  deal  of 
my  literature  has  gone  to  members  of  the  exchange,  and  I  have  given 
a  whole  lot  of  it.  I  have  done  my  best.  No  man  ever  did  more. 
I  may  say  this:  If  I  had  been  appointed  specially  by  the  New  York 
Cotton  Exchange  to  present  conditions  that  woiild  be  for  the  best 
welfare  of  the  Cotton  Exchange,  from  the  point  of  view  of  a  commercial 
contract  and  to  do  awav  wiUi  uncommercial  conditions,  I  could  not 
have  done  more  than  I  have.  I  have  given  my  best  efforts.  There- 
fore I  appear  before  your  committee  in  the  absolute  confidence,  as  I 
said  in  the  beginning,  that  after  an  experience  of  many  years  I  believe 
the  taking  away  of  the  privilege  to  buy  and  sell  a  contract  for  the 
deUvery  of  cotton  would  destroy  this  business.  I  say  it  because  of 
my  knowledge  of  the  business,  and  I  have  been  in  all  phases  of  it. 
The  sore  spot  here  is  not  the  exchange  itself;  it  is  the  committee  that 
delegates  to  itself  powers  to  do  the  things  they  do  year  in  and 
year  out. 

The  Chairman.  Can  you  suggest  a  way  in  which  Congress  can 
reach  that  committee  ? 

Mr.  ViOLETT.  That  is  for  the  committee,  Mr.  Chairman.  That 
these  conditions  can  continue,  that  17  men  can  get  together  and  say 
that  these  shall  be  the  premiums  and  these  shall  be  the  discounts, 
regardless  of  the  market  value  of  the  grades  in  their  relation  to  mid- 
dlmg,  is  an  impossibility.     There  must  be  some  way  to  stop  it. 

Air.  Lever.  Do  you  still  entertain  a  hope  of  reform  along  these 
lines? 

Mr.  ViOLETT.  It  depends  on  who  gets  the  majority  in  the  New 
York  Cotton  Exchange.  As  long  as  the  conditions  continue  as  at 
present  I  see  no  hope  of  changing. 

Mr.  Lever.  How  long  has  the  present  condition  existed  ? 

Mr.  ViOLETT.  I  will  produce  the  exact  figures  later. 

Mr.  Beall.  What  effect  did  it  have  on  trading  on  the  New  York 
Stock  Exchange  when  in  last  November  a  difference  of  44  point  was 
fixed,  when  the  real  commercial  difference  was  33? 

Mr.  ViOLETT.  I  db  not  know  that  it  had  any.  At  the  same  time. 
there  was  an  advantage  to  the  man  who  delivered  cotton.  Wh\ 
should  a  man  deliver  at  33  points  when  he  could  turn  around  and  sell 
it  at  44  ?  It  created  a  conclition  by  which  the  seller  of  the  contract 
would  be  given  an  advantage  of  11  or  12  points,  to  the  corresponding 
injury  or  loss  to  the  man  who  received  it,  who  took  it. 

Mr.  Beall.  Did  it  have  any  effect  upon  the  hedging  contracts  ? 
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Mr.  ViOLETT.  I  can  not  say  that. 

Mr.  Beall.  What  effect  did  it  have  on  the  cotton  trade  generally — 
the  differences  that  were  fixed  in  1907,  and  what  would  you  tmnk 
about  that  operation  ? 

Mr.  ViOLETT.  I  am  too  full  for  uttenmce.  All  you  have  to  do, 
gentlemen,  is  to  read  the  report  of  the  Bureau  of  Corporations.  I 
could  wax  eloquent  on  that  subject,  but 

Mr.  Beall  (interrupting).  Do  you  think  the  report  to  which  you 
refer  correctly  stated  the  situation  ? 

Mr.  ViOLETT.  I  will  say  this,  that  the  revision  committee  hac^ 
absolutely  no  basis  for  fixing  the  differences  they  did  at  the  time, 
considering  the  facts  they  had  before  them,  especially  on  the  low 
grades.  Either  myself  or  the  superintendent  of  the  New  York 
Cotton  Exchange  produced  the  evidence  as  to  the  quotations  of  the 
leading  southern  markets  on  the  low  grades  at  that  time.  They 
had  that  before  them.  I  am  not  trying  to  bring  up  ancient  history, 
but  we  are  confronted  with  a  situation  that  is  the  result  of  a  continua- 
tion of  an  abuse  of  power,  the  taking  of  a  discretion  which  the  by- 
laws do  not  permit  and  which  the  board  of  managers  should  never 
have  allowed.     It  has  been  taken  arbitrarily. 

Mr.  Beall.  What  other  criticisms,  if  any,  have  you  of  the  system 
which  prevails  upon  the  New  York  Cotton  Exchange  ? 

Mr.  VIOLETT.  1  object  to  their  method  of  fixing  differences. 

The  Chairman.  Would  you  have  them  fixed  more  frequently? 

Mr.  ViOLETT.  Suppose  tney  start  out  in  November  with  commercial 
differences.  They  are  just  as  likely  to  be  wrong  later  on,  starting  out 
with  commercial  differences,  as  they  would  be  starting  out  with  un- 
commercial differences.  The  only  claim  that  I  have  ever  heard  made 
by  the  revision  committee  of  the  exchange,  or  the  administration,  in 
favor  of  a  continuation  of  these  methods,  is  that  when  they  put  on 
an  excessive  premium  or  an  insufficient  discount,  in  the  course  of  the 
season  sometimes  those  premiums  established  in  November  and  those 
discounts  established  in  November,  will  prove  to  be  correct.  That  is 
the  basis.  It  was  not  my  purpose  to  go  into  ancient  history,  but  as 
long  as  I  have  been  asked  the  question  I  will  go  into  it.  The  only 
history  I  would  bring  up  in  this  connection  is  the  correspondence 
of  1903. 

Now,  the  good  ordinair  grade,  up  to  the  meeting  in  November,  for 
the  ten  months  ending  November,  1906,  by  the  New  York  Cotton 
Exchange  was  100  points.  Wlien  that  committee  met,  the  average 
discount  all  over  the  South  at  the  principal  points  was  about  170 
points;  at  New  Orleans,  I  think,  it  was  190  points.  They  increased 
the  discounts  by  25  points,  and  there  were  five  men  on  that  committee 
who  did  not  want  to  make  any  at  all.  As  I  say,  the  only  argument  I 
have  oyer  heard  used  as  to  why  an  excess  of  premium  or  an  insuffi- 
cient discount  should  be  put  on  contracts  established  in  November  is 
that  some  time  within  tlie  next  ten  months  those  differences  will 
prove  to  be  correct.  In  November,  1906,  following  that  September 
storm  in  the  South  and  thoughout  the  Mississippi  Valley,  everybody 
knew  that  there  would  be  a  superabundance  of  cotton,  and  those 
impressions  were  correct.  During  the  winter  of  1907  good  ordinary 
cotton  sold  at  Galveston  and  Houston  and  other  points  at  250  points 
below  middUng,  and  still  the  discount  in  the  New  York  market  con- 
tinued at  125  points  until  December.     Therefore  the  claim  that  some- 
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times  this  might  prove  to  be  correct  was  in  that  instance  not  proven. 
It  did  not  work  that  way.  That  is  just  to  show  you  the  fallacy  of 
putting  a  fixed  discount  for  a  fixed  period  of  time,  especially  when 
starting  out  wrong. 

Then,  the  question  of  differences  varies  in  any  spot  market.  You 
have  several  gentlemen  here  from  the  South  qn  the  committee,  and 
they  know  it.  They  know  the  premiums  on  good  grades  and  the  dis- 
counts on  low  grades,  below  grade,  and  the  character  of  the  crop  aft^r 
November. 

For  years  those  in  favor  of  the  present  maimer  of  fixing  differences 
have  given  their  reasons  for  their  position,  and  are  entitled  to  thdr 
opinion;  but  the  facts  are  against  them.  There  is  onlv  one  way.  I 
will  submit  it  to  your  committee  during  the  day.  I  clo  not  want  to 
take  up  all  of  your  time  now. 

New  Orleans  has  never  had  anything  else  but  a  frequent  revision. 
It  does  not  mean  they  are  going,  necessarily,  to  change  them  arbi- 
trarily simply  to  readjust  tne  differences,  the  premiums,  and  dis- 
coimts  in  relation  to  nuddling  as  the  season  progresses  if  it  becomes 
necessary.  That  is  all.  Why  there  should  be  any  objection  to  so 
reasonable  and  so  commercial  a  way  of  conducting  the  manner  of 
delivering  cotton  on  contract  is  absolutely  beyond  me. 

Mr.  Arthue  Marsh  (of  the  New  YorK  Cotton  Exchange).  Mr. 
Chairman,  I  simply  desire  to  clear  the  record  up  a  little  bit  by  a&ldng 
Mr.  Violett  what  rule  or  principle  he  thinks  should  be  imposed  upon 
the  revision  committee  or  the  New  York  Cotton  Exchange  in  deter- 
mining differences  in  value  of  the  different  grades  of  cotton  to  be  de- 
livered on  contracts  ? 

Mr.  Violett.  I  have  it  prepared  and  will  submit  it  to  the  com- 
mittee during  the  day. 

The  Chairman.  Why  could  you  not  submit  that  right  now,  while 
you  are  on  the  stand  ? 

Mr.  Violett.  I  will  read  what  I  have  prepared  in  relation  to  that: 

PROPOSED  AMENDMENTS  TO  THE   BT-LAWS  OF  THE   NEW  YORK  COTTON   EXCHANOS. 

1.  Require  that  the  grades  deliverable  on  contract  for  the  New  York  and  New 
Orleans  cotton  exchanges  shall  correspond,  and  to  secure  similar  types,  that  an  expert 
cotton  classer  be  selected  by  each  exchange,  and  a  third  to  be  selected  by  them,  to 
constitute  a  board  in  this  respect;  this  boam  to  meet  once  yearly,  say.  October  1. 

2.  Eliminate  from  delivery  on  jfuture  contracts  all  stained  cotton  blelow  middling  in 
grade,  and  all  tinged  cotton  below  low  middling;  therefore  only  one  of  stained  and  only 
one  of  tinged,  as  a  delivery  on  contract. 

I  would  Uke  to  ask  Mr.  Marsh  how  many  grades  of  stained  and 
tinged  cotton  we  have  now  ? 

Mr.  George  W.  Neville  (of  the  New  York  Cotton  Exchange). 
That  is  the  limit  of  the  contract  deliverable  in  New  York  to3ay 
[exhibiting  paper  to  the  witness]. 

Mr.  Violett.  Have  vou  gentlemen  a  copy  of  the  daily  report  of  the 
New  York  Cotton  Excnange  ? 

Mr.  Neville.  That  is  it,  and  it  has  been  so  since  1908. 

Mr.  Violett.  That  is  1908  ? 

Mr.  Neville.  It  is  the  same  thing  to-day.  The  committee  has  the 
last  one,  the  24th  of  February,  which  it  had  in  its  possession,  which 
shows  the  same  grade.  Low-middling  tinge  is  tne  lowest  grade 
deliverable;  just  what  you  asked  for. 
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Mr.  ViOLETT.  We  h^ye  strict  low-middling  tinge,  and  low-middling 
tinge,  and  middling  stained.  Mr.  Neville,  as  I  understand,  says  that 
this  is  the  same  as  now.  But  here  are  two,  and  there  are  three.  It 
may  be  that  the  tinges  and  stains  that  I  have  in  mind  are  those  above 
middUng;  I  am  referring  to  the  grade  below  middling,  middling  and 
below. 

Mr.  LunpoLD  Mendelbaum  (of  the  New  York  Cotton  Exchange). 
I  would  like  to  ask  whether  Mr.  Violett  admits  those  are  the  grades 
deUverable  on  contract  ? 

The  Chairman.  He  stated  that  from  his  understanding  there  were 
three  grades  deUverable  instead  of  two,  as  stated  b^r  Mr.  rJeviUe. 

Mr.  r^EvnxE.  He  stated  there  were  strict  low-middling  tinge  and 
low-middling  tinge  and  middling  stained;  and  that  is  exactly  the  con- 
dition to-day.     It  has  been  so  since  1908. 

The  Chairman.  Mr.  Neville  wants  to  know  whether  you  concede 
that  the  contract  upon  which  cotton  is  deUverable  now  in  New  York 
is  exactly  what  you  have  just  outlined  ? 

Mr.  Violett.  As  to  stamed  and  tinged  cotton  ? 

The  Chairman.  Yes. 

Mr.  Violett.  I  do  not  want,  to  place  myself  in  the  position 

The  Chairman.'  ReaUy,  while  trds  is  interesting,  it  is  not  directly 
germane  to  the  matter  we  have  under  consideration.  There  is  no  bill 
pending  before  this  committee  which  undertakes  in  any  way  to  alter 
or  amend  the  rules  of  any  cotton  exchange. 

Mr.  Violett.  No;  but  you  asked  me  if  I  had  any  suggestions. 

The  Chairman.  I  understand;  and  we  are  very  glad  to  have  your 
opinion. 

Mr.  Violett.  I  am  differing  from  Mr.  NeviUe,  and  the  production 
of  this  shows  I  am  correct — no;  I  stand  corrected.     He  is  right. 

The  Chairman.  I  see  that  your  remedies  refer  entirely  to  changes 
in  the  present  rules  and  practices  of  the  New  York  Cotton  Exchange. 

Mr.  Violett.  Exactly.  As  to  the  stains  and  tinges,  Mr.  NevSle 
is  correct,  and  I  am  incorrect. 

The  Chairman.  But,  as  I  said  just  now,  that  is  a  matter  the 
committee  does  not  care  to  take  the  time  to  go  into,  because  no  biU 
is  pending  relating  to  it  at  all. 

Mr.  Violett.  I  do  not  contradict  Mr.  NeviUe;  I  admit  that  he 
was  correct.  Now,  I  am  simply  defining  what  should  be  put  into 
the  by-laws  of  the  cotton  exchange  as  deUverable  on  contract  in 
connection  with  grades  of  that  character. 

Mr.  Marsh.  I  do  not  know  whether  or  not  this  is  an  appropriate 
time  to  bring  it  in,  Ijut  I  have  understood  that  Mr.  Violett  s  position 
has  been  that  a  rule  or  principle  should  be  laid  down  to  the  effect 
that  the  revision  committee  of  the  New  York  Cotton  Exchange  must 
fix  its  differences  at  the  average  of  the  differences  of  a  certain  number 
of  southern  markets.  That  point  is  of  some  importance,  because 
I  understand  that  the  Commissioner  of  Corporations  in  his  report 
tells  us  that  if  we  were  so  to  fix  our  differences,  the  New  York  Cotton 
Exchange  would  be  free  from  criticism.  In  that  particular  I  under- 
stand that  Mr.  Violett  coincides  with  the  Commissioner  of  Corpora- 
tions and  the  Commissioner  of  Corporations  coincides  with  Mr. 
Atwood  Violett. 

I  had  hoped  to  get  on  the  record,  from  Mr.  Violett  himself,  a 
statement  or  this  principle  which  he  thought  ought  to  be  imposed 
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upon  the  revision  committee,  and  bearing  on  that  point  I  had  brou^t 
down  with  me  figures  showing  the  differences  which  existed  in  varioiK 
southern  markets  at  the  time  of  the  revisions  in  New  York  from 
November,  1906,  down  to  the  present  time.  I  do  not  want  to 
encimiber  the  record  with  this,  it  the  committee  does  not  feel  the 
matter  is  of  importance.  Perhaps  its  greatest  importance  arises 
from  the  fact  that  the  Commissioner  of  Corporations  has  suggested 
that  this  method  of  fixing  differences  is  the  only  proper  one  for  us  to 
follow. 

The  CHAiBBfAN.  If  I  do  not  speak  the  sentiment  of  the  committee 
in  what  I  shall  say  in  response  to  Mr.  Marsh,  I  wish  any  ^entiemim 
would  correct  me.  My  mipression  would  be,  Mr.  Marsn,  that  it 
would  not  be  necessary  for  your  figures  to  go  into  the  record,  or  for 
us  to  pursue  at  greater  length  the  question  as  to  any  change  that 
ought  to  be  made  or  might  be  made  in  the  rules  or  principles  euiding 
the  New  York  or  any  other  cotton  exchange,  for  the  reason  that  we 
do  not  pretend  to  have  any  right  to  go  into  a  State  and  dictate  what 
the  rules  of  an  exchange  shall  be.  No  biU  presuming  to  exercise 
such  authority  is  pending  before  the  coinmittee.  It  is  a  matter  of 
interest  in  general  discussion  of  the  subject,  but  I  do  not  believe  it 
is  germane  to  this  particular  question. 

Mr.  Lamb.  I  think  vou  are  correct,  that  it  is  not  at  all  germane. 

Mr.  Mandelbaum.  May  I  ask  one  Question  f 

Mr.  ViOLETT.  I  would  like  to  be  allowed  to  go  on  without  inter- 
ruption. These  gentlemen  will  have  their  day  m  court  when  I  get 
through. 

The  Chaieman.  I  was  just  stating  to  Mr.  Marsh  that  the  committee 
does  not  care  to  go  into  any  matter  which  relates  to  the  internal 
government  of  any  cotton  exchange.  We  have  no  bill  here  pre- 
suming or  undertaking  to  chaise  in  any  way  the  rules  or  principles 
by  which  these  exchanges  guide  their  busmess.  The  biU  we  are 
considering  is  one  to  prohibit  the  transmission  of  messages  relating 
to  future  contracts  in  cotton,  wheat,  and  other  farm  products  in 
which  there  is  no  delivery  intended;  and  therefore  we  do  not  care 
to  consider  a  matter  which  is  entirely  outside  of  that  question.  We 
would  be  very  glad  to  have  your  opinion  upon  the  advisability  of 
such  legislation. 

Mr.  VIOLETT.  The  point  I  want  now  to  impress  upon  you  is  that 
I  thought  there  were  more  grades  than  two  on  tinges  and  stained 
cotton. 

The  Chairman.  That  point  was  not  further  disputed,  and  the  com- 
mittee does  not  care  to  go  into  that  further,  for  the  reason,  as  I  have 
said,  that  we  are  not  attempting  to  alter  or  amend  the  rules  of  the 
exchanges.     That  is  entirely  beyond  our  province. 

Mr.  VIOLETT.  What  I  desire  to  do  is  to  read  this  with  my  state- 
ment.    Let  me  go  over  it  again. 

2.  Eliminate  from  delivery  on  future  contracts  all  stained  cotton  below  middling  ifl 
grade,  and  all  tinged  cotton  below  low  middling;  therefore  only  one  of  stained  aod 
only  one  of  tinged,  as  a  delivery  on  contract. 

Make  strict  good  ordinary  the  lowest  grade  deliverable  on  contract,  instead  d 
good  ordinary,  as  the  lowest  grade  deliverable,  as  at  present. 

There  is  nothing  more  important  in  the  formation  of  the  contract 
than  that;  that  is,  m  the  formation  of  a  commercial  contract.  Those 
from  the  South  on  your  committee  know  what  good  ordinary  cotton 
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is.  They  know  the  general  run  of  it.  They  are  not  experts,  but 
they  have  a  general  Knowledge;  and  they  know  that  a  strict  good 
ordmary  graoe  should  be  the  lowest  grade  tenderable  on  a  contract 
either  at  New  York  or  New  Orleans. 

The  Chairman.  Mr.  Violett,  when  we  asked  for  your  remedy  we 
hoped  that  it  might  be  something  within  the  province  of  Congress, 
but  since  we  see  that  it  is  not  the  committee  does  not  care  to  follow 
the  matter  any  further.  We  will  be  glad,  however,  to  have  any 
opinion  you  care  to  express  as  to  the  advisability  or  inadvisability  of 
the  bill  which  I  just  described  to  you;  but  we  would  not  care  to  fol- 
low any  other  line  of  discussion. 

Mr.  Violett.  Would  you  like  me  to  leave  this  with  you  ? 

The  Chaibman.  Yes;  we  would  be  glad  to  have  it. 

Mr.  Violett.  Now,  I  would  like  to  ask  Mr.  Marsh  a  question.  I 
did  not  intend  to  ask  any  questions,  but  as  long  as  Mr.  Marsh  makes 
the  inquiry  I  shall  reciprocate.  I  have  here  a  circular  I  addressed 
to  members  of  the  New  York  Cotton  Exchange  in  the  summer  of  1908: 

You  have  been  advised  as  members  of  the  New  York  Cotton  Exchange  that  at  a 
meeting  of  the  board  of  managers,  on  July  20,  there  was  adopted  substantially  the 
following: 

Whereas  complaint  has  been  made  that  the  present  contract  for  the  future  delivery 
of  cotton,  under  the  by-laws  and  rules  of  said  exchange,  is  open  to  criticism  in  some 
particulars;  and 

Whereas  the  Bureau  of  Corporations  of  the  United  States  Government,  in  its  recent 
report  of  the  results  of  its  investigations  of  the  cotton  exchangee  of  this  country,  while 
emphatically  upholding  the  necessity  of  such  exchanges,  and  particularly  the  neces- 
sity of  the  contracts  for  the  future  delivery  of  cotton  as  made  on  the  New  York  and 
New  Orleans  cotton  exchanges,  has  suggested  certain  changes  in  the  by-laws  and 
rules  governing  the  future  contracts  of  the  New  York  Cotton  Exchange;  and 

Whereas  it  is  the  opinion  of  the  board  of  managers,  for  reasons  therem  stated,  refer- 
ring in  this  connection  to  section  3  of  the  charter  of  the  New  York  Cotton  Excnanp;e, 
that  it  is  incumbent  upon  the  board  of  managers  to  ^ve  the  most  careful  attention 
and  consideration  to  the  opinions  and  suggestions  of  its  members,  with  the  view  of 
ascertaining  what  changes,  if  any,  in  the  by-laws  and  rules  governing  the  future 
contract  of  the  New  York  Cotton  Exchange  are  required; 

It  was  resolved  that  a  committee  of  7  members  of  said  exchange  should  be  ap- 
pointed to  act  on  the  resolutions  hereinafter  referred  to.  This  committee  has  been 
appointed,  and  of  which  you  also  have  been  advised.  Among  the  resolutions  under 
which  they  are  to  act  are  the  following: 

(1)  Ascertain  in  every  way  possible  the  opinion  of  the  members  in  regard  to  the 
existing  methods  of  revision  of  grade  differences  and  submit  to  the  board  of  managers 
at  a  meeting  to  be  held  not  later  than  September  1,  1908,  suggestions  for  alterations 
of  the  by-laws  and  rules,  having  in  view  an  improvement  in  the  present  system  of 
revision. 

The  members  of  that  committee  were  A.  R.  Marsh,  Richard  Sie- 
denburg,  L.  Mandelbaum,  Charles  W.  Lee,  S.  T.  Hubbard,  George  W. 
Neville,  and  George  Brennecke. 

One  of  the  resolutions  was  this: 

(5)  Present  to  the  board  of  managers  the  results  of  the  inquiry  in  the  form  of  a 
plan  or  alterative  plans  for  the  amendment  of  the  by-laws  and  rules  governing  future 
contracts  on  the  New  York  Cotton  Exchange,  such  plan  or  plans  to  be  based  on  the 
opinions  as  expressed  in  the  testimony  before  the  committee,  but  with  due  considera- 
tion of  the  interest  of  the  members  of  the  exchange  as  a  body  and  of  the  duties  of  the 
exchange  as  expressed  in  section  3  of  its  charter. 

The  second  resolution  is  as  follows: 

(2)  Make  an  investigation  as  complete  as  possible  of  these  opinions  and  su^estions 
of  persons  interested  m  the  contract  for  the  future  delivery  of  cotton  on  the  New 
York  Exchange,  including  cotton  producers,  spinners,  merchants,  and  commission 
houses. 
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Now,  Mr.  Chairman,  Mr.  Marsh  has  mtemipted  me  to  ask  me  a 
question,  and  I  want  to  ask  him  a  question,  and  the  only  way  I  can 
get  at  it  is  to  read  this  to  you,  as  irrelevant  as  it  may  be,  considering 
the  purposes  of  this  investigation.  Therefore,  I  hope  you  will  let  me 
finisn. 

The  Chairman.  Proceed. 

Mr.  ViOLETT  (reading) : 

Ascertain  in  every  way  possible  the  opinion  of  the  members  in  resard  to  the  existing 
method  of  revision  of  srade  differences  and  submit  to  the  board  of  managen  at  a 
rao'^tine:  to  be  held  not  later  than  September  1,  1908,  suggestions  for  altemtions  erf  tiie 
by-lawi  and  rules  having  in  view  an  improvement  in  the  present  system  of  audi 
revision. 

They  have  never  made  a  report,  and  there  are  three  members  of 
that  committee  present  here  to-day. 

The  Chairman.  The  point  of  order  is  made  that  this  statement 
which  you  have  been  making,  and  which  I  presume  is  preliminarj 
to  a  question,  refers  to  a  matter  which  is  not  pending  before  tlie 
committee. 

Mr.  ViOLETT.  But,  Mr.  Chairman,  Mr.  Marsh  asked  me  a  question 
and  I  am  simply  asking  him  a  question. 

The  Chairman.  Will  you  please  ask  the  question,  and  then  we  can 
determine  as  to  its  relevancy. 

Mr.  ViOLETT.  I  want  to  ask  Mr.  Marsh  why  this  committee  on 
revision  has  made  no  report  to  the  members  of  the  New  York  Cottx>n 
Exchange  on  any  of  the  matters  which  were  brought  up,  except  a 
preliminary  report  ? 

Mr.  Marsh.  The  committee  has  been  investigating  this  matter  and 
is  still* investigating  the  matter.  The  committee  found  itself  face  to 
face  with  much  more  serious  questions  than  you  or  any  of  the  gentle- 
men who  have  been  freely  talking  about  the  subject  had  any  idea  of. 
The  committee  has  realized  its  responsibilities,  as  many  of  the  mem- 
bers of  the  exchange  have  not.  The  committee  has  not  becH  willing 
to  make  a  report  until  it  had  sifted  the  matter  to  the  bottom.  The 
committee  felt  that,  inasmuch  as  the  New  York  Cotton  Exchange  was 
under  fire;  inasmuch  as  the  tendency  of  the  testimony  before  the  com- 
mittee was  contrary  to  the  recommendations  of  the  Commissioner  of 
Corporations;  inasmuch  as  the  committee  was  sure  to  be  attacked  by 
you,  sir,  when  it  made  its  report 

Mr.  VIOLETT  (interrupting).  That  is  incorrect,  and  I  deny  it.  You 
have  no  right  to  make  any  such  statement  to  me. 

Mr.  Marsh.  I  withdraw  that  statement,  then.  It  was  important 
that  the  committee  should  sift  the  matter  thoroughlv  to  the  very  bot- 
tom and  have  indisputable  evidence  for  anything  they  might  recom- 
mend. 

Mr.  ViOLETT.  My  reply  is  this:  The  New  Orleans  Cotton  Exchange 
had  a  special  committee  appointed  for  the  same  purpose  in  October, 
1908.  J^hey  made  their  report  in  February,  1909,  and  I  would  like 
to  ask  Mr.  Thompson,  or  anv  of  the  members  of  his  committee,  to-day, 
to  state  what  they  did  in  tnat  same  particular. 

Now,  why  has  it  taken  the  New  York  Cotton  Exchange  committee 
of  7  eighteen  months  to  do  what  the  New  Orleans  Cotton  Exchange 
did  in  five  months  ?    That  is  what  I  would  Uke  to  know. 

Mr.  Plumley.  Do  you  approve  or  disapprove  of  the  legislation 
proposed  in  the  Scott  bill  relative  to  the  prohibiting  of  the  use  of 
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the  mails  or  telegraph  in  transactions  on  the  cotton  exchanges  where 
dehveiT  or  receipt  is  not  intended  by  the  parties  to  the  transaction  f 

Mr.  YioLETT.  Absolutely  not. 

Mr.  Plumley.  You  do  not  approve  ? 

Mr.  Violett.  Absolutely  not.  Now,  Mr.  Marsh  has  made  a  state- 
ment before  your  committee 

The  Chairman.  The  matter  which  you  brought  up  between  yourself 
and  Mr.  Marsh  is  one  that  relates  wholly  to  the  internal  management 
of  the  New  York  Cotton  Exchange,  and  the  committee  does  not 
care  to  go  into  it  at  all. 

Mr.  VIOLETT.  As  long  as  he  makes  a  statement  before  your  com- 
mittee and  gives  the  reasons  here  why  they  have  not  made  a  report, 
I  show  you  that  the  New  Orleans  Cotton  Exchange  appointed  a 
special  committee  for  the  same  purpose  in  October,  1908,  which  made 
its  report  in  five  months.  What  I  would  like  to  know  is,  if  this  com- 
mittee appointed  by  the  New  Orleans  Cotton  Exchange  can  make  a 
report  on  this*subject  in  five  months,  whv  it  is  that  in  eighteen  months 
the  committee  appointed  by  the  New  York  exchange  has  made  no 
report. 

The  Chairman.  You  have  made  that  statement,  and  I  have  per- 
mitted it.  We  understand  it.  The  gentlemen  from  the  New  Or- 
leans exchange  are  here  to-day  and  wiU  be  able  to  answer  for  them- 
selves. Unless  you  have  any  further  statement  to  make,  we  will 
excuse  you.     We  are  very  much  obliged  to  you. 

Mr.  Mandelbaum.  Mr.  Violett  made  one  statement  which  I  would 
like  to  put  on  record,  and  that  is  when  he  started  out  he  made  the 
claim,  or  a  positive  statement  under  oath,  that  he  represented  a 
majority  of  the  members  of  the  New  York  Cotton  Exchange.  I 
dispute  that  fact,  and  I  want  him  to  state  his  authority  for  that 
assertion. 

The  Chairman.  He  quaUfied  the  statement  in  response  to  a  ques- 
tion of  mine.     I  do  not  think  the  record  is  badly  wrong. 

I  beUeve  that  Mr.  Thompspn.  of  the  New  Orleans  Cotton  Exchange, 
is  present  this  morning,  and  it  so  we  will  be  very  glad  to  have  him 
make  such  statement  as  he  may  desire. 

Mr.  Beall.  Before  he  begins,  I  would  Uke  to  know,  as  a  matter  of 
fact,  whether  under  the  rules  of  the  New  York  Cotton  Exchange  a 
mere  majority  can  make  such  a  change  as  has  been  under  discussion. 

Mr.  Mandelbaum.  No,  sir. 

Mr.  Beall.  It  takes  two-thirds  ? 

Mr.  Mandelbaum.  Yes,  sir. 

Mr.  Beall.  Then,  Mr.  Violett's  statement  might  be  correct,  that  a 
majority  was  with  him  and  still  a  change  could  not  be  made  'i 

Jir.  Mandelbaum.  Yes,  sir;  but  there  is  one  thing  in  connection 
with  that,  and  that  is  that  a  majority  of  the  members  of  the  exchange 
elects  the  president,  vice-president,  and  board  of  managers,  and  if 
that  board  of  managers,  or  rather  the  management  of  the  exchange, 
is  considered  antagonistic  to  the  majority  of  the  exchange,  as  stated 
by  Mr.  Violett,  that  could  not  be  the  case.  If  the  case  were  as  he 
states,  that  board  appoints  the  revision  committee  on  which  he  lays 
so  much  stress,  and  it  the  case  was  as  he  states,  that  he  represents  a 
maiority  of  the  exchange,  there  would  have  been  absolutely  nothing 
that  could  have  prevented  them  from  going  into  the  office  and  turn- 
ing those  men  out,  of  whom  he  complains  as  having  been  on  the 
board  for  two  or  three  years. 
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It  is  an  important  point  in  the  matter  that  the  bj-laws  of  the 
exchange  can  only  be  enacted  or  changed  by  a  two-thirds  vote. 

The  Chairman.  I  had  not  noticed  Wiat  the  horn*  of  12  had  been 
reached  and  passed,  and  therefore  I  will  ask  Mr.  Thompson  to  defer 
his  statement  until  the  afternoon  session. 

(Mr.  Violett  submitted  three  letters  which  will  be  found  in  the 
appendix.) 

(Thereupon,  at  12.10  o'clock  p.  m.,  the  committee  took  a  recess 
until  2  o'clock  p.  m.) 

AFTER   RECESS. 

The  committee  met  at  2  o'clock  p.  m.,  pursuant  to  the  taking  of 
recess. 

TESTIMOKT  OF  MB.  W.  B.  THOMPSOH,  PBESIDEHT  OF  THE  HEW 
OBLEAlffS  GOTTOH  EXCHANGE. 

(The  witness  was  sworn  by  the  chairman.) 

Mr.  Thompson.  Mr.  Chairman  and  gentlemen  of  the  committee, 
the  New  Orleans  Cotton  Exchange  thanks  you  for  the  privilege  you 
have  given  it  to  appear  before  you  and  express  the  views  of  the 
exchange  upon  the  general  question  of  future  trading,  particularly 
upon  the  attitude  and  the  manner  in  which  future  trading  is  con- 
ducted in  the  New  Orleans  Cotton  Exchange.  I  have  reduced  to 
writing  the  discussion  on  this  subject,  as  a  basis,  in  order  that  I  may 
not  waste  any  time  in  discursive  matter. 

The  New  Orleans  Cotton  Exchange  thanks  you  for  the  opportunity 
given  it  to  protest  against  the  passage  of  bills  designed  to  destroy  the 
system  of  trading  in  contracts  for  ftture  delivery. 

I  hope  I  may  be  excused  if,  by  way  of  introduction,  I  spend  a  fev 
moments  in  explanation  of  my  interest  in  this  que^stion.  I  am  in  the 
cotton  factorage  business.  I  make  advances  on  the  cro|>  and  sell 
consignments  on  conmiission.  It  is  a  spot  business  pure  and  simple. 
I  have  no  pecuniary  interest  in  any  future  brokerage  concern,  and  if 
future  trading  is  abolished  it  makes  no  direct  pecuniary  difference  to 
me.  On  the  contrary,  if  I  took  a  selfish  and  shortsighted  view  of  the 
matter  I  would  s^  that  I  would  be  benefited  by  the  prohibition  of 
future  trading.  The  development  of  tlie  interior  markets  has  been 
at  the  expense  of  the  New  Orleans  market.  The  interior  market* 
and  the  facilities  that  the  producer  enjoys  of  selling  his  crop  at  home 
are  all  dependent  upon  the  existence  or  the  future  contract  market. 
If  the  interior  buyer  could  not  hedge,  he  would  not  buy  in  any  great 
volume.  This  for  two  reasons.  lie  could  not  aflforcl  to  take  the 
chance  of  a  decline  pending  the  time  he  could  get  the  cotton  to  market. 
He  would  not  be  able  to  secure  the  money  with  which  to  pay  for  the 
cotton  if  he  carried  that  cotton  open  and  without  any  protection 
against  a  decline.  Thus  if  the  future  contract  market  was  abolished 
and  buyers  were  unable  to  buy  in  the  interior,  the  result  would  be 
that  much  more  cotton  than  now  comes  would  then  come  to  New 
Orleans  for  sale.  This  would  necessarily  increase  the  number  of 
bales  handled  by  the  factors.  If,  therefore,  I  took  a  selfish  and  a 
superficial  view,  I  would  be  in  favor  of  abolishing  future  trading. 
But  in  the  larger  consideration  of  the  question,  I  reach  the  other 
conclusion.  An  I  have  is  invested  in  the  farmer  and  the  crops  and 
in  cotton  lands.     If  future  trading  was  abolished,  what  I  would  gain 
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in  commissions  from  handling  more  cotton  would  be  more  than  offset 
by  what  I  would  lose  in  the  value  of  my  accounts  and  what  lands  I 
own.  I  am  convinced  that  if  you  destroy  the  future  market  you  will 
decrease  the  amount  reaUzed  by  the  farmer  from  liis  crops.  From 
motives  of  self-interest,  therefore,  and  from  sentiments  of  patriotism, 
I  am  against  any  measure  that  will  bring  about  this  unhappy  result. 

MOTIVE    AND   OBJECT. 

We  have  in  mind  the  pernicious  effects  and  the  disastrous  results 
of  the  mania  for  speculation  that  during  the  past  few  years  has  swept 
this  country.  We  are  well  aware  that  the  motive  behind  the  anti- 
future  legislation  of  the  several  Southern  States  and  the  motive 
behind  similar  legislation  here  proposed  proceeds  from  a  just  con- 
demnation of  the  evils  of  excessive  speculation.  At  the  outset  it  is 
our  earnest  desire  to  make  it  clear,  definite,  and  emphatic  that  we 
oppose  no  legislation  that  is  directed  against  the  evils  of  speculation. 
Cm  the  contrary,  we  not  only  appreciate  the  essential  wrong  of  the 
abuses  of  speculation,  but  we  realize  that  these  same  abuses  are 
gravely  detrimental  to  the  legitimate  cotton  trade  for  which  we 
stand  and  which  it  is  our  mission  to  conserve.  We  are  not  in  opposi- 
tion to  any  effort  to  purify  and  improve  any  system  of  trade,  but  are 
in  earnest  sympathy  and  cooperation  with  all  such  efforts.  Our 
object  in  appearing  before  you  is  not  to  obstruct  reform,  but  to  point 
out  to  you  tne  truth,  very  plain  to  us,  that  such  legislation  as  is  here 
proposed  would  not  accomplish  the  good  results  intended.  We  are 
mtent  upon  showing  you  tnat  this  proposed  legislation  is  sweeping 
and  not  discriminating,  and  if  enacted  into  law  would,  while  destroy- 
ing the  evil,  also  destroy  the  good  which  is  by  the  evil  already  assailed, 
and  would  result  in  concrete  disaster  to  the  most  important  interest 
of  the  South  and  one  of  the  greatest  and  most  comprehensive  indus- 
tries of  the  world.  We  desire  to  show  you  that  the  benefits  of  legiti- 
mate future  trading  are  inherent  and  vital,  while  the  evils  that  have 
become  associated  therewith  are  incidental  and  parasitic;  that  the 
evil  and  the  good  may  be  clearly  differentiated,  and  that  it  is  entirely 
feasible  to  cast  out  the  evil  and  retain  the  good,  not  only  without 
injury  to  the  latter,  but  with  great  benefit  thereto. 

We  shall  first  ask  you  to  consider  the  nature  of  the  legitimate  contract 
for  the  future  delivery  of  cotton.  We  shall  then  call  your  attention 
to  the  place  that  this  contract  occupies  in  the  economy  of  the  entire 
cotton  trade  and  point  out  its  specific  beneficial  functions  which 
entitle  it  to  its  place  therein,  and  nnally  we  shall  specify  the  abuses 
that  have  been  practiced  under  the  name  of  future  contract  trading 
and  suggest  the  remedies  therefor. 

THE   FUTURE   CONTRACT. 

A  contract  for  the  purchase  and  sale  of  cotton  for  future  delivery 
is  not  a  vicious  invention  by  means  of  which  the  parties  thereto  can 
sell  or  buy  the  farmer's  cotton  at  a  price  fixed  by  themselves,  without 
the  consent  and  in  opposition  to  the  wishes  or  the  farmer,  as  is  by 
many  persons  beheved.  Nor  is  it  a  mere  gambling  memorandum 
without  any  substantial  basis  of  promise  and  penalty,  as  many  seem 
to  suppose  it  to  be.  It  is  simply  an  obligation  entered  into  by  the 
two  parties  thereto  that  the  one  will  dehver  and  the  ot    r  will  rec^ivA 
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a  certain  number  of  bales  of  cotton  at  a  certain  price  and  at  a  speci- 
fied time.  It  is  identical  in  principle  with  a  contractjfor  the  pur- 
chase and  sale  of  any  other  commodity  or  thing,  or  an  obligation  to 
do  a  certain  thing  at  some  specified  future  time.  It  shows  the  date 
upon  which  the  trade  is  made,  the  number  of  bales  of  cotton  bought 
and  sold,  the  price  to  be  paid  per  pound,  the  time  of  delivery,  the 
terms  and  conditions  agreed  upon  by  both  buyer  and  seller,  and  is 
signed  and  secured  and  delivered  by  the  parties  thereto  or  their 
agents.  T\Tien  thus  drawn,  signed,  secured,  and  delivered,  the  con- 
tract is  enforceable,  not  only  under  the  rules  of  the  exchange  in 
which  the  same  is  made,  but  in  the  courts  of  law.  The  contract 
thus  becomes  an  item  of  personal  property  which  the  owner  may 
hold,  and  at  maturity  demand  and  enforce  specific  performance  of 
its  terms,  or  if  he  finds  some  one  who  wishes  to  assume  his  place  in 
the  contract,  he  may,  if  he  so  desires,  transfer  the  contract  to  such 
person  for  whatever  consideration  he  is  willing  to  accept,  just  as  he 
could  transfer  any  other  item  of  personal  property.  The  transferee 
then  stands  in  the  place  of  the  original  party  to  the  contract  and 
assumes  the  latter' s  rights  or  obUgations,  and  can  hold  and  demand 
performance,  or  negotiate  the  contract  to  another  party  as  in  the 
first  instance.  There  is  nothing  nefarious  or  spunous  about  the 
legitimate  contract  for  future  delivery.  As  an  item  of  property  it  is 
as  valid  as  a  promissory  note  and,  under  different  rules,  as  la^^'fuUy 
transferable.  We  will  ask,  therefore,  for  the  sake  of  following  our 
argument  and  appreciating  our  point  of  view,  that  you  consider  the 
contract  for  future  dehvery  as  a  contract,  legal  and  binding  and 
transferable,  as  it  truly  is,  and  not  as  a  knavish  invention  or  a  mem- 
orandum of  a  bet,  either  or  both  of  which,  unhappily,  a  number  of 
earnest  but  uninformed  or  misinformed  persons  assume  it  to  be.  If 
we  thus  consider  the  future  contract  itself  and  disassociated  from 
the  abuses  that  are  ascribed  to  it,  we  will  be  able  to  form  a  juster 
estimate  of  its  value  and  importance  to  legitimate  business.  After 
this  just  estimate  has  been  fixed,  we  can  more  wisely  and  with  less 
danger  of  doing  harm,  undertake  to  proceed  against  the  abuses. 

CONTEACT   IS    AN    INSURANCE   POLICY. 

The  contract  for  the  future  dehvery  of  cotton  is  an  intrinsic  part  of 
the  modem  svstem  of  marketing  the  crop  and  distributing  the  manu- 
factured product.  It  is  not  an  mcident  or  experiment;  it  is  an  ele- 
mental factor.  To  the  dealer  in  cotton  and  to  the  manufacturer  of 
cotton  goods  it  is  an  insurance  poUcy,  protecting  him  from  loss  by 
reason  of  fluctuations  in  price,  just  as  nis  fire  or  marine  insurance 
poUcy  protects  him  from  loss  by  fire  or  water.  His  fire  or  marine 
policy  protects  him  from  the  loss  of  his  property;  his  future  contract 
protects  him  from  the  loss  of  his  profits.  His  fire  or  marine  policy 
protects  his  invested  capital;  his  future  contract  encourages  lum  to 
invest  his  capital.  His  poUcy  insures  the  assets  of  his  business;  his 
contract  insures  the  assets  of  his  enterprise.  Under  this  protection 
the  cotton  trade  has  grown  to  its  present  enormous  proportions;  upon 
the  surety  of  this  protection  has  Deen  built  the  great  modern  system 
of  forward  trading,  whereby  the  market  has  been  broadened,  produc- 
tion stimulated,  and  consumption  enlarged.  If  the  future  contract 
should  be  suddenly  eliminateu  from  the  American  markets,  our  trade 
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system  would  be  disorganized;  both  merchant  and  manufacturer 
would  be  cast  from  their  long-used  moorings  adrift;  the  American 
traders,  and  the  American  traders  alone,  would  be  emasculated  and 
bound,  and  our  entire  cotton  trade  would  suflFer  the  same  in  essence, 
differing  only  in  extent  and  degree,  what  the  general  business  of  the 
country  would  suffer  if  suddemy  all  underwriters  in  America  were 
prohibited  from  issuing  policies  of  insurance,  and  all  Americans  were 
prohibited  from  securing  this  protection  from  those  whose  country 
j>ermitted  them  to  sell  it. 

If  the  future  contract  should  be  eliminated  from  the  American 
markets,  these  evil  effects  would  fall  primarily  upon  the  American 
trade  and  would  force  our  traders  to  go  without  protection,  or  else 
to  depend  for  such  protection  upon  foreign  markets,  whose  interests 
are  tne  reverse  of  tne  producers*  interests. 

DANGER. 

Such  an  interference  with  the  cotton  business  would  be  destructive. 
When  we  consider  that  the  cotton  crop  of  the  United  States  repre- 
sents more  than  $600,000,000  of  created  value  each  year,  and  from 
the  exports  of  this  crop  we  receive  annually  $400,000,000  of  foreign 
wealth  in  exchange;  when  we  consider  the  tremendous  amount  of 
capital  invested  in  the  cotton  manufacturing  industry  both  in  the 
North  and  South,  and  the  hundreds  of  thousands  of  employees  whose 
livelihood  is  dependent  upon  this  industry;  when  finally  we  consider 
the  vast  army  of  cotton-land  owners,  producers,  and  laborers  whose 
welfare  is  directly  dependent  upon  the  price  of  cotton  and  the  stability 
of  the  market  therefor,  we  must  be  impressed  with  our  heavy  obliga- 
tion to  regulate  our  courses  by  wisdom  and  prudence,  lest  we  lay  a 
reckless  hand  of  hurt  upon  our  people  and  our  country. 

BENEFITS. 

We  have  made  the  statement  that  the  future  contract  is  a  beneficial 
and  even  an  indispensable  factor  in  the  modem  cotton  and  cotton- 

f^oods  trade,  and  that  the  elimination  of  such  contract  would  be  fol- 
owed  by  serious  and  far-reaching  injury.  It  is  therefore  incum- 
bent upon  us  to  apprise  you  of  the  reasons  why  this  statement  is  true. 
We  will  not  go  exhaustivelv  into  the  details  of  this  relation,  but  will 
content  ourselves  with  a  brief  review  of  the  salient  functions  and 
operations  of  the  future  contract. 

Future  trading  releases  the  producer  from  the  disastrous  alterna- 
tive of  carrjring  the  surplus  of  the  crop  himself,  or  else  of  forcing  it 
upon  the  spinner  at  the  price  fixed  by  the  latter,  because  it  makes 
possible  and  creates  a  demand  intermediate  between  the  producer 
and  the  spinner,  and  thereby  provides  a  more  even  and  gradual 
transfer  or  the  crop  to  the  spmole  from  the  field. 

Future  trading  sustains  and  enlarges  the  market  for  cotton  and 
cotton  goods,  and  thereby  stimulates  both  consumption  and  pro- 
duction, because  through  such  trading  the  dealer  in  cotton  and  the 
manufacturer  of  cotton  goods  may  each  provide  himself  with  an 
insurance  against  loss  by  reason  or  the  fluctuations  of  the  market, 
and  each  is  thereby  encouraged  to  extend  and  press  his  business  by 
soliciting  orders,  not  only  for  the  present,  but  to  be  filled  in  the 
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future.  From  these  propositions  follow  the  important  corollaiy 
that  future  trading  increases  the  price  paid  to  the  producer  for  his 
raw  material  and  decreases  the  price  of  the  manufactured  product 
to  the  consumer  thereof.  The  price  to  the  producer  is  increased, 
because  the  protection  afforded  oy  the  future  contract  enables  the 
cotton  merchant  to  bid  for  cotton  a  price  in  which  is  figured  only 
his  profit  or  commission,  and  he  is  relieved  of  the  necessity  of  Indding 
a  lower  price  in  order  tnat  he  may  be  protected  against  any  decline 
in  the  market  that  might  occur  between  the  time  he  bought  the 
cotton  and  time  he  was  able  to  dispose  of  it.  The  price  of  the  manu- 
factured product  is  decreased  to  the  consumer  thereof  because,  by 
reason  of  the  protection  afforded  by  the  future  contract,  the  spinner 
can  contract  to  sell  to  the  cloth  merchant  who  supplies  the  wearer 
of  the  goods,  at  a  price  covering  only  the  cost  of  manufacture  and 
the  spinner's  profit,  without  the  necessity  of  adding  thereto  a  suffi- 
cient margin  of  protection  against  an  advance  in  the  price  of  the 
raw  matenal  before  he  could  provide  himself  with  the  same  where- 
with to  fill  his  contract  with  the  cloth  merchant.  Future  trading 
used  as  an  adjunct  of  the  cotton  business  is  not  speculative;  it  enables 
the  trader  in  actual  cotton  to  avoid  speculation,  and  makes  his  busi- 
ness stable  and  safe. 

PRACTICAL   OPERATION    ILLUSTRATED. 

The  practical  operation  of  the  future  contract  under  the  foregoing 
propositions  is  illustrated  as  follows :  The  spinner  solicits  orders  from 
the  cloth  merchant  to  supply  the  wants  of  tne  latter  for  a  long  period 
ahead.  He  has  neither  the  goods  nor  the  raw  material  in  hand  with 
which  to  fill  the  order  solicited.  The  cotton  which  he  proposes  to  spin 
for  the  order  is  probably  not  yet  planted.  The  cloth  merchant  aste 
for  the  price  at  which  the  spinner  will  contract  to  deliver  the  goods  at 
the  times  stated.  The  spinner  consults  the  quotations  of  the  future 
market  for  the  several  months  and  finds  that  he  can  buv  contracts 
for  the  desired  amount  of  cotton  at  certain  figures.  To  these  figures 
he  adds  the  cost  of  manufacture,  the  expenses,  and  his  profit,  and 
names  the  resultant  price  to  the  merchant.  When  the  contract 
between  the  spinner  and  the  merchant  is  closed,  the  former  gives  his 
broker  an  order  to  buy  future  contracts  for  enough  cotton  to  fill  his 
contract  with  the  merchant.  When  these  future  contracts  are 
bought  the  spinner  is  protected,  and  it  matters  not  to  him  or  to  the 
cloth  merchant  to  whom  he  has  sold,  whether  the  price  of  the  raw 
material  advances  or  declines.  As  he  needs  the  cotton  he  generally 
goes  into  the  spot  market  and  buys,  for  the  reason  that  he  can  there 
make  his  selection  and  get  the  exact  grade  and  staple  desired. 
WTien  he  has  thus  made  his  purchase  he  orders  his  broker  to  sell  his 
future  contract,  it  having  performed  its  mission  of  insurance.  The 
broker  sells  the  contract  to  some  one  who  may  be  either  a  cotton 
dealer  wanting  the  same  protection  that  the  contract  has  given  the 
first,  or  a  speculator  who  believes  that  the  price  of  cotton  will  advance. 
If,  on  the  other  hand,  future  trading  was  not  permitted,  the  spinner 
in  the  instant  case  would  be  deterred  from  contracting  with  the  cloth 
merchant  on  the  basis  of  the  then  price,  unless  he  was  willing  to  take 
a  speculative  chance  that  the  price  of  the  raw  material  would  decline 
or  would  not  advance.     But  tne  chances  are  that  he  would  not  con- 
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tract  ahead  at  all  unless  at  a  price  hig;h  enough  to  cover  not  only  the 
cost  of  manufacture,  expenses,  and  ms  profit,  but  also  a  supposable 
advance  in  the  price  of  the  raw  material  between  the  time  at  which 
he  made  his  contract  and  the  time  at  which  he  would  be  able  to  buy. 
the  cotton  with  which  to  fill  the  same.  Future  trading,  therefore, 
broadens  the  market,  increases  consumption,  and  makes  the  price  of 
manufactured  article  lower  to  the  consumer. 

Or  take  the  case  of  the  cotton  merchant  who  buys  from  the  pro- 
ducer and  sells  to  the  spinner.  This  merchant  may  solicit  orders 
from  the  spinner  for  specific  grades  and  staples  for  delivery  in  the 
future.  Tne  cotton  which  he  proposes  to  deliver  to  the  spinner 
might  not  yet  be  planted;  yet,  under  the  protection  afforded  oy  the. 
future  contract,  he  could  name  a  price  which  on  the  market  would 
cover  his  commissions  and  profit.  When  he  closed  the  contract  with 
the  spinner  he  would  protect  himself  against  an  advance  in  the 
market  by  buying  a  future  contract.  When  the  spinner  was  ready 
to  take  the  cotton,  the  merchant  would  go  into  the  market  and  buy 
the  specific  grades  and  staples,  at  the  then  market  price,  if  he  had  not 
bougnt  them  already.  When  he  had  so  bought  the  actual  cotton  the 
protective  mission  of  the  future  contract  would  have  expired,  and  he 
would  sell  it  to  some  one  who  probably  wanted*  to  use  it  as  he  had 
used  it.  The  producer  reaps  a  share  of  benefit  from  the  protective 
feature  of  the  niture  contract  in  the  imperative  forward  demand  thus 
created  for  his  cotton  long  in  advance,  possibly,  of  the  planting  of  his. 
crop. 

Or  take  the  case  of  the  cotton  merchant  who  had  no  forward  con- 
tract with  the  spinner  and  no  present  orders  for  specific  grades.  He 
could  still  supply  a  market  to  the  producer  and  pay  the  maximum 
price,  provided  ne  could  protect  himself  with  a  future  contract.  He 
would  consult  the  future  market  quotations,  and  would  bid  for  the 
cotton  a  price  which  on  these  quotations  would  allow  him  his  profit 
or  commissions  and  a  margin  for  expenses.  If  his  bid  were  accepted, 
he  would  at  once  sell  a  future  contract  to  cover  the  amount  of  his 
purchase,  and  hold  the  cotton  in  entire  security  until  such  time  as  his 
spinners  came  into  the  market  again.  Upon  the  sale  of  the  cotton  to 
tne  spinner  he  would  buy  bacK  his  future  contract,  its  protective 
mission  having  expired.  J3ut  if  such  merchant  were  prohibited  from 
selling  a  future  contract  as  a  protection  against  his  purchase  of  spots, 
he  would  not  buy  the  spots  unless  he  was  willing  to  take  the  specu- 
lative chance  that  prices  would  advance.  And  he  would  not  take  the 
chance  at  all,  unless  he  could  buy  the  cotton  at  a  price  low  enough  to 
assure  him  not  only  of  his  commissions  and  expenses,  but  low  enough 
to  protect  him  against  a  supposable  decline  in  price  that  might  occur 
between  the  time  at  which  he  bought  the  cotton  and  the  time  at 
which  he  could  place  it  with  the  spinner.  Future  trading  therefore 
enlarges  the  demand  for  cotton,  distributes  the  burden  of  carrying 
the  surplus,  and  makes  the  price  higher  to  the  producer. 

These  are  the  elemental  benefits  of  future  trading  conducted  oh 
legitimate  lines.  We  have  heard  no  denial,  and  there  can  be  no 
denial,  that  these  results  follow  legitimate  trading.  The  beneficial 
oflBce  of  the  le^timate  contract  is  not  debated,  and  it  is  not  debatable* 
The  system  is  in  danger  because  the  good  of  it  and  the  importance  of 
it  are  overlooked  or  purposely  ignored. 
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EVILS. 

Up  to  this  point  we  have  asked  you  to  consider  only  the  good  thai 
is  in  future  trading,  and  to  refrain  from  passing  judgment  upon  the 
good  and  evil  in  an  indiscriminate  admixture  or  average.  We  ask 
this  because  we  are  sure  that  by  considering  the  good  and  the  evil 
separately,  we  can  arrive  at  a  more  accurate  estimate  of  the  nature 
and  importance  of  each,  and  of  the  relationship  between  the  two, 
and  their  dependence  upon  or  independence  of  each  other. 

That  there  are  evils  in  connection  with  future  trading,  and  thai 
iniquities  and  wrongs  have  been  committed  imder  the  name  and  in 
the  practice  of  future  trading,  we  freely  admit.  We  earnestly  con- 
demn these  evils  and  wrongs.  We  are  not  only  willing,  but  anxious, 
to  join  hands  with  all  who  are  endeavoring  to  destroy  these  evib 
and  correct  these  wrongs.  We  find  no  fault  with  the  motives  of  the 
legislators  of  the  several  States  of  the  South^  nor  with  the  motives 
or  the  gentlemen  who  are  proposing  the  legislation  here,  in  so  far 
as  these  motives  move  toward  the  destruction  of  the  evils  and 
wrongs  of  speciilation.  But  we  do  find  fault  with  and  oppose  indis- 
criminating  legislation  which,  in  a  laudable  effort  to  destroy  the  bad 
neglects  to  take  accoimt  of  the  fact  that  a  great  good  is  likewise 
threatened;  which  does  not  perceive,  or  refiSses  to  perceive,  thai 
the  two  are  easily  separable,  and  that  not  only  is  it  entirely  feasible 
to  destroy  the  evil  without  injury  to  the  good,  but  that  it  is  neces- 
sary that  the  evil  shall  be  destroyed  in  order  that  the  good  may 
survive. 

The  evils  that  have  become  associated  with  future  trading  are  three 
in  number — the  bucket  shop,  excessive  speculation,  and  the  uncom- 
mercial contract.  These  tnree  abuses  have  brought  the  system 
into  disrepute  and  have  provoked  the  attack  that  is  tlireatening 
the  life  or  the  system  itself.  The  system  is  attacked  not  because 
the  evils  are  inherent,  not  because  tne  evils  can  not  be  eliminated 
without  destroying  the  system,  but  because  the  aggravating  character 
of  the  abuses  has  aroused  a  feeling  of  resentment  so  furious  that  for 
the  time  being  discriminating  justice  has  been  blinded  and  silenced. 

THE   BUCKET   SHOP. 

A  bucket  shop  is  a  place  where  wagers,  not  contracts,  are  made. 
Nothing  is  ever  bought  or  sold  in  al)ucket  shop  and  no  legal  or 
enforceable  trades  are  made  there.  It  is  a  gambling  proposition  sim- 
ple and  without  qualification.  The  keeper  deals  a  game  against  hk 
victims  and  what  they  lose  he  wins.  MiUions  of  bales  of  cotton  may 
be  ostensibly  bought  and  sold  in  a  bucket  shop,  with  absolutely  no 
effect  upon  the  market  or  trade.  The  sole  and  only  excuse  for 
associating  the  bucket  shop  with  the  future-trading  system  is  because 
the  bucket  shop  has  selected  the  fluctuations  of  the  future  market  as 
the  issues  upon  which  it  makes  its  bets.  The  sole  and  only  respon- 
sibility of  tne  future-trading  system  for  the  bucket  shop  lies  in  the 
remote  suggestion  that  the  former,  in  legitimate  business  conduct, 
makes  quotations  which  the  latter  steals  and  manipulates  for  the 
purpose  of  fleecing  its  victims.  No  legitimate  trader  or  decent  mer- 
chant willingly  tolerates  the  bucket  shop.  Unfortimately,  because 
of  a  misunderstanding  of  the  nature  of  the  bucket  shop  and  because 
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of  the  adroit  efforts  of  the  keepers  thereof,  for  self-protection,  to 
muddy  the  waters  and  confuse  identities,  many  persons  erroneously 
and  unjustly  call  by  the  name  of  '* bucket  shop"  any  place  where 
future  trading  is  conducted,  and  give  the  rankest  bucket  shop  the 
name  of  '* exchange/' 

The  remedy  for  the  bucket-shop  evil  is  simple.  The  bucket  shop 
is  not  a  part  of  any  system  or  business;  it  is  a  distinct  and  character- 
istic institution.  It  is  easily  defined  and  located.  A  direct  law 
would  reach  it  and  pluck  it  up  and  cast  it  out  of  the  State  or  Nation 
without  injuring,  mvolving,  or  touching  any  legitimate  interest 
whatsoever. 

SPECULATION. 

Excessive  speculation  in  cotton  is  the  second  evil  attributed  to 
future  trading.  It  is  true  that  future  trading  makes  possible  the 
injurious  speculation  complained  of,  but  the  relationsmp  between 
the  two  is  no  closer  than  the  relationship  between  any  beneficial 
privilege  and  the  abuse  thereof.  It  is  well  enough,  and  praiseworthy 
and  wise  to  remove,  in  so  far  as  we  may,  temptations  to  the  frailties 
of  mankind ;  but  if  we  undertake  to  prevent  injurious  speculation  by 
destroying  all  opportunities  to  speculate,  we  shall  have  to  begin  by- 
closing  practically  every  avenue  of  human  activity  and  end  by  am- 
hilating  the  human  race.  The  test  of  a  reform  is  in  the  net  result. 
A  legal  and  beneficial  system  of  business  should  not  be  overthrown 
for  the  sake  of  preventing  certain  persons  from  practicing  an  abuse 
injurious  to  botn  the  system  and  themselves.  A  true  reform,  which 
is  a  discerning  reform,  acts  on  this  rule.  The  use  of  a  bad  principle 
is  a  wrong;  the  misuse  of  a  good  principle  is  an  injustice.  The 
wrong  should  be  punished  by  destruction,  tne  injustice  by  correction. 

It  IS  not  to  be  denied  that  even  in  the  legitimate  exchanges  a  great 
many  contracts  for  the  future  delivery  of  cotton  are  bought  and 
sold  for  a  purely  speculative  purpose,  but  in  the  frenzy  of  specu- 
lation that  has  but  recently  swept  the  country,  this  is  equally  true 
of  all  other  commodities  and  things.  Speculation  rampant  is  no 
respecter  of  coimnodities  or  issues.  It  is  well,  therefore,  to  con- 
sider whether  this  particular  evil  complained  of  may  not  be  due 
more  to  the  tendency  of  the  time  than  to  the  nature  of  the  business. 
Again,  before  we  condenm  speculation  in  entirety,  it  would  be  well 
for  us  to  consider  the  question  as  to  whether  or  not  thfere  is  a  dis- 
tinction between  the  kinds  of  speculation,  between  illegitimate  and 
legitimate  speculation,  between  speculation  that  is  wholly  bad  and 
speculation  that  may  be  and  is  beneficial.  We  believe  that  there 
is  such  a  distinction  and  our  conclusion  is  this:  When  a  man  in  no 
wise  incapacitated  by  reason  of  ignorance,  weakness,  or  lack  of  means, 
or  disqualified  by  reason  of  a  position  or  relation  of  trust,  buvs  or 
sells  a  commodity  or  thing  or  its  representative,  which  is  an  enforce- 
able contract  therefor,  because  he  thinks  it  is  cheap  or  dear,  and 
because  he  thinks  that  he  can  subsequently  dispose  of  his  holding 
at  a  profit,  the  speculation  is  legitimate,  not  necessarily  harmim 
to  the  individual  and  almost  necessarily  beneficial  to  the  market 
for  the  commodity  in  which  he  trades.  But  when  a  man  not  so 
qualified  and  capacitated  as  specified,  undertakes  to  speculate,  or 
when  any  man  merely  wafers  that  a  certain  event  or  tendency 
may  or  may  not  occur,  or  if  having  bought  or  sold  a  commodity  or 
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thing  or  a  contract  therefor,  he  enters  mto  a  conspiracy  with  others, 
or  uses  some  accidental  power  of  his  own,  to  depress  or  advance 
the  price  of  the  commodity  or  thing  beyond  its  legitimate  value,  to 
the  nurt  of  the  bona  fide  holders  of  or  traders  in  such  commodity, 
the  speculation  is  illegitimate,  hurtful  to  the  individual  and  to  the 
market  in  which  he  trades.  I^egitimate  speculation  as  here  defined 
is  a  benefit  to  the  cotton  market,  in  that  it  supplies  a  demand  for 
the  commodity  at  a  time  when  the  demand  for  consumption  is 
absent  or  in  abeyance,  and  thereby  aids  in  carrying  the  temporary 
surplus  of  supply  over  demand.  It  is  further  beneficial  in  that 
it  brings  to  the  future  market  a  larger  supply  of  both  buying  and 
selling  contracts,  which  to  that  extent  facilitates  both  merchant 
and  manufacturer  in  making  quick  and  advantageous  hedges  of 
his  specific  contract  and  of  nis  specific  purchases  and  sales.  Ille- 
gitimate speculation  as  here  defined  is  wholly  demoralizing  and  bad. 
It  helps  no  one  and  injures  everyone  and  should  be  destroyed. 

The  evil  of  excessive  and  hurtful  speculation  is  somewhat  more 
difficult  to  reach  than  the  bucket-shop  evil,  but  it  can  be  reached, 
and  if  not  destroyed  it  can  be  materially  lessened.  A  popular 
arraignment  of  speculation  in  cotton  contracts  is  based  upon  the 
charges  that  men  in  moderate  circumstances  have  been  reduced  to 
poverty  and  goaded  into  crime  by  their  losses  in  speculation;  that 
employees  by  reason  of  their  losses  have  been  driven  to  embezzlement 
and  theft;  that  men  in  positions  of  trust  have  been  by  reason  of 
losses  in  cotton  speculation  or  of  a  desire  for  gain,  tempted  into  the 
appropriation  of  funds  belonging  to  others.  We  believe  that  by  far 
the  greater  number  of  these  disasters  proceed  from  bucket-shop  gam- 
bling, and  that  with  the  complete  elimination  of  the  bucket  shop,  the 
number  of  these  unhappy  incidents  would  be  comparatively  smaU. 
But,  assuming,  for  the  sane  of  this  argument,  that  this  class  of  specu- 
lators do  operate  in  the  legitimate  exchanges  where  a  hundred-bale 
contract  is  the  minimum  trade  permitted,  we  still  declare  that  they 
can  be  practically  eliminated  and  the  problem  thereby  nearly  solved. 
The  result  can  be  largely  accomplished  by  restrictions  preventing  the 
broker  from  executing  any  order  imless  the  same  is  accompanied  by 
a  cash  deposit  large  enougn  to  be  prohibitive  to  the  smaller  speculator 
and  restrictive  to  the  larger,  and  by  prohibiting  a  broker  from  accept- 
ing an  order  from  any  employee  of  any  person,  firm,  corporation, 
or  trust  company,  unless  said  order  is  accompanied  by  the  written 
consent  of  such  employer. 

UNCOMMERCIAL    CONTRACT. 

The  third  evil  to  be  considered  is  found  in  the  terms  of  the  future 
contract  itself  and  in  the  rules  of  delivery  and  settlement  thereunder, 
resulting  in  an  injurious  effect  upon  the  market  and  upon  the  price 
of  cotton  by  the  delivery  of  cotton,  or  tender  of  delivery,  on  such 
contract  and  under  such  rules.  A  contract  giving  an  undue  advan- 
tage to  either  seller  or  buyer,  is  not  only  a  contaminating  element 
per  se,  but  it  also  invites  and  facilitates  the  formation  and  the  oper- 
ations of  those  combinations  of  speculators  which  demoralize  a 
market  and  injure  legitimate  traders  by  the  sheer  force  of  speculative 
activity.  Logically  this  evil  should  De  considered  under  the  head 
of  illegitimate  or  wrongful  speculation,  as  heretofore  defined,  but 
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in  view  of  the  importance  of  the  principle  involved,  we  give  it  sep- 
arate consideration.  Such  a  contract  not  only  fails  to  perform  the 
legitimate  functions  of  a  future  contract,  but  it  puts  a  premium 
upon  illegitimate  usage.  It  not  only  fails  to  aflFord  protection  to 
the  le^timate  trader,  but  it  throws  the  freebooter  of  speculation 
upon  nis  back.  It  facilitates  manipulation  and  nullifies  foresight. 
A  contract  that  is  not  fair  is  a  reproach  and  can  not  survive.  A 
contract  that  offers  inducements  to  the  speculative  seller  by  giving 
him  an  unfair  advantage,  or  to  the  speculative  buyer  by  giving  an 
unfair  advantage,  is  contrary  to  public  policy  and  should  be  made 
unlawful,  if  it  is  not  already  unlawful.  The  unfair  contract  affords 
a  striking  instance  of  the  unjust  application  of  a  just  principle. 
But  the  remedy  for  this  wrong  application  lies  not  in  depriving  the 
individual  of  ms  right  to  contract,  but  in  protecting  him  from  the 
injurious  operation  of  an  ineauitable  contract. 

The  remedy  for  the  evil  of  the  unfair  contract  is  very  plain  and 
of  easy  accomplishment.  A  law  establishing  a  national  standard 
of  classification  of  the  marketable  grades  or  cotton,  upon  which 
standard  all  arbitrations  on  contract  deliveries  must  be  made,, 
prohibiting  any  contract  on  which  can  be  delivered  unmarketable 
cotton  or  useless  stuff,  or  cotton  of  a  value  uncertain  and  not  readily 
ascertainable,  and  providing  that  all  cotton  delivered  on  contract 
shall  be  paid  for  on  the  basis  of  actual  differences  in  the  spot  valud 
of  the  grades  delivered  on  the  market  and  at  the  time  of  delivery, 
would  effectually  and  immediately  eradicate  this  evil  influence. 

DITTY. 

Thus  it  seems  plain  that  the  legitimate  future  contract  is  in  itself 
entirely  legal  and  honest,  and  has  m  the  evolution  of  the  cotton  trade 
become  a  necessary,  if  not  an  indispensable,  factor  in  the  proper  and 
advantageous  marlceting  and  distrioution  of  the  cotton  crop  and  the 
manufactured  product.  It  also  seems  plain  that  the  future  contract) 
by  reason  of  its  protective  and  auxiliary  functions,  has  become  so 
assimilated  by  the  cotton  trade  that  it  can  not  be  eliminated  except  at 
the  cost  of  demoralizing  a  great  industry  and  crippling  a  great  people* 
It  further  seems  plain  that  the  evils  complained  oi  are  not  inherent  in 
the  system  of  legitimate  contract  trading,  but  merely  incident  thereto, 
and  can  be  eliminated  therefrom  with  no  hurt  to  the  system  itself,  but 
with  benefit  thereto.  The  conclusion,  therefore,  follows  that  it  is  the 
duty  of  not  only  our  legislators,  but  of  our  exchanges  and  of  everyone 
who  has  at  heart  the  welfare  of  the  South  and  of  the  nation,  to  vig- 
orously attack  and  destroy  the  evil,  but  no  less  steadfastly  to  sustain 
and  encourage  the  good. 

The  New  Orleans  Cotton  Exchange  defends  no  evil.  Our  laws  and 
rules  in  force  at  this  time  represent  the  best  thought  of  our  mem- 
bers aided  by  the  sound  suggestions  of  Mr.  Herbert  Knox  Smith, 
Commissioner  of  Corporations,  and  reinforced  hf  his  approval.  We 
have  taken  counsel  not  only  with  the  commissioner,  out  also  with 
leading  cotton  producers  and  manufacturers,  and  our  conclusions 
have  been  reached  under  stress  of  a  full  appreciation  of  our  duty  and 
obligation,  not  to  any  particular  interest  or  faction,  but  to  the  cotton 
trade  at  large.  We,  however,  are  not  yet  satisfied.  We  will  welcome 
further  investigation  and  scrutiny,  and  will  pay  earnest  heed  to  all 
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reasonable  sugt^estions  looking  toward  the  improvement  of  the  cotton 
contract  and  the  cotton  trade;  but  we  are  convinced  that  such  im- 
provement will  not  come  through  destructive  legislation;  it  will  come 
through  constructive  endeavor. 

IMPORTANCE. 

It  is  a  momentuous  issue  here  discussed.  It  is  not  a  matter  for 
casual  legislation.  We  are  tampering  with  a  great  trade  system  and 
with  the  welfare  of  millions  of  people.  We  should  be  careful  in  deal- 
ing with  questions  of  this  great  consequence.  We  should  consider 
deeply  the  fundamentals  of  the  problem  and  not  be  led  into  essential 
error  by  a  vindictive  assault  upon  superficial  issues.  The  future 
holds  great  promise  for  the  American  cotton  producer  and  for  the 
American  cotton  manufacturing  trade.  We  can  not  afford  to  take 
the  chance  of  nullifying  this  promise  by  a  heedless  conflict  with 
immutable  economic  laws  whicn  no  Congress  can  alter  or  repeal. 

Now,  Mr.  Chairman,  I  have  finished  with  the  formal  part  of  my  talk, 
and  I  take  pleasure  in  introducing  to  the  committee  the  other  mem- 
bers of  my  committee,  Mr.  Edmund  J.  Glenny,  who  is  vice-president 
of  the  New  Orleans  Cotton  Exchange,  and  who  i^  very  familiar  with 
the  new  rules  and  with  the  warehouse  and  delivery  end  of  our  future 
contract  proposition;  Mr.  WiUiam  F.  Pinckard,  wno  is  the  president 
of  the  Future  Brokers'  Association,  of  New  Orleans;  and  Mr.  John  F. 
Gark,  who  is  the  chairman  of  our  committee  on  revision.  It  is  a  si>ot 
committee  entirely.  Now  the  gentlemen  I  have  named  and  myself 
are  at  your  service,  and  any  questions  that  the  committee  desire  to  ask 
we  will  be  pleased  to  answer  to  the  best  of  our  ability. 

The  Chairman.  Do  any  members  of  the  committee  wish  to  ask  any 
questions  of  Mr.  Thompson  ? 

Mr.  Lever.  I  would  like  to  ask  him  some  practical  questions,  unless 
some  of  these  gentlemen  wish  to  address  the  committee  on  this  matter. 

The  Chairman.  I  think  it  would  be  more  satisfactory  to  interrogate 
Mr.  Thompson  now,  and  let  them  say  anything  they  may  have  to  say 
afterwards. 

Mr.  Lever.  Mr.  Thompson,  what  is  the  membership  of  the  New 
Orleans  Cotton  Exchange  ? 

Mr.  Thompson.  I  think  it  is  now  something  over  400. 

Mr.  Lever.  How  many  of  those  men  are  members  of  the  New  York 
Cotton  Exchange  ? 

Mr.  Thompson.  I  could  not  tell  you,  Mr.  Lever.  I  really  do  not 
know.  I  have  not  looked  that  matter  up  at  all.  I  do  not  think  that 
there  are  a  great  many.  I  know  we  have  a  good  many  members, 
however,  who  are  members  of  the  New  York  Cotton  Exchange. 

Mr.  Lever.  IIow  many  members  of  the  Liverpool  exchange  are 
members  of  your  exchange  also  ? 

Mr.  Thompson.  I  could  not  tell  you  that  accurately. 

Mr.  Glenny.  I  vWll  answer  that  for  you.  There  are  none.  The 
Liverpool  exchange  does  not  permit  an  EngUsh-bom  subject  to 
become  a  member  of  this  exchange.  They  have  a  system  of  asso- 
ciate merabersliip,  which  orives  simply  the  privilege  of  doin^  business 
on  a  smaller  commission,  but  without  the  benefit  of  any  voice  in  any 
le^slation  or  anything  tending  to  the  conduct  of  the  exchange. 

Mr.  Lever.  I  nder  that  have  you  the  right  of  conducting  business? 
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Mr.  Glenny.  Those  associate  members  have  no  rights  except  to  do 
business  there  on  a  reduced  commission.  They  have  no  right  to  enter 
protests  as  to  the  construction  of  their  rules  or  anything  or  that  kind. 

Mr.  Lever.  Do  you  happen  to  know  how  many  members  of  your 
exchange  are  associate  members  of  the  Liverpool  exchange  ? 

Mr.  Glenny.  A  small  percentage,  a  very  small  percentage.  I 
could  not  tell  you  the  exact  figures,  but  only  those  who  do  a  Liverpool 
business.  The  only  object  in  being  a  memDer  is  to  do  that  Liverpool 
business  at  a  reduced  commission. 

Mr.  Lever.  Do  you  happen  to  know  how  many  members  of  your 
exchange  are  members  of  the  New  York  Cotton  Exchange  ? 

Mr.  Glenny.  Not  positively.  That  information  could  be  very 
easily  obtained.  I  think  the  New  York  Cotton  Exchange  men 
could  probably  answer  that  better  than  we  could. 

Mr.  Lever.  Mr.  Neville,  can  you  give  us  that  information  for  the 
record  ? 

Mr.  Mandelbaum.  We  have  put  in  evidence  the  membership  of 
the  New  York  Cotton  Exchange,  which  contains  the  name  of  every 
member  of  the  New  Orleans  exchange  who  is  a  member  of  the  New 
York  exchange. 

Mr.  Lever.  If  it  is  already  in  the  record,  that  is  all  right. 

Mr.  Thompson,  you  have  made  the  statement  that  the  abolition  of 
future  trading  would  reduce  the  price  of  cotton  paid  to  the  producer 
of  cotton.  Will  you  elaborate  that  a  little  more  fully  and  tell  us  just 
how  that  would  happen  ? 

Mr.  Thompson.  In  the  first  place,  as  I  suggested  in  my  statement, 
it  would  narrow  the  market-.  One  of  the  most  influential  factors  in 
creating  a  good  and  active  demand  for  cotton  is  the  forward  demand 
that  is  created — the  obligations  that  apinners  and  merchants  have 
entered  into  to  use  a  certain  amount  of  cotton.  Now,  they  are  able 
to  do  that  by  reason  of  the  future  contract.  They  are  able,  as  I  tried 
to  explain,  in  this  way  to  do  that.  The  spinner,  for  instance,  will  take 
orders  way  ahead  for  goods.  That  creates  a  demand  on  his  part  for 
cotton.  It  makes  no  difference  what  the  fluctuations  in  the  cotton 
are,  he  wants  to  get  that  cotton  and  manufacture  it  and  sell  it  as  the 
time  comes  around.  When  that  is  done  it  creates  a  demand  that  is 
waiting  for  the  cotton  when  it  comes;  it  makes  no  difi'erence  what 
the  price  may  be  at  that  time,  there  is  a  demand  for  that  cotton: 
and  we  all  know  that  the  extent  of  the  demand  regulates  the  price  or 
the  cotton. 

Mr.  Lever.  In  other  words,  the  demand  for  the  future  contract, 
as  it  were,  puts  the  price  upon  the  spot  cotton  at  the  time  ? 

Mr.  Thompson.  On,  no;  1  mean  this.  I  mean  that  the  demand 
for  the  actual  cotton  is  made  possible  because  the  spinner  or  the 
merchant  can  protect  himself  by  executing  a  future  contract. 

Mr.  Lever.  As  a  matter  of  fact,  is  there  any  appreciable  relation- 
ship between  the  price  of  a  future  contract  ann  the  price  of  spot 
cotton  in  an  interior  point  ? 

Mr.  Thompson.  Yes,  sir;  there  ought  to  be. 

Mr.  Lever.  It  is  a  fact  that  interior  merchants  buying  spot 
cotton  base  their  prices  to  the  producer  upon  quotations  of  future 
contracts  ? 

Mr.  Thompson.  I  believe  they  do. 

Mr.  Lever.  You  believe  they  do  ? 
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Mr.  Thompson.  I  believe  they  do.  However  they  base  it,  the 
resultant  price  is  not  always  the  same.  The  futures  may  be  at  a 
certain  fisiire,  and  one  day  they  will  bid  50  points  on  for  a  certain 
grade  and  futures  may  be  lower,  and  in  order  to  get  that  grade  they 
may  bid  60  points  on.    That  is  the  base,  but  not  an  inflexible  base. 

Mr.  Lever.  That  is  true;  but  the  future  contract  price  enters 
largely  and  almost  entirely  into  the  making  of  the  spot  price  I 

Mr.  Thompson.  No;  if  you  will  excuse  me,  I  would  not  like  to  be 
quoted  to  a  statement  as  broad  as  that.  The  supply  and  demand 
really  make  the  price  of  cotton.  Now,  the  variations  in  the  future 
contract  may  temporarily  disturb  that;  but  in  a  properly  regulated 
future  contract  it  will  come  back.  Now,  they  use  the  future  con- 
tract— that  is,  the  quotations  in  the  future  market — as  the  basis  for 
these  bids,  because  they  are  able  to  figure  on  that  basis  so  that  they 
can  hedge  themselves;  don't  you  see  ? 

Mr.  Lever.  And  for  the  tune  being,  in  a  given  spot  market,  the 
local  spot  merchant  bases  the  price  to  the  producer  upon  the  future 
price? 

Mr.  Thompson.  Do  you  mean  the  man  who  is  buying  from  the 
producer  ? 

Mr.  Lever.  Yes. 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  He  has  instructions  to  buy  so  many  points  on 
oroflF? 

Mr.  Thompson.  Yes. 

Mr.  IjEVer.  We  all  understand  that. 

Mr.  Thompson.  Yes,  sir. 

Mr.  Lever.  You  made  the  statement  a  moment  ago  that  future 
trading  had  a  tendency  to  give  stabilitj^  to  prices.     £  that  a  fact! 

Mr.  Thompson.  Properly  conducted,  it  is,  sir.  I  mean  by  that 
that  if  it  were  not  for  future  trading  whereby  the  distribution  of  the 
crop  could  be  made,  we  would  have  much  more  violent  fluctuations 
up  and  down.  For  instance,  we  know  that  in  the  South  most  of  the 
cotton  is  sold  within  a  few  months.  The  crop  is  not  marketed  as  it 
ought  to  be;  it  is  marketed  precipitately.  !Now,  if  there  were  only 
the  actual  user  of  cotton,  the  manufacturer  of  cotton,  to  whom  the 
producer  could  sell,  then  it  stands  to  reason  that  when  tliis  great 
.  volume  of  cotton  came  on  the  market  at  this  particular  time  and 
there  was  only  one  limited  class  of  men  who  bought  that  cotton,  all 
they  would  have  to  do  would  be  to  stand  aside,  and  the  pric«  of 
cotton  would  descend  and  descend  until  such  prices  were  reached 
as  they  were  willing  to  go  in  and  buy  at,  and  they  would  get  the 
cotton  at  a  bargain. 

Mr^  Lever,  if  we  should  ever  reach  such  a  condition  as  that  in 
the  South,  when  the  countrv  was  filled  with  warehouses  in  which  the 
farmers  might  warehouse  their  cotton,  and  the  farmer  had  reached 
such  a  condition  of  financial  strength  as  to  be  able  to  market  his 
cotton  throughout  the  entire  twelve  months  of  the  year  instead  of 
through  three  months  of  the  year,  would  you  not  say  that  the  abo- 
lition of  future  trading  would  have  the  effect  of  depressing  the  price 
to  the  producer  ? 

Mr.  Thompson.  Not  particularly,  in  that  direction.  If  they  were 
able  to  cure  this  defect  in  the  marketing,  they,  of  course,  would  not 
need  the  future  contract,  so  far  as  that  particular  defect  is  concerned: 
but  that  would  not  eliminate  the  necessity  for  the  future  contract, 
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because  the  future  contract  is  a  part  of  the  system.  There  are  other 
beneficial  features  of  the  future  contract  that  even  the  proper  mar- 
keting of  cotton  would  not  enable  us  to  do  without. 

Mr.  Lever.  As  a  matter  of  fact,  do  not  the  tremendous  and  violent 
fluctuations  that  we  have  seen  from  time  to  time  on  the  various 
exchanges  of  the  world,  the  Liverpool,  New  Orleans,  and  New  York 
exchanges,  in  the  future  contract  nave  a  tendency  to  upset  business 
and  upset  prices  ? 

Mr.  Thompson.  Of  course  they  have;  but  I  think  you  will  find 
if  vou  consult  the  record,  that  those  fluctuations  were  as  violent 
before  they  had  future  trading  as  they  have  been  since. 

Mr.  Lever.  Is  it  a  fact  that  in  commodities  in  which  there  are  no 
future  tradings  there  are  fluctuations  as  violent  as  in  commodities 
in  which  we  have  future  trading  ? 

Mr.  Thompson.  I  think  not. 
•Mr.  Lever.  You  think  not  i 

Mr.  Thompson.  I  think  not;  but  the  basis  or  level  of  value  that 
you  get  for  those  commodities  is  lower  than  the  level  of  values  that 
you  get  for  commodities  in  which  there  is  future  trading.  In  other 
woros,  in  those  commodities  where  there  is  no  future  trading,  where 
the  public  can  not  come  in  and  compete  with  those  particular  inter- 
ests that  use  those  commodities,  you  do  not  have  fluctuation.  The 
price  of  a  trust-controlled  commodity  hardly  ever  fluctuates.  It  is 
very  steady,  but  at  a  low  level. ' 

Mr.  Lever.  Take  the  case  of  hay.  Are  the  fluctuations  in  the 
price  of  hay  as  violent  as  the  fluctuations  in  the  price  of  cotton  ? 

Mr.  Thompson.  I  could  not  say,  but  I  think  not.  I  know  very 
little  about  hay,  to  tell  the  truth. 

Mr.  Lever.  You  know  that  hay  is  one  of  the  great  crops  of  this 
country  ? 

Mr.  Thompson.  Yes;  I  know  it  is  one  of  our  great  crops. 

Mr.  Lever.  In  value  it  is  greater  than  cotton,  is  it  not  ? 

Mr.  Thompson.  I  really  do  not  know.  I  am  not  up  on  the  statistics. 
Do  we  export  hay? 

Mr.  Lever.  I  presume  so.     I  do  not  know  in  what  proportion. 

Mr.  Thompson.  You  see,  the  great  proportion  of  our  cotton  crop 
that  we  export  is  surplus.  The  surplus  over  domestic  consumption 
is  what  gives  cotton  a  character  that  other  things,  like  wool,  and 
other  things  that  we  do  not  export  but  consume  ourselves,  do  not 
have.  That  is  what  gives  cotton  a  difl'erent  character,  and  it  is 
governed  by  somewhat  difl'erent  rules  from  these  other  commodities. 

Mr.  Lever.  You  mentioned  some  time  ago  the  evil  of  excessive 
speculation,  and  you  spoke  of  your  desire  to  eliminate  that  evil  as 
far  as  possible. 

Mr.  Thompson.  Yes.* 

Mr.  Lever.  If  the  bill  we  have  under  consideration  looked  only  to 
the  elimination  of  excessive  or  gambling  transactions  pure  and  simple, 
as  we  feel  that  they  are— we  will  put  it  in  that  language,  at  least — 
you  would  have  no  objection  to  that  bill,  would  you  ? 

Mr.  Thompson.  I  would  have  no  objection  to  that  bill  provided  it 
did  that  thing.  In  other  words,  I  mean  this,  that  if  it  prohibited 
what  we  call  or  generally  understand  as  rank  gambUng,  I  would  not 
have  any  objection  to  that;  but  I  would  not  want  to  give  my  assent 
to  a  bill  that  would  not  only  prevent  that,  but  would  prevent  what 
we  call,  and  what  I  think  is,  legitimate  speculation. 
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Mr.  Lever.  Have  you  read  the  Scott  bill  carefully? 

Mr.  Thompson.  Yes:  I  have. 

Mr.  Lamb.  May  I  ask  you  a  question  right  there  ? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Lamb.  "What,  in  vour  judgment,  would  be  the  eflFect  of  the 
enacting  of  the  Scott  bill  into  law  upon  this  system  of  hedging  that 
you  have  so  ably — if  you  will  permit  me  to  say  so — presented  here  to 
this  committee  ? 

Mr.  Thompson.  I  am  not  prepared  to  say,  sir.  I  do  not  know. 
I  am  not  a  lawyer  and  I  am  not  familiar  with  those  questions.  I 
could  not  say.  I  am  afraid,  from  the  reading  of  the  biU,  that  it 
would  seriously  disturb  it. 

Mr.  Lamb.  That  is  what  I  wanted  to  find  out  from  you. 

Mr.  Thompson.  Yes,  sir. 

Mr.  Lever.  You  would  not  be  opposed  to  any  legislation  which 
would  prohibit  a  contract  for  future  delivery  in  which  the  delivery 
was  not  intended  to  be  made  at  any  time  ? 

Mr.  Thompson.  No.  I  would  say  this.  I  want  to  make  this  dis- 
tinction. A  great  deal  of  cotton  is  bought  and  sold  in  a  perfectly 
legitimate  and  business  way  and  for  legitimate  and  business  purposes, 
where  the  parties  do  not  intend  delivery.  They  simply  self  the  con- 
tract as  a  protection.  I  have,  for  instance,  100  bales  of  cotton  that 
there  is  no  market  for,  and  I  see  that  some  people  are  bidding  for 
cotton  a  price  that  1  am  willing  to  lake  for  my  cotton  for  future  de- 
livery. Now,  I  wHl  sell  that  contract.  Before  that  contract  matures 
I  may  find  some  spot  man  who  comes  around  and  offers  me  a  good 
price  for  my  cotton;  it  may  be  better  than  the  future  price  for  my 
cotton.  I  do  not  want  to  be  debarred  from  the  privilege  of  selling 
that  spot  cotton  and  closing  out  my  contract,  because  that  is  what 
1  have  bought  the  contract  for,  to  assure  me  that  I  will  get  that  much 
for  my  cotton.  I  want  a  contract  so  that  if  T  wanted  to  deliver  that 
cotton  I  could  enforce  the  delivery,  and  when  I  did  enforce  the  de- 
livery I  would  have  a  clear  bill. 

Mr.  Lever.  Then  your  New  Orleans  contract,  as  I  understand  you, 

f permits  you  to  enter  into  a  trade  in  which  delivery  does  not  form  any 
actor  at  all  ? 

Mr.  Thompson.  No,  sir;  the  rules  of  the  exchange  are  that  there 
must  be  an  intention  on  the  part  of  the  parties  to  carry  out  this  con- 
tract. 

Mr.  Lever.  To  make  the  delivery  ? 

Mr.  Thompson.  To  make  the  delivery.  It  is  not,  however,  essen- 
tial that  the  delivery  be  made. 

Mr.  Lever.  And  m  practice  it  is  very  rarely  made^ 

Mr.  Thompson.  No,  I  would  not  say  that.  We  have  in  our  ex- 
change delivered  a  good  deal  of  cotton,  'rtiere  has  passed  through 
our  qualification  delivery  dei>artment  this  year,  I  think.  40,000  bales 
since  the  1st  of  September.  That  has  been  actually,  or  a  larger  part 
of  that,  ha**  been  actually  delivered  on  contracts.  But  practically 
all  of  tliat  cotton  that  has  j)assed  throu^jh  New  Orleans  this  year  has 
been  delivered  on  contracts;  not  actuauy  on  the  contract  which  has 
been  made,  you  understand.  It  was  covered  by  a  contract:  the 
cotton  was  in  the  interior.  It  was  sold  under  future  contract,  and 
all  the  way  down  to  market  that  cotton  was  covered  by  that  future 
r-ontract,  and  it  was  entirely  witliin  the  power  of  the  man  who  had 
made  that   contract   to  deliver  that   cotton  when  it  came  to   \ew 
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Orleans,  Wlien  that  cotton  is  on  the  way  to  Xew  Orleans,  he  has 
the  samplers,  and  when  he  finds  the  man  who  wiD  take  that  cotton 
and  ship  it  out  without  expense  of  delivery  he  lets  him  take  that 
cotton  off  his  hands  at  a  price,  and  then  he  sells  his  contract,  and 
while  there  has  not  been  an  actual  physical  delivery  of  that  contract 
there  has  in  spirit  and  in  truth  been  a  delivery  of  that  contract. 

Mr.  Lever.  As  a  matter  of  fact,  as  an  operator  on  the  exchange,  if 
you  receive  an  order  from  Mr.  Smith  to  buy  100  bales  of  cotton,  do 
you  make  any  inquiry  as  to  his  intent  to  deliver,  or  do  you  assume 
that  ? 

Mr.  Thompson.  Now,  I  will  say  this,  that  I  am  not  a  future  broker, 

Mr.  Glenny.  I  am  president  of  the  Future  Brokers'  Association, 
and  I  want  to  say  that  there  can  be  no  contract  entered  into  on  the 
floor  of  the  New  Orleans  Cotton  Exchange  that  does  not  contemplate 
the  delivery  of  cotton.  It  is  specified  in  our  rules  that  there  can  be 
no  contract  made  on  the  floor  of  the  New  Orleans  Cotton  Exchange 
that  does  not  contemplate  the  actual  deUvery  of  the  cotton,  nor  can 
there  be  any  collusion  by  which  we  contract  and  it  is  not  to  be  deliv- 
ered. If  I  buy  a  contract,  I  buy  a  contract  which  forces  me  to 
accept  that  cotton,  and  if  I  sell  a  contract  I  sell  a  contract  that  forces 
me  to  deliver  the  cotton.  Now,  with  Mr.  Smith,  to  whom  I  sold  it, 
it  cuts  no  figure.  He  seUs  that  out  to  Mr.  Jones.  But  eventually 
that  contract  has  to  be  enforced  on  the  floor  of  the  cotton  exchange. 
The  actual  delivery  of  every  bale  of  cotton  bought  on  the  floor  of  9ie 
cotton  exchange  can  be  enforced,  and  you  can  make  no  other  contract 
there  than  that.  And  no  matter  what  the  intention  or  the  desire  of 
the  individuals,  or  what  understanding  they  arrive  at,  the  rules  say 
specifically  that  no  contract  can  be  entered  into  on  the  floor  of  the 
New  Orleans  Cotton  Exchange  that  does  not  contemplate  the  receipt 
or  delivery  of  cotton. 

Mr.  Leveb.  Do  the  operators  on  the  New  Orleans  Cotton  Exchange 
regard  themselves  as  merchants  ? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Lever.  Cotton  merchants  ? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Lever.  Is  it  not  a  fact  that  in  the  conduct  of  the  world's  busi- 
ness the  merchant  is  a  gentleman  who  buys  at  the  lowest  price  and 
sells  at  the  highest  ? 

Mr.  Thompson.  What  is  that,  sir? 

Mr.  Lever.  I  say,  in  the  conduct  of  the  world's  business  is  not  a 
merchant  one  who  buys  a  commodity  for  the  lowest  price  he  can  get 
it  for  and  sells  it  for  the  highest  price  he  can  get  for  it  ? 

Mr.  Thompson.  I  think  that  is  a  rule  that  applies  not  only  to  mer- 
chants, but  to  everybody  in  every  line  of  business. 

Mr.  Lever.  Yes. 

Mr.  Thompson.  Certainly. 

Mr.  Lever.  How  many  grades  are  deliverable  upon  that  contract 
in  New  Orleans  ? 

Mr.  Thompson.  Middling  cotton  is  the  basis,  and  there  are  4 
OTades  up  and  4  grades  down;  or  rather,  there  are  4  half  grades. 
We  have  middling  cotton,  and  above  is  strict  middling,  and  good 
middling,  and  strict  good  middling.  Below  the  middling  grade  we 
have  strict  low  middhng,  and  low  middling,  and  strict  good  ordinary, 
and  good  ordinary. 
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Mr.  Lever.  You  have  9  grades.  You  have  9  grades  on  your, 
exchange  as  against  28  grades  on  the  New  York  exchange  ? 

Mr.  THOMPSON.  No;  those  are  the  full  grades;  or  the  half  grades, 
as  you  may  call  thena.  Now,  we  deliver  those;  but  if  any  cotton  is 
intermediate,  we  deliver  intermediate  grades,  and  we  also  deliver  cot- 
ton that  is  of  a  deliverable  grade  but  has  some  stain  or  discoloration 
that  in  no  wise  affects  its  character  as  deliverable  cotton. 

Mr.  Lever.  What  I  am  trying  to  get  at  is  the  number  of  grades, 
stained  or  tinged,  or  the  like  of  that,  half  grades  or  full  grades,  that 
you  can  deliver  upon  a  contract,  if  I  buy  100  bales  of  cotton  on  the 
market. 

Mr.  Thompson.  If  you  buy  100  bales  of  cotton  on  a  New  Orleans 
contract,  we  can  deliver  you  between  the  grades  of  good  ordinary  and 
middling  fair.  There  are  the  nine  grades.  If  a  Dale  of  middling, 
for  instance,  is  stained,  we  can  deliver  that.  If  a  bale  of  low  niiddlinjg 
is  stained,  we  can  not  deliver  that.  A  bale  of  low  middling  that  is 
tinged,  just  a  Uttle  off  from  the  color,  we  can  deUver  to  you,  but  we 
can  not  deliver  you  anything  lower  than  low  middling  unless  it  is 
fair  colored  cotton. 

When  you  go  above,  if  we  have  strict  middling  cotton  and  it  is 
stained  or  tinged,  we  can  deliver  that  to  you.  It  is  the  same  with 
the  other  grades.     If  you  add  them  all  up 

Mr.  Leveb.  That  is  it;  now  add  them  all  up. 

Mr.  Thompson.  If  you  add  them  all  up,  it  makes  quite  a  number 
of  different  kinds  of  cotton  you  can  deliver  on  the  contract.  We 
have  fdso  a  provision,  as  far  as  sand  is  concerned.  A  little  sand  in 
cotton  detracts  a  little  from  its  value,  but  not  enough,  if  there  is  only 
a  small  amount  of  sand,  to  prevent  the  cotton  from  being  readily 
usable.  We  have  a  rule  that  you  can  deliver  sandy  cotton  on  con- 
tract provided  it  does  not  contain  more  than  1  per  cent  of  sand,  which 
amount  has  been  found  by  experience  not  to  militate  against  the 
merchantable  character  of  the  cotton ;  and  we  have  scales,  and  a  veiy 
definite  way  by  which  that  percentage  can  be  determined.  As  I  say, 
if  you  take  the  nine  basic  grades  and  then  add  to  those  the  stains  to 
each  one  that  you  can  under  our  contract,  and  the  tinges  to  each  one 
that  you  can,  and  then  the  sandy  to  each  one  that  you  can,  it  mul- 
tiplies, the  number  of  apparent  grades  deliverable,  but  it  doe^  not  in 
fact  multiply  to  any  considerate  extent,  or  increase  to  any  consid- 
erable extent,  the  cotton  that  is  deliverable.  For  instanc^,  if  you 
take  a  middling  bale  of  cotton  and  then  a  stained  middling  bale  of 
cotton,  there  would  be  two. grades,  as  you  would  figure  it;  but  really 
the  stained  is  middling  cotton,  wmch  is  not  quite  as  good  as 
another  kind  of  middling. 

The  multipUcity  of  grades  does  not  injure  the  contract  at  all.  On 
the  contrary,  if  you  get  at  the  actual,  true  value  of  each  one  of  those 
grades,  it  helps  the  contract;  because  a  man  then  knows,  when  he 
takes  the  cotton  on  the  contract,  just  what  he  is  going  to  get.  It 
makes  it  more  accurate;  provided,  of  course*,  that  if  I  deliver  that 
cotton  to  you,  for  instance,  when  you  pay  me  for  it  you  pay  me  upon 
the  baais  of  its  relative  value  over  and  above  the  base  of  the  conti^ct 

Mr.  Lever.  How  is  that  relative  value  fixed  ? 

Mr.  Thompson.  In  our  exchange  the  relative  value  is  fixed  by  th^ 
spot  quotations. 

Mr.  Lever.  From  dav  to  day? 
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Mr.  Thompson.  From  day  to  day.  The  difference  existing  between 
the  different  grades  in  our  spot  market  on  the  sixth  day  prior  to  deUv- 
ery  governs  the  settlement  of  the  contract. 

The  reason  we  say  the  sixth  day  is  that  the  notice  is  given  at  a  cer- 
tain time  that  five  days  thereafter  the  cotton  will  be  tendered,  and 
the  day  that  notice  is  given  is  counted,  and  five  full  days  thereafter, 
which  makes  six  days,  and  the  conditions  existing  at  that  time  fix 
the  conditions  upon  which  that  contract  is  to  be  settled. 

The  Chairman.  May  it  not  be  possible  that  even  such  a  contract 
as  you  describe  may  not  be  desiraole  ?  Are  there  not  cases  in  which 
a  spinner  would  desire  a  certain  kind  of  cotton  and  he  would  not  be 
satisfied  with  the  deUvery  of  another  kind,  even  although  the  exact 
commercial  difference  was  represented  to  him  in  the  price  ? 

Mr.  Thompson.  Yes,  sir. 

The  Chairman.  And  is  it  possible,  therefore,  for  a  spinner  desiring 
and  requiring  a  certain  kind  of  cotton  to  secure  it  by  compelling  the 
enforcement  of  one  of  these  contracts  on  your  exchange  ? 

Mr.  Thompson.  The  spinner  can  not  get  just  exactly  what  he 
wants  at  all  times  on  a  contract.  On  a  mture  contract  that  is  sold 
aroimd  the  ring  he  can,  however,  make  a  specific  contract  with 
cotton  merchants,  such  as  we  have  at  home,  for  1,000  bales  of  strict 
middling  or  1,000  bales  of  middling,  as  the  case  may  be.  That  is  a 
specific  contract. 

The  Chairman.  Yes;  but  that  is  not  what  you  refer  to  when  you 
speak  of  future  contracts? 

Mr.  Thompson.  No.  Well,  he  could  not  buy  that.  He  would 
be  glad  to  buy  that,  but  he  can  not  buy  it  around  in  the  future 
market,  because  he  would  find  nobody  who  would  be  willing  to  sell 
him  such  a  contract  as  that.  There  would  be  a  lurking  peril-  in 
that  contract  that  a  man  would  not  want  to  incur,  because  if  he 
contracted  to  deUver  1,000  bales,  or  100  bales,  of  strict  middling 
cotton  at  a  certain  future  day  he  would  have  no  assurance,  but  at 
that  time  he  might  not  be  able  to  get  the  strict  middling  cotton, 
you  see;  so  that  the  spinner  can  not  get  that  kind  of  a  contract; 
nobody  will  sell  him  that  kind  of  a  specific  contract  around  the 
ring.  That  is  properly  the  subject  of  a  contract  between  the  indi- 
viduals. Now,  when  that  contract  is  made  between  the  individuals, 
then,  I  being  one  of  the  individuals,  unless  I  have  that  cotton  actually 
on  hand,  I  go  immediately  to  the  future  market  and  buy  me  a  basis 
contract  that  protects  me. 

The  Chairman.  Then,  as  a  matter  of  fact,  whatever  future  con- 
tract the  spinner  may  buy  in  the  way  of  a  hedge  is  substantially  a 
speculation,  because  he  would  not  dare  to  enforce  the  deUvery  of 
tnose  contracts  ? 

Mr.  Thompson.  Oh,  yes;  he  would.  If  the  contract  is  a  correct 
contract  he  can  do  it  if  he  wants  to.  For  instance,  take  our  contracts. 
If  a  spinner  bought  one  of  our  contracts  he  could  take  the  cotton  on 
that  contract,  and  if  he  found  the  cotton  in  the  contract  that  he  could 
use,  and  it  was  not  all  merchantable  cotton,  he  would  use  that  which 
he  could  use,  and  the  balance  of  it  he  could  retender  or  sell  as  he  saw 
fit.  We  have  a  large  business  done  in  that  way.  Take  an  exporter, 
for  instance,  a  man  who  seUs  cotton — a  merchant  who  sells  cotton  to 
the  other  side  or  to  the  American  mills.  He  has  large  connections. 
This  is  done  to  a  large  extent  on  our  exchange  to-day.     He  will  buy 
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a  future  contract  for  March,  we  will  say,  or  for  May.  When  that 
time  comes  he  takes  delivery;  he  calls  for  the  cotton.  We  had  an 
instance  of  that  just  the  other  day.  There  were  6,500  bales  of  cotton 
called  for  the  other  day,  and  subsequently  to  that  4,000  bales.  That 
was  just  before  I  left  nome.  He  will  call  for  the  cotton.  Now,  that 
cotton  is  given  to  him  and  he  looks  over  the  classification.  He  looks 
over  that  cotton  and  he  finds,  we  will  say,  for  instance,  certain  grades 
of  cotton  that  will  suit  certain  sections  and  certain  other  grades  that 
will  suit  other  sections.  He  takes  those  out  and  ships  them  out,  and 
the  cotton  which  perhaps  he  has  no  immediate  use  for  he  has  rec^r- 
tificated  and  he  carries  it  until  he  has  use  for  it,  or  delivers  it  on 
contract  to  somebody. 

The  Chairman.  In  other  words,  it  is  essentially  a  speculation  with 
him  ?  I  think  you  will  understand  the  point  I  have  in  my  mind,  per- 
haps, if  I  use  a  wheat  margin  as  an  illustration.  A  gentleman  repre- 
senting the  Toledo  exchange  was  before  the  committee  a  few  days  ago, 
and  he  stated  that  under  the  future  contracts  in  which  the^  dealt  upon 
that  market  only  one  grade  of  wheat  was  deliverable,  ^ow,  we  can 
easily  see  how  a  miller  could  hedge  Sy  purchasing  a  future  contract 
of  that  sort,  because  he  would  know  absolutely  that  it  was  to  his 
advantage  to  enforce  delivery.  In  doing  so  he  would  secure  a  grade 
of  wheat  that  he  could  take  right  to  his  mill  and  grind. 

Mr.  Thompson.  Yes. 

The  Chairman.  But  suppose  that  a  cotton  spinner  can  use  no 
cotton  which  is  stained  or  tmged  at  all;  he  must  have  white  cotton. 

Mr.  Thompson.  Yes. 

The  Chairman.  He  could  not  depend  upon  one  of  your  future 
contracts  to  get  that  white  cotton. 

Mr.  Thompson.  Yes. 

The  Chairman.  The  best  that  he  could  do  would  be  to  assure  him- 
self that  he  would  get  certain  cotton. 

Mr.  Thompson.  Yes. 

The  Chairman.  At  a  fixed  price. 

Mr.  I'hompson.  Yes. 

The  Chairman.  And  he  would  have  to  make  himself  good,  if  there 
was  a  loss,  by  the  sale  of  the  cotton  that  he  could  not  use. 

Mr.  Thompson.  Yes. 

The  Chairman.  It  would  involve  him  in  a  whole  lot  of  other  trans- 
actions, and  would  be  in  its  essence  a  speculation  on  his  part;  is  not 
that  true? 

Mr.  Thompson.  Yes,  true;  but  I  differ  with  you  so  far  as  its 
being  a  speculation  is  concerned.  You  understand,  the  spinner  can 
do  either  one  of  two  things  In  the  cotton  business,  if  he  neeeds 
cotton  for  future  use  and  he  can  not  buy  the  actual  cotton  at  that 
particular  time,  then  he  can  buy  a  future  contract  for  that  cotton, 
and  he  knows  he  is  going  to  get  some  cotton,  and  cotton  that  is 
marketable;  he  knows  that  as  a  money  proposition  he  is  not  ^oing 
to  lose  anytliing.  In  a  spot  market  you  find  people  whose  business 
it  is  to  supply  spinners  with  their  particular  requirements.  Suppose 
that  the  spinner,  instead  of  making  a  future  contract,  had  made  a 
specific  contract  with  an  exporter  or  with  a  merchant:  that  ex 

Sorter  and  merchant  would  not  make  that  specific  contract  unless 
e  could  go  into  the  market  and  buy  for  future  delivery  a  sufficient 
amount  of  cotton  to  protect  him. 
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The  Chairman.  As  a  matter  of  fact,  is  not  that  the  way  the  busi- 
ness is  conducted  very  largely  now  ?  Do  not  the  spinners  go  direct 
to  the  merchant  and  enter  into  a  specific  contract  with  him  for  the 
delivery,  at  such  times  as  it  may  be  needed,  of  cotton  of  a  particular 
grade  and  rest  upon  that  contract,  making  no  hed^e  themselves, 
purchasing  no  hedge  themselves,  but  leaving  the  merchant  to  protect 
nimself  in  whatever  wav  he  can  ? 

Mr.  Thompson.  Well,  I  can  not  sav  about  that.  My  imderstand- 
in^  is  that  the  spinners  use  the  market  largely  as  a  hedging  propo- 
sition. But  I  do  not  sell  cotton  to  spinners.  That  is  not  my  particu- 
lar line;  so  that  I  could  not  say  how  much  they  do  hedge.  But  I 
am  sure  that  they  hedge,  that  they  use  it  as  a  hedging  market  pending 
such  time  as  they  can  make  a  contract  for  a  specinc  grade,  or  such 
time  as  a  specific  grade  is  offered  them. 

Mr.  Lever.  From  your  answers  to  the  questions  of  the  chairman 
I  assume  that  the  seller  on  that  contract  nas  the  option  as  to  the 
grades  deliverable  ? 

Mr.  Thompson.  Within  limits. 

Mr.  Lever.  Within  limits  ? 

Mr.  Thompson.  Yes. 

Mr.  Haugen.  Strictly  within  limits  ? 

Mr.  Thompson.  Yes. 

Mr.  Haugen.  May  not  a  higher  or  better  grade  be  delivered  ? 

Mr.  Thompson.  No,  sir. 

Mr.  Haugen.  A  higher  grade,  above  ? 

Mr.  Thompson.  No,  sir;  the  limits  are  fixed  by  the  contract,  from 
good  ordinary  middling  to  middling  fair. 

Mr.  Haugen.  If  the  seller  offers  a  better  grade  than  is  in  the  specific 
contract,  would  objection  be  made  to  it  ? 

Mr.  Thompson.  He  could  not  enforce  deUvery.  It  might  be  that 
the  individual  would  be  willing  to  take  it,  but  the  contract  that  he  has 
signed  calls  for  cotton  within  the  limits  specified.  There  is  very  Uttle 
cotton,  though,  above  the  high-grade  limit  of  the  contract. 

Mr.  Haugen.  He  probably  would  not  object  if  it  was  of  a  better 
grade  than  he  bargained  for? 

Mr.  Thompson.  No;  but  he  would  have  to  pay  a  correspondingly 
high  price  for  it. 

Mr.  Lever.  Is  not  the  effect  of  that  contract  which jrives  the  seller 
the  option  as  to  the  grades  deliverable  just  this  ?  To  illustrate,  a 
spinner  wishes  1,000  bales  of  cotton  for  the  use  of  his  mill,  and  he  buys 
a  future  contract  for  1,000  bales  of  cotton  deUverable  in  July,  we  will 
say.  He  knows  when  he  is  buying  that  contract  that  he  may  have 
delivered  to  him  on  that  contract  500  bales  of  cotton  that  he  may  not 
be  able  to  use  in  that  particular  mill.  Would  it  not  be  the  natural 
tendency  for  that  man  to  bid  a  price  low  enough  for  that  contract  to 
justify  him,  or  to  pay  the  expense  of  handling  the  500  bales  of  cotton 
which  he  can  not  use  in  his  own  mill  ? 

Mr.  Thompson.  Yes,  sir;  that  is  true.  That  expense,  however,  is 
very  small. 

Mr.  Lever.  It  is  very  small  ? 

Mr.  Thompson.  Yes. 

Mr.  Lever.  But  to  that  extent  the  matter  of  hedging  has  a  tend- 
ency to  decrease  the  price  of  your  contract  ? 
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Mr.  Thompson.  Oh,  like  anything  else;  of  course,  if  he  could  call 
for  a  specific  grade  that  he  wanted,  and  without  any  inconvenience, 
he  would  bid  a  great  deal  more  for  the  contract  than  he  would  if  he 
was  put  to  some  little  trouble  and  inconvenience. 

Mr.  Leveb.  But  he  charges  all  the  trouble,  all  the  inconvenience, 
all  the  rehandling  of  the  off  grades  that  may  be  delivered  to  him,  to 
the  price  he  pays  for  the  future  contract. 

Mr.  Thompson.  But  he  does  not  fix  the  price  that  he  pays  for  the 
future  contract.     He  has  to  pay  the  prevaihng  price,  you  understand. 

Mr.  Leveb.  That  is  very  true,  but  I  understood  that  the  law  of 
supply  and  demand  regulated  the  basis  contract. 

Mr.  Thompson.  Yes. 

Mr.  Leveb.  So  that  this  being  a  general  thing,  the  general  tendency 
would  be  for  these  men  to  charge  that  up  to  that  ? 

Mr.  Thompson.  It  is  just  as  you  say.  If  the  contract  involves  any 
possibiUty  of  additional  expense  to  him,  of  course  he  is  going  to  figure 
that  in. 

Mr.  Leveb.  Yes. 

Mr.  Thompson.  Groing  a  Uttle  further,  however,  the  spinner  would 
be  very  glad  indeed  to  have  a  contract  that  put  all  of  the  burden  upon 
the  seller  of  cotton,  so  that  he  would  not  have  to  take  any  of  the 
burden  or  expense  himself;  and  if  such  a  contract  as  that  were  made, 
a  narrow  contract  that  gave  the  spinner  the  privilege  of  calling  for 
whatever  he  wanted,  you  would  find  nobody  on  earth  who  would  sell 
him  that  contract,  because  the  spinner  would  squeeze  him,  because 
he  would  not  have  what  he  wanted. 

Mr.  Leveb.  But  in  that  contract  there  is  this  possibility — ^that  is, 
not  a  possibiUty,  but  almost  a  certainty — that  the  spinner  who  desires 
to  hedge  on  your  market  must  bear  this  additional  expense  of  carry- 
ing grades  that  he  does  not  want  ? 

Mr.  Thompson.  In  our  market  the  additional  expense  is  exceedingly 
light,  because  in  our  system  the  spinner  takes  out  what  grades  ne 
wants,  and  for  the  balance  which  he  does  not  want  he  carries  his  same 
certificate,  or  we  issue  to  him  a  new  certificate  at  a  mere  nominal 
cost  of  25  cents  a  certificate. 

Mr.  Leveb.  Is  that  true  of  other  exchanges  in  this  country  t 

Mr.  Thompson.  I  do  not  know.     I  know  it  is  true  of  ours. 

Mr.  Beall.  I  imderstood  you  to  say  a  moment  ago  that  if,  under 
a  contract,  the  buyer  had  the  option  of  determining  just  what  cotton 
should  be  received  by  him,  he  could  not  find  anybody  to  sell  it  to  him, 
because  if  the  opportunity  came  the  buyer  would  squeeze  the  seller  t 

Mr.  Thompson.  Yes. 

Mr.  Beall.  Now,  let  us  reverse  that.  Take  a  contract  in  which 
the  entire  option  rests  with  the  seller,  not  only  as  to  the  grade  of 
cotton,  withm  the  limits  of  the  contract,  that  should  be  delivered, 
but  also  the  period — within  a  certain  month,  say — ,  of  delivery, 

Mr.  Thompson.  Yes. 

Mr.  Beall.  Any  time  within  the  month  of  March  the  seller  can 
deliver  on  a  March  contract.  Under  that  contract  he  can  deliver 
any  grade  of  cotton  that  is  embraced  within  that  contract.  Doea 
not  tne  reverse  condition,  from  what  you  stated  a  while  ago,  apply 
in  that  sort  of  a  case,  so  that  no  man  who  really  wants  cotton  can 
very  well  afford  to  go  upon  the  cotton  exchange  and  buy  it  with  the 
expectation  of  having  the  actual  cotton  delivered  to  him  ? 
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Mr.  Thompson.  No,  sir;  because  if  he  buys  a  contract  of  that  sort — 
if  he  takes  that  cotton — ^he  knows  that  when  he  gets  that  cotton,  and 
when  he  pajrs  for  it,  the  cotton  then  becomes  nis  to  do  with  as  he 
pleases.  He  uses  it  if  he  can.  If  he  can  not,  he  sells  it  on  the  market 
on  the  same  basis  on  which  he  got  it;  or  if  he  can  not  seU  it  on  the 
market,  if  there  is  a  dullness  of  the  market,  he  can  deUver  it  back  on 
contract  at  the  same  basis. 

Mr.  Beall.  So  far  as  having  any  assurance  of  getting  cotton  that 
he  can  use  is  concerned,  he  can  not  very  well  afford  to  go  upon  the 
market — ^upon  your  exchange — and  buy  it,  can  he  ? 

Mr.  Thompson.  If  we  dehvered,  on  our  exchange,  cotton  for  which 
there  was  no  use,  which  was  not  marketable,  there  would  be  that  fear, 
and  it  would  depress  the  value  of  the  contract;  but  if  you  have  a  con- 
tract where  the  low  grade,  or  where  anv  particular  cotton  delivered  <m 
the  contract  is  marketable,  is  merchantable  cotton,  is  usually  in 
demand  for  a  purpose,  then  the  man  who  takes  that  contract  takes  it 
without  any  lurking  danger  or  peril.  He  knows  what  he  is  going  to 
do.  He  takes  the  cotton,  and  ir  he  finds  that  he  can  sell  that  cotton 
on  the  spot  for  what  it  costs  him  on  that  contract  he  does  it.  If  he 
does  not  do  that  he  does  not  lose  anything,  because  he  has  got  his 
certificate  of  the  cotton  exchange  showing  the  grade  of  the  cotton,  and 
all  he  has  to  do  is  to  sell  the  contract  and  deliver  the  cotton  on  the 
contract;  and  possibly  the  man  that  buys  it  next  time  has  a  place  for 
it,  and  nobody  has  lost. 

Mr.  Beall.  Still,  it  is  a  fact  that  the  spinner  who  wants  cotton  does 
not  go  to  the  cotton  exchange  to  buy  it  ? 

Mr.  Thompson.  He  goes  to  the  cotton  exchange  to  buy  his  hedge, 
inltil  he  is  able  to  make  a  contract. 

Mr.  Beall.  But  he  does  not  go  to  the  cotton  exchange  to  buy  the 
cotton  for  consumption  ? 

Mr.  Thompson.  No. 

Mr.  Beall.  There  must  be  some  reason  for  that. 

Mr.  Thompson.  Yes;  he  gets  cotton  on  the  contract  that  he  does 
not  want. 

Mr.  Beall.  That  is  the  point  I  was  trying  to  emphasize. 

Mr.  Thompson.  Yes. 

Mr.  Beall.  Now,  do  you  keep  any  record  of  your  cotton  exchange 
as  to  the  transactions  there  ? 

Mr.  Thompson.  Of  the  fluctuations,  we  do. 

Mr.  Beall.  Of  the  fluctuations,  but  not  as  to  the  volimie  of  the 
business,  or  the  sales  ? 

Mr.  Thompson.  No,  sir;  we  do  not. 

Mr.  Beall.  Can  you  form  any  estimate  as  to  what  woiild  be  the 
volume  of  business  on  your  exchange,  under  normal  conditions? 

Mr.  Thompson.  No,1  can  not;  nobody,  hardly,  could  do  it,  be- 
cause in  listing,  or  keeping  a  record  of,  the  trades  that  are  made 
there,  you  do  not  know  whether  those  are  original  trades  or  whether 
they  are  retransfers  of  contracts.  For  instance,  as  an  illustration 
of  tne  sort  of  thing  I  mean,  take  a  bank  check.  I  have  $100  in  bank. 
I  issue  a  check  to  you  for  $100.  You  take  that  check  and  you  deposit 
it  in  your  bank,  or  you  may  transfer  my  check.  That  check  may  go 
around  through  the  hands  of  as  many  gentlemen  as  there  are  on  this 
committee,  and  yet  there  has  been  only  $100  that  has  ever  been 
subject  to  that  check,  and  that  $100  may  never  have  left  the  bank. 
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It  is  the  same  way  with  cotton.  You  sell  a  contract,  and  that 
contract  is  put  on  the  market.  When  I  get  rid  of  it,  I  oflFer  to  sell 
that  contract,  and  somebody  else  may  buy  it;  so  that  you  c&n  not 
say  that  the  number  of  original  sales  is  represented  by  the  number  of 
bales  that  this,  that,  and  the  other  man  oners,  because  each  man  may 
be  simply  offering  a  check,  in  other  words,  that  has  been  issued 
against  particular  cotton. 

That  IS  the  way  in  the  whole  cotton  crop.  You  see,  a  bale  of  cotton 
or  100  bales  of  cotton  passes  through  three  or  four  hands  before  it  gets 
from  the  farmer  to  tne  spinner.  Each  man  that  has  that  cotton, 
usually,  in  the  modem  system  of  handling  the  spot  business,  has  it 
protected  bv  a  future  hedge,  and  when  he  gets  through  with  it,  he  gets 
rid  of  it.  Somebody  else  takes  it.  There  has  been  only  100  bales  of 
cotton  sold:  but  the  number  of  future  contracts  that  represent  that 
himdred  bales  in  its  different  steps  of  ownership  adds  a  good  many 
more.  It  is  just  like  an  insurance  on  a  building.  I  own  a  building 
and  I  have  it  insured.  I  sell  it  to  you.  I  cancel  my  insurance  and 
you  take  out  more  insurance,  or  else  I  transfer  mv  insurance  to  you. 
Of  course,  after  a  time,  if  there  have  been  a  good  many  transfers  of 
that  property,  if  you  add  up  the  gross  amount  of  the  insurance  poli- 
cies against  the  property,  you  may  say  that  that  has  been  tremen- 
dously over-insured,  when  as  a  matter  of  fact  it  has  never  had  more 
than  the  original  amoimt  of  the  insurance  against  the  property. 

Mr.  Beall.  I  understand  you  can  not  give  any  estimate  of  the 
volume  of  business  on  your  exchange  ? 

Mr.  Thompson.  No,  sir;  I  can  not.  It  depends,  of  course,  on  the 
season. 

Mr.  Beall.  Can  you  take  any  particular  time  and  form  an  estimate 
as  to  what,  in  your  judgment,  would  be  the  largest  volume  of  business 
that  you  have  ever  seen  transacted  on  the  New  Orleans  Cotton 
Exchange  in  one  d^  ? 

Mr.  THOMPSON.  I  ou  will  have  to  ask  some  of  these  gentlemen  who 
are  in  the  ** future*'  business.     I  am  not  in  the  "future"  business. 

Mr.  Beall.  You  are  a  member  of  that  exchange? 

Mr.  Thompson.  I  am  a  member  of  that  exchange,  but  I  am  in  the 
spot  business.  I  have  no  means  of  estimating  the  amount  of  trans- 
actions in  a  day. 

Mr.  Beall.  I  understood  vou  to  say  a  while  ago  that  since  the 
1st  of  September  there  had  oeen  but  40,000  bales  of  cotton  in  the 
warehouses  to  be  deliverable  upon  contract  at  New  Orleans  ? 

Mr.  Thompson.  Actually. 

Mr.  Beall.  Actual  cotton  ? 

Mr.  Thompson.  Yes. 

Mr.  Beall.  And  for  more  than  six  months  the  400  members  of 
the  New  Orleans  Cotton  Exchange  have  bought  and  sold  back  and 
forth  upon  a  total  amount  of  actual  cotton  reaching  onlv  40,000 
bales? 

Mr.  Thompson.  No.  sir;  I  said  there  were  only  40,000  bales  that 
had  been  actually  delivered  on  specific  contracts;  but  I  explained, 
in  order  that  it  might  be  understood,  that  when  cotton  is  covered  by 
a  contract  the  contract  performs  its  function.  It  is  covered  by  a 
contract;  but  if  I  have  sold  you,  and  you  have  bought,  a  future  con- 
tract, and  my  cotton  comes  down  to  the  market,  I  then  will  say, 
"Here,  I  have  got  this  cotton  here;  we  will  not  let  it  pass  throu^ 
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the  exchange;  I  will  deliver  that  cotton  to  you  and  you  pay  me  on  the 
basis  that  we  figure  ourselves;"  and  we  will  not  go  to  that  expense, 
but  we  will  just  close  out  the  contract,  you  see.  So  that  in  that  way 
a  great  deal  of  cotton,  as  a  matter  of  fact,  all  the  cotton  in  this  whole 
crop  at  one  time  or  another,  is  covered  by  a  future  contract ^  and  if  it 
was  carried  to  its  logical  conclusion  all  of  it  would  be  dehvered  on 
contract.  But  in  order  to  save  the  expenses  and  to  simpUfy  the 
transaction,  when  there  is  no  necessity  or  arbitration  we  agree  as  to 
the  cotton.  There  is  a  great  deal  of  it  which  is  properly  the  subject 
of  delivery,  but  by  mutual  agreement  we  do  not  deUver  it,  that  is,  do 
not  pass  it  through  the  exchange  and  incur  that  expense,  but  we 
actually  deUver  it  to  each  other. 

Mr.  Beall.  Outside  of  the  exchange  ? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Beall.  Take  cotton  that  goes  to  New  Orleans  to  be  delivered 
upon  an  exchange  contract;  does  it  go  into  warehouses  there? 

Mr.  Thompson.  I  do  not  quite  get  your  question,  sir. 

Mr.  Beall.  Cotton  that  goes  to  New  Orleans  to  oe  delivered  upon 
one  of  these  contracts,  does  it  go  into  the  warehouses;  is  it  ware- 
housed ? 

Mr.  Thompson.  Yes.  You  mean,  for  instance,  if  a  man  in  the 
country  sold  100  bales  of  cotton  on  the  New  Orleans  Cotton  Exchange 
against  100  bales  of  cotton  that  he  had  in  the  interior,  and  he  shipped 
his  cotton  down  to  satisfy  that  contract  ? 

Mr.  Beall.  Yes. 

Mr.  Thompson.  Yes;  that  cotton  goes  into  the  warehouse. 

Mr.  Beall.  And  receipts  would  be  given  for  it  ? 

Mr.  PiNOKARD.  Not  necessarily.  Because  it  would  save  the  ex- 
pense of  sending  that  cotton  to  the  warehouse,  our  rules  provide  that 
that  cotton  can  be  delivered  from  the  railroad  depot  when  it  arrives 
there,  in  order  to  save  the  parties  the  expense  of  paying  warehouse 
chaises.  We  allow  that  cotton  to  be  delivered  from  the  railroad 
depot,  in  order  to  save  the  expenses  to  the  interior  seller,  and  the 
buyer  pays  the  dray  age. 

Mr.  Haugen.  Then  those  expenses  are  not  incurred  ? 

Mr.  PiNCKARD.  No,  sir. 

Mr.  Haugen.  There  is  no  disadvantage,  then  ? 

Mr.  PiNOKARD.  No,  sir;  they  deliver  it  from  the  depot, 

Mr.  Thompson.  When  it  comes  to  be  delivered  it  can  not  be  de- 
livered on  the  exchange  until  it  has  been  examined  by  the  inspection 
department  to  see  that  it  is  merchantable,  and  then  the  cotton  is 
classed  by  the  paid  classers  of  the  cotton  exchange,  and  their  decision 
is  made  and  the  certificate  is  issued  and  that  is  guaranteed  by  the 
exchange. 

Mr.  Haugen,  But  no  additional  expense  is  incurred,  except  that 
for  inspection  and  the  delivery,  over  the  cash  and  spot  transaction  t 

Mr.  Thompson.  Nothing  but  the  expense  of  the  inspection,  but 
that  would  have  to  be  done  anyway, 

Mr.  PiNOKARD.  Is  it  not  a  matter  of  agreement  between  the 
parties  whether  that  cotton  shall  be  certificated  or  not  ? 

Mr.  Thompson.  If  they  do  not  want  to  do  it,  it  is  a  matter  of  agree- 
ment between  the  buyer  and  the  seller  whether  it  shall  be  done  or 
not. 
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Mr.  Beall.  Can  you  tell  us  how  much  cotton  has  actually  gone 
into  warehouses  in  New  Orleans  during  the  past  six  months  to  be 
deliverable  on  these  exchange  contracts  ? 

Mr.  Thompson.  No,  sir;  I  can  not  tell  you  that,  because  we  do 
not  know  about  the  cotton  that  comes  into  the  warehouse  at  the 
time  it  comes  in.  It  may  have  a  future  contract  against  it,  but  the 
owner  of  that  contract  may  sell  it  on  the  outside  and  close  out  his 
contract.  Of  course,  after  he  sells  his  cotton  he  does  not  want  a 
contract  against  it. 

Mr.  Beall.  You  can  not  tell  how  much  actual  cotton  has  been 
in  New  Orleans  that  was  subject  to  delivery  upon  these  contracts? 

Mr.  Thompson.  No,  sir;  1  can  not  tell,  except  generally;  but  I 
know  that  almost  aU  the  cotton  that  comes  to  New  Orieans  comes 
either  for  sale  by  factors,  such  as  I  am,  who  sell  on  consimment — 
and  we  do  not  hedge,  because  we  sell  directly  for  the  producer — or, 
and  this  is  the  larger  part,  much  the  greater  part,  of  the  cotton  that 
comes  to  New  Oneans,  it  does  not  come  on  those  terms,  but  it  is 
brought  from  the  interior  and  is  sold  either  in  transit  or  at  New 
Orleans.  Now,  that  cotton,  as  we  know  by  the  iuTariable  practice 
of  those  merchants,  is  hedged  cotton.  The  merchants  hoojge  that 
cotton  because  they  could  not  afford  to  take  the  chances;  Duying 
the  cotton  in  the  interior  as  they  do  they  could  not  afford  to  take  the 
chances.  They  will  buy  100  bales  of  cotton  in  the  interior,  and  the 
samples  are  shipped  and  the  cotton  is  shipped,  but  it  takes  the  cotton 
longer  to  get  there  than  it  does  the  samples.  Immediately  they 
buy  that  cotton  they  sell  a  future  contract  against  it.  They  expose 
the  samples,  and  the  buyers  come  around  and  look,  and  if  they  can 
make  a  trade  on  that  basis,  as  soon  as  they  make  the  trade  which 
covers  that  specific  cotton  the  seller  takes  out  his  contract,  and 
when  it  comes  then  he  deUvers  it  to  the  man  who  buys  it  on  that 
sainple. 

Mr.  Beall.  The  man  who  buys,  buys  it  on  the  samples,  and  not 
under  an  exchange  contract  ? 

Mr.  Thompson.  No;  when  he  does  that,  the  future  contract  in 
that  case  becomes  simply  and  solely  a  protection  to  the  man 

Mr.  Beall.  As  a  heage  ? 

Mr.  Thompson.  As  a  nedge. 

Mr.  Beall.  Mr.  Thompson,  there  is  a  certain  element  of  risk  in 
handUng  cotton  ? 

Mr.  TraoMPsoN.  Yes. 

Mr.  Beall.  The  cotton  merchant,  when  he  seUs  to  the  spinner, 
wants  to  shift  that  risk,  or  all  risks  as  far  as  possible,  off  of  himself; 
so  he  goes  in  and  buys  futures;  is  that  right? 

Mr.  Thompson.  Yes. 

Mr.  Beall.  That  is  for  the  purpose  of  eliminating  the  risk  so  far  as 
he  is  concerned.  Then  the  spinner  who  wants  cotton,  who  sells  his 
cloth,  wants  to  eliminate  the  risk  so  far  as  he  is  concerned  ? 

Mr.  Thompson.  Yes. 

Mr.  Beall.  So  that  he  goes  upon  the  exchange,  and  he  buys  a 
future  contract  ? 

Mr.  Thompson.  Yes. 

Mr.  Beall.  The  cotton  merchant  has  shifted  the  risk  and  the 
spinner  has  shifted  the  risk  ? 

Mr.  Thompson.  Yes 
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Mr.  Beall.  Who  is  it  that  bears  that  risk? 

Mr.  Thompson.  It  is  the  man  who  beheves  that  cotton  is  going 
up  or  is  going  down.  It  is  the  speculator  who  comes  in  and  bacl^ 
his  judgment  Dy  his  purchases  or  nis  sales. 

Mr.  Bealx..  Well,  let  me  ask  you  this:  Would  you  agree  with  the 
statement  of  a  gentleman  who  says  that  on  a  declining  market  the 
producer  of  cotton  bears  that  risk,  and  that  on  an  advancing  market 
the  consumer  of  cotton  goods,  the  ultimate  consumer,  bears  that 
risk? 

Mr.  Thompson.  I  do  not  exactly  catch  your  question. 

Mr.  Beall.  Would  you  agree  with  a  statement  made  before  the 
committee  here  by  a  gentleman,  that  upon  a  declining  market  the 
producer  of  cotton  has  to  bear  the  risk  or  which  we  have  been  speak- 
mg,  and  that  on  an  advancing  market  that  risk  is  distributed,  through 
the  world,  upon  those  who  consume  the  products  of  cotton  ? 

Mr.  Thompson.  I  do  not  know  that  I  would. 

Mr.  PiNCKARD.  I  do  not  see,  sir,  where  there  is  any  risk,  provided 
the  producer  has  already  sold  against  his  cotton.  He  is  running  no 
risk  on  a  declining  market.  If  the  spinner  has  bou^t  the  contract, 
he  knows  there  is  no  risk  because  the  market  is  going  in  his  favor. 
There  is  no  risk  either  way  there. 

Mr.  Beall.  Somebodjr,  somewhere,  somehow,  has  to  bear  the  risk 
on  cotton  from  the  time  it  is  put  into  the  ^oimd  until  it  is  made  into 
cotton  cloth.  The  producer  bears  that  risk  through  the  time  that 
the  cotton  is  cultivated,  ginned,  baled,  and  sold  ? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Beall.  Now,  the  risk  does  not  end  there.  It  continues. 
Who  bears  that  risk? 

Mr.  Thompson.  It  depends,  of  course.  If  the  producer  simply 
holds  his  cotton,  he  takes  the  chance;  if  he  holds  his  cotton  without 
any  protection,  he  takes  the  chance ;  he  bears  the  risk  of  the  market 
gomg  up.  If  the  market  goes  up,  he  stands  a  chance  of  making 
money.  It  is  a  speculative  chance.  It  is  the  same  way  with  the 
spinner,  on  the  other  hand.  If  the  spinner  does  provide  himself 
beforehand,  either  with  contracts  for  specific  grades  or  with  a  future 
hedge,  if  the  market  goes  up  he  loses,  and  if  the  market  goes  down  he 
makes,  he  having  made  a  contract  for  the  cloth  against  it.  But 
where  there  is  a  contract  market,  and  where  one  person  for  this  reason 
and  another  person  for  that  reason  is  offering  contracts,  and  offering 
to  buy  contracts,  either  the  spinner  or  the  farmer  can  go  in — or  the 
fanner's  representative  can  go  in — and  protect  himself  just  like  he 
can  buy  a  policy  of  insurance  on  his  house. 

Mr.  Beall.  Then  I  understand  you  to  say  that  the  producer  can 
go  in  and  speculate  upon  the  exchange  ? 

Mr.  Thompson.  He  does  not  speculate. 

Mr.  Beall.  But  the  producer  does  not  ordinarily  do  that  ? 

Mr.  TnoBfPSON.  I  know  he  does  not.  It  would  not  be  well,  in  my 
opinion,  for  him  to  do  it;  but  he  sells  his  cotton  to  somebody  who 
does  protect  himself,  and  therefore  is  enabled  to  give  the  producer  a 
better  price  for  his  cotton  than  if  he  had  taken  speculative  chances 
in  the  market.    That  is  my  opinion. 

Mr.  Beall.  At  the  very  time  that  the  producer  sells  his  cotton, 
is  not  that  risk  which  has  to  be  taken  in  connection  with  that  cot- 
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ton  taken  into  consideration  in  fixing  the  price  that  is  to  be  paid  to 
the  producer? 

Mr.  Thompson.  I  do  not  know  that  I  guite  grasp  your  n^eaning. 

Mr.  Pinckard.  If  the  producer  comes  into  the  market,  sir 

Mr.  Beall.  The  producer  does  not  go  into  the  exchange. 

Mr.  Pinckard.  I  say  if  the  producer  does  not  go  into  the  exchan^, 
but  he  sees  on  the  board  of  the  exchange  that  middling  cotton  for 
December  is  seUing,  say,  at  13.50  now,  he  is  perfectly  willing 

Mr.  Beall.  Just  there;  that  is  futures  you  are  talking  about? 

Mr.  Pinckard.  That  is  futures. 

Mr.  Beall.  That  is,  the  price  of  futures  ? 

Mr.  Pinckard.  The  future  price  of  cotton,  to  be  delivered  in 
December.  Now,  this  planter  nas  counted  what  it  cost  him  to  raise 
his  cotton,  and  he  says,  *'I  am  perfectly  satisfied  to  take  13.50  for 
my  cotton,  or  such  crop  as  I  may  ship  in  December."  The  spinner  is 
able  to  make  the  contract  to  the  buyer  of  goods,  based  upon  Decem- 
ber contract  at  13.50L;  so  the  planter  simpfy  sells  his  cotton  at  13.50 
to  the  spinner,  who  makes  it  up  and  selis  it  to  the  buyer  of  goods. 
There  is  no  risk  either  way  there.  The'  planter  is  satisfied  with  the 
price,  and  the  spinner  on  that  basis  can  make  his  contract.  The 
producer  is  at  no  risk.  He  sells  the  cotton,  as  he  pleases,  for  13.50 
or  14  cents,  as  suits  him.  The  risk  has  nothing  to  do  with  the  price. 
The  spinner  would  make  that  bid  because  he  can  make  good  on  that 
price.  He  says,  '*!  will  give  14  cents,"  and  the  planter  says,  "I  can 
deliver  at  14  cents."  Then  he  turns  to  Mr.  Thompson  and  he  teUs 
him  to  sell  100  bales. 

Mr.  Haugen.  To  what  extent  does  the  planter  sell  his  cotton  for 
future  delivery  ? 

Mr.  Pinckard.  That  I  can  not  say.  As  a  matter  of  course  I  can 
not  answer  that  question.     The  planter  is  Uke  everybody  else. 

Mr.  Haugen.  You  were  referring  to  the  planter. 

Mr.  Pinckard.  I  referred  to  the  planter.  This  gentleman  wanted 
to  know  where  the  risk  came,  and  whether  on  an  advancing  market 
it  was  not  borne  by  the  consumer  and  whether  on  a  declining  market 
it  was  not  borne  by  the  producer.  I  say  there  can  be  no  risk  to  the 
producer;  when  the  price  suits  the  spinner  and  the  producer,  they  run 
no  risk. 

Speaking  of  speculators,  some  of  the  biggest  speculators  we  have 
are  planters.  They  do  not  sell  against  their  crops,  and  where  they 
do  not  sell  against  their  crops  they  become  as  big  speculators  as  any 
broker  on  the  floor  of  the  cotton  exchange. 

Mr.  Lever.  Mr.  Thompson,  I  gathered  from  your  statement  a 
while  ago  that  in  fixing  the  difference  between  grades  of  cotton 
deUverable  on  contracts,  the  difference  is  fixed  from  day  to  day, 
based  upon  the  price  of  the  spot^  for  various  grades  ? 

Mr.  Tbompson.  Yes,  sir. 

Mr.  Lever.  That  is  true  ? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Lever.  What  would  you  say  of  a  system  wliich  fixed  the 
differences  in  grades,  through  the  arbitrary  judgment  of  a  committee, 
once  a  year  ?  What  would  you  say  as  to  the  justice  and  equity  ana 
commercial  fairness  of  a  contract  of  that  kind,  which  fixed  those 
differences  in  September  and  November,  twice  a  year? 
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Mr.  Thompson.  My  present  opinion  is  that  that  contract  is  on  the 
wrong  foundation. 

Mr.  Lever.  Do  you  happen  to  know  whether  your  judgment  is 
shared  in  by  the  majority  oi  the  members  of  the  New  Orleans  Cotton 
Exchange  ? 

Mr.  THOMPSON.  I  am  sure  it  is,  because  we  have  adopted,  without 
any  qualification,  and  absolutely  without  any  serious  debate,  the  com- 
mercial-difference system. 

The  Chairman.  Have  you  had  that  system  since  the  organization 
of  your  exchange  ? 

Mr.  Thompson.  Yes.  The  commercial-difference  system  has  ex- 
isted, I  am  sure,  since  the  organization  of  the  exchange.  I  have  never 
known  of  any  other.  We  have  this,  if  you  will  permit  me.  We  on 
the  first  of  each  exchange  year  appoint  a  committee  of  thirty,  taken 
from  the  members  of  the  cotton  exchange  who  are  best  acquainted 
with  the  actual  spot  market.  We  take  into  consideration  whether 
a  man  is  a  seller,  a  factor  like  myself,  a  buyer,  an  exporter,  or  a  spot 
broker.  We  endeavor  to  divide  this  panel  up  as  evenly  as  we  can  so 
as  to  cover  the  entire  spot  cotton  trade.  Eacn  month  from  this  panel 
of  thirty,  which  is  announced  at  the  beginning  of  the  time,  we  select 
five  men,  having  regard  in  the  monthly  committee  to  the  same  distribu- 
tion. We  have  two  factors,  two  buyers  and  a  spot  broker  on  the 
committee.  This  committee  meets  every  afternoon  at  2  o'clock,  and 
they  quote  the  spot  market.  From  their  experience  of  the  market^ 
it  is  their  dutv  to  go  into  the  market  and  find  out  what  cotton  has 
been  sold,  and[  on  the  basis  of  the  market  as  they  find  it  they  quote 
the  spot  market,  and  those  are  the  quotations  for  that  day. 

Whenever,  in  the  judgment  of  a  member  of  this  committee,  there 
should  be  a  change  made  in  the  differences — not  in  the  market, 
whether  it  is  up  or  down,  but  in  the  relative  quotations— a  meeting 
of  what  we  call  the  revision  committee  is  called.  The  revision  com- 
mittee consists  of  the  spot  quotation  committee  of  five  and  the  appeal 
committee  of  seven,  which  is  the  highest  committee  on  classification 
in  the  exchange,  and  who  are  men  of  expert,  known  experience  in 
the  matter.  Now,  we  can  have  no  changes  in  our  differences  made 
except  by  the  revision  committee,  which  is  composed,  as  I  have  stated^ 
of  five  and  seven,  or  in  all  twelve  men,  and  sometimes  there  are  two 
men  of  the  spot  Quotation  committee  that  belong  on  the  other  com- 
mittee, which  malces  it  ten.  However,  we  get  the  judgment,  when- 
ever we  make  a  change,  of  the  best  talent  in  the  exchange.  But  the 
system  is  made  entirely  flexible,  because  any  member  of  that  com- 
mittee, bv  giving  notice  to  the  secretary  of  the  exchange  before  12 
o'clock  of  any  day,  can  call  a  meeting  of  that  committee,  and  if  the 
necessity  should  arise,  which  it  never  does,  the  differences  could  be 
made  every  day  by  that  machinery.  But  as  I  say,  that  necessity 
does  not  arise. 

The  Chairman,  How  often  are  changes  of  the  differences  made,. 
as  a  matter  of  fact  ? 

Mr.  Thompson,  Now,  it  depends  on  the  crop.  This  year  the  crop 
was  high  grade,  and  we  have  had  only  one  revision  on  it. 

The  Chairman.  Has  the  revision  committee,  or  any  member  of  it, 
ever  been  charged  with  using  influence  to  fix  a  differential  that  would 
be  to  his  or  their  advantage  ? 

Mr.  Thompson.  No,  sir;  no,  sir. 
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The  Chairman.  Just  one  further  question,  I  would  like  to  ask.  In 
your  formal  statement  you  remarked  that  one  good  way,  you  thought^ 
to  eliminate  the  evils  of  future  trading  might  be  oy  requiring  a 
greater  margin.  I  believe  you  stated  that  you  are  not  engaged  in 
future  trading? 

Mr.  Thompson.  Yes,  sir;  I  am  not. 

The  Chairman.  Then  are  you  able  to  answer  whether  those  who 
do  engage  in  it  on  the  New  Orleans  Cotton  Exchange  require  any 
fixed  margin,  or  is  it  altogether  a  matter  of  credit  and  of  individud 
arrangement  ? 

Mr.  Thompson.  No.  I  think  it  depends,  of  course,  on  the  market. 
If  the  market  is  fluctuating  and  is  very  high  or  low,  and  is  subject 
to  violent  fluctuations,  then  they  call  for  larger  margins  than  tkej 
do  when  the  market  is  more  even. 

The  Chairman.  I  beUeve  you  said  that  one  member  of  your  com- 
mittee does  operate,  and  I  will  defer  any  further  questions  along  that 
line  until  he  makes  his  statement. 

Mr.  Sims.  As  I  imderstand  the  practical  effect  of  your  contract  in 
New  Orleans,  it  is  that  you  sell,  say,  $50,000  worth  of  cotton,  in  effect, 
rather  than  a  number  of  bales  or  pounds^  that  contract  to  be  dis- 
chained  by  the  dehvery  of  the  cotton  withm  the  grades,  on  the  mar* 
ket  value,  when  it  is  executed  ? 

Mr.  Thompson.  No;  we  sell  contracts  for  a  specific  number  of 
bales. 

Mr.  Sims.  No,  but  it  comes,  so  many  bales  at  such  a  price,  to 
$60,000? 

Mr.  Thompson.  Ye>s. 

Mr.  Sims.  Now,  when  you  come  to  make  delivery,  you  make  the 
party  delivering  deliver  $50,000  worth  of  cotton. 

Mr.  Thompson.  That  is  the  idea. 

Mr.  Sims.  At  the  existing  market  value  for  the  character  of  cottoa 
delivered  ? 

Mr.  Thompson.  That  is  it. 

Mr.  Sims.  And  not  an  arbitrary  value  fixed  months  before,  which 
may  or  may  not  apply  commercially  to  the  date  of  dehvery? 

Mr.  Thompson.  That  is  it. 

Mr.  Sims.  That  is  the  effect  of  that  contract  ? 

Mr.  Thompson.  Yes.J 

Mr.  Sims.  Then  a  person  who  buvs  a  hedge  in  your  market  is 
certain  that  he  will  get  the  number  of  dollars'  worth  it  provides,  that 
he  has  bought  ? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  To  that  extent  it  is  an  inflexible  hedge  ? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  Now,  I  want  you  to  explain  this.  I  understood  you 
to  compare  the  transfer  of  the  future  contract  to  the  transfer  of  a 
check  for  money  ? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  And  you  said  your  check  might  be  indorsed  and  trans- 
ferred around  by  deUvery  or  otherwise  100  times,  but  it  would  be 
really  all  only  one  transaction  ? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  That  is  not  literally  the  case  on  the  exchange,  is  itt 
Is  it  not  the  fact  that  if  I  go  there  and  buy  100  bales  of  cotton  on 
the  exchange,  somebody  of  course  sells  it  ? 
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Mr.  Thompson.  Yes. 

Mr.  Sims.  Then  if  I  go  to  you  within  twenty  minutes  afterwards 
and  sell  it  out,  then  another  party  buys  that  100  bales  that  I  have 
offered,  and  the  man  I  sold  it  to  has  still  got  it  ? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  And  it  is  a  separate  and  distinct  transaction  contracted 
between  another  and  one  party  to  the  original  transaction  ? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  Then  that  is  an  actual  transaction,  potentially,  in  100 
bales  of  cotton  ? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  And  you  would  get  an  actual  separate  commission  on 
that? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  Now,  I  think  you  have  answered  as  truthfully  and 
logically  as  a  man  can,  that  the  hedge  can  only  obtain  through  the 
means  of  the  speculative  dealer? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  Therefore  the  speculative  interest  in  this  business  is. 
always  just  exactly  equal  to  the  investment  business?  Is  not  that 
true? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  Now,  then,  an  investor  is  interested  onlv  in  the  actual 
investment.  If  a  man  buys  cotton  to  make  cloth,  ne  wants  cloth 
made? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  But  the  investor  in  future  contracts  has  speculatively 
the  same  interest,  bv  reason  of  creating  sentiment  through  the  mar- 
ket, to  put  up  or  down  the  holdings  oy  reason  of  the  value  to  the 
investor? 

Mr.  Thompson.  Yes. 

Mr.  Sims.  Now  I  will  ask  you  if  you  can  not,  through  your  New 
York  or  New  Orleans  cotton  exchanges,  or  anjr  other  that  I  know  of, 
by  using  money  in  limited  or  unlimited  quantities,  either  put  up  or 
down  the  value  of  a  future  contract  prior  to  the  day  of  ultimate  set- 
tlement ? 

Mr.  Thompson.  No,  sir. 

Mr.  Sims.  You  can  not  do  that  ? 

Mr.  Thompson.  I  will  tell  you;  in  a  market  where  the  contract  is 
eauitable  and  fair  they  can  not  maintain  any  abnormal  or  artificial 
aavance  or  decline,  because  there  are  merchants  there  who  will  take 
advantage  of  it.  If  you  have  a  market  in  which  a  contract  is  equi- 
table, and  it  gives  no  advantage  to  either  the  buyer  or  the  seller  and 
is  such  a  contract  as  you  cited  in  the  beginning,  and  there  is  a  break 
in  the  future  market  brought  about  by  such  means  as  you  say,  you 
will  find  right  there  in  the  market  people  who  are  in  the  cotton  busi- 
ness who  are  willing  to  take  advantage  of  that  and  buy  the  contract 
and  demand  the  cotton.  If  they  are  afraid  that  when  they  get  the 
cotton  they  wiU  lose  money  on  account  of  some  miscalculation,  then 
they  might  be  afraid  to  do  it ;  but  if  they  know  that  if  they  buy  that 
cotton  and  it  is  deUvered  to  them,  they  will  pay  for  it  on  the  basis  of 
the  market  value  of  the  cotton,  on  the  differences  in  market  value  of 
the  cotton;  that  sort  of  behavior  in  the  future  market,  in  my  opinion, 
will  be  largely  regulated.     Of  course  we  can  not  help,  in  any  specu- 
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lative  commodity,  having  fluctuations,  depending  upon  the  happen- 
ing of  things  that  affect  the  minds  of  people  who  happen  to  be  in 
the  market;  but  to  a  very  large  extent,  in  my  opinion,  tnat  behavior 
of  the  market  will  be  regulated  in  such  an  excnange  on  such  a  con- 
tract. 

Mr.  Sims.  Now  is  it  not  a  fact  generally  that  the  speculator  pure 
and  simple  has  more  ready  money,  a  larger  bank  account,  on  wnich 
to  make  transactions  or  with  which  to  aflfect  the  market  by  the  simple 
use  of  money  than  the  producer  or  the  manufacturer  of  cotton  would 
have  ? 

Mr,  Thompson.  I  could  not  answer  that.  I  know  that  we  have  at 
New  Orleans  cotton  merchants  who  are  not  speculators  who  have  a 
good  deal  of  money  or  resources.  Of  course  they  may  not  have  so 
much  money  of  themselves. 

Mr.  Sims.'  I  mean  speculators  in  futures,  who  never  expect  to 
take  delivery,  only  incidentally,  who  ignore  it  except  when  it  is  advan- 
tageous to  clo  so?  Have  you  not  stated  in  reference  to  some  oUier 
cotton  exchange  that  exactly  what  I  was  describing  was  being  done 
by  men  of  umimited  money,  right  in  the  face  of  natural  economic 
conditions,  that  would  forbid  any  such  condition  growing  out  of 
natural  laws  of  supply  and  demand  ? 

Mr.  Thompson.  I  issued  a  statement,  Mr.  Sims,  not  that  such  a 
thing  was  being  done  in  anjr  exchange;  I  issued  a  statement  saying 
that  a  concerted  effort,  originating  in  a  coterie,  in  my  opinion  had 
precipitated  this  decline,  which  in  my  opinion  was  not  warranted, 
and  I  urged  those  who  held  spot  cottons  to  hold  them  until  such  time 
as  normal  conditions  were  restored.     Cottons  subsequently  went  up. 

Mr.  Sims.  Would  it  be  possible  for  such  a  condition  or  transaction 
or  act  as  jou  have  there  described  to  have  been  executed  and  brought 
about  without  a  cotton  exchange  somewhere  on  which  you  could 
make  and  sell  these  contracts,  without  any  reference  whatever  to 
the  natural  law  of  supply  and  demand  ? 

Mr.  Thompson.  No,  I  do  not  believe  it  could;  if  you  had  not  had 
any  cotton  exchange  that  could  not  have  happened.  But  if  vou  had 
not  had  any  cotton  exchange,  in  my  opimon  the  price  that  the 
farmer  got  for  his  cotton  this  year  he  never  would  have  gotten. 

Mr.  Sims.  I  agree  with  you  exactly,  that  this  year  the  speculator 
began  so  early  that  the  farmer  got  a  great  harvest;  and  I  do  not 
mean  that  sometimes  the  farmer  is  not  on  the  winning  side.  I 
know  the  farmer  frequently  tries  to  get  on  it,  and  makes  a  mistake: 
he  ought  to  keep  out  of  it.  We  are  talking  about  the  possibilities 
of  a  system  of  exchange,  or  a  system  of  operating  upon  exchanges, 
by  which  men  of  large  ready  means,  by  the  mere  manufacture  of 
contracts,  throwing  them  on  the  market  in  unlimited  volume,  cad 
break  down  the  prestige  and  temporarily  change  the  price,  at  a  time 
when  the  farmer  is  compelled  to  deUver  a  large  part  of  his  crop, 
and  when  many  of  them  could  not  take  your  advice  and  hold  bacK: 
and  I  ask  you  if  such  a  system  of  commercial  business  ought  to  be 
permitted  or  tolerated  in  any  civilized  country,  if  we  can  prevent  it 
lawfully  and  properly  ? 

Mr.  Thompson.  Yes,  Mr.  Sims;  as  I  have  always  said  in  these 
matters,  anything  that  could  prevent  those  untoward  happenings  in 
my  opinion,  would  be  very  advantageous. 
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Mr.  Sims.  That  is  our  only  object  and  purpose,  and  we  do  not 
know  how  to  do  it,  and  we  thought  maybe  you  could  tell  us  how  to 
do  it  and  yet  leave  all  the  beneficial  functions  of  a  cotton  exchange 
in  existence.  I  do  not  want  to  embarrass  either  the  producer  or  the 
consumer  or  the  merchant. 

Mr.  Burleson.  Mr.  Thompson,  you  say  it  is  a  custom  in  the  South 
for  cotton  buyers  to  receive  instructions  from  their  principals  advising 
them  in  their  purchase  of  cotton  to  pay  so  many  points  off  or  on  the 
price  of  futures  ? 

Mr.  Thompson.  Yes;  that  is  the  way  the  purchases  are  made. 

Mr.  Burleson.  In  the  interior? 

Mr.  Thompson.  Yes;  in  the  interior. 

Mr.  Burleson.  You  have  expressed  the  opinion  to  this  conmiittee 
that  if  by  law  Congress  abolished  the  sale  of  future  contracts  for  the 
delivery  of  cotton,  it  would  bring  demoralization  to  the  cotton 
trade  and  result  in  loss.  I  want  to  ask  you  if  operations  upon  the 
cotton  exchanges  can  not  bring  demoralization,  and  do  not  frequently 
bring  demorahzation  to  the  cotton  trade,  and  loss  ? 

Mr.  Thompson.  I  do  not  think,  Mr.  Burleson^  that  the  operations 
of  the  cotton  exchange  bring  any  more  demoralization  and  loss  than 
occurred  before  the  cotton  exchanges  were  even  in  existence,  because 
we  know  that  the  fluctuations  have  been  as  violent  or  more  violent 
before  we  had  the  exchange,  and  as  great  losses  have  been  made  by 
the  cotton  producer  or  by  tne  cotton  merchant  who  has  imdertaken 
to  hold  cotton  himself,  believing  that  the  market  would  advance, 
when  conditions  did  not  warrant  it,  and  he  has  lost  the  money. 

Mr.  Burleson.  Yes,  Mr.  Thompson;  but  you  will  admit  that 
facilities  for  gathering  information  and  the  distribution  of  informa- 
tion with  reference  to  the  cotton  crop,  which  makes  for  steadiness  of 
price,  now  are  very  much  greater  than  they  were  before  the  organiza- 
tion of  exchanges? 

Mr.  Thompson.  Certainly;  yes,  sir. 

Mr.  Burleson.  And  it  is  this  information  furnished  the  trade 
relating  to  crop  conditions  that  tends  to  prevent  fluctuations  in  price, 
is  it  not  ? 

Mr.  Thompson.  To  discoimt  future  conditions,  yes;  the  present 
price 

Mr.  Burleson.  Now,  go  back  to  my  question.  You  admit  that 
transactions  and  operations  can  take  place  on  these  exchanges  that 
result  in  demoralization  to  the  trade  and  loss  f 

Mr.  Thompson.  I  think  these  transactions  that  happen  on  the 
exchanges  generally,  as  a  rule,  are  not  the  causes  of  those  things,  but 
it  is  the  conditions  themselves  that  are  reflected  in  the  cotton 
exchange. 

Mr.  Burleson.  Have  you  not  made  emphatic  statements  that 
operations  have  taken  place  on  the  exchanges  resulting^  in  great  loss 
and  demoralization  when  the  conditions  diclnot  justify  it  at  all ? 

Mr.  Thompson.  Yes;  I  did. 

Mr.  Burleson.  There  was  a  great  slump  in  the  price  of  cotton 
along  about  last  January,  was  there  not  ? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  You  made  a  public  statement  at  that  time  about 
the  causes  of  this  slump,  did  you  not  ? 

Mr.  Thompson.  Yes,  sir. 

81735— A  A  B— TOL  2—10 40 

Digitized  by  VjOOQ IC 


626  PBEVENTION  OP  DEALUfO  IK  FUTUBE8. 

Mr.  Burleson.  I  will  ask  you  if  you  did  say  otnt  his,  I  read  from 
one  of  your  home  papers: 

The  New  York  raid  is  not  a  legitimate  incident  of  the  cotton  trade,  either  in  spot 
or  futures.  It  is  as  if  a  man  or  set  of  men  for  the  sake  of  gratifying  a  personal  grooge 
and  of  reaping  a  personal  profit  should  endeavor  to  stampede  the  occupants  of  a 
crowded  buildmg  by  the  cry  of  "  Firel "  The  issue  raises  the  question  as  to  whether  a 
few  manipulators  shall  demoralize  a  great  trade  system  and  go  unpunished  theref(M'. 

You  said  that  ? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  You  made  that  statement  ? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  Was  it  true  ? 

Mr.  Thompson.  In  my  opinion. 

Mr.  Burleson.  Now,  if  great  demoralization  resulted  to  the  cotton 
trade  at  that  time,  was  it  justified  by  the  conditions,  and  if  great  de- 
moralization resulted  at  that  time,  you  say,  in  your  opinion,  that  it 
was  the  result  of  the  existing  conditions? 

Mr.  Thompson.  I  do  not  think  it  was.  I  do  not  think  that  the 
prices  at  that  time  were  justified  by  the  conditions. 

Mr.  Burleson.  Can  you  give  this  committee  any  estimate  of  the 
loss  sustained  by  the  trade  as  a  result  of  this  raid  on  the  New  York 
Cotton  Exchange? 

Mr.  Thompson.  No,  sir. 

Mr.  Burleson.  Do  you  know  of  the  Wall  Street  Journal  ? 

Mr.  Thompson.  I  have  heard  of  the  paper  ? 

Mr.  Burleson.  Is  it  not  a  conservative,  reputable  trade  journal  t 

Mr.  Thompson.  I  think  so. 

Mr.  Burleson.  Permit  me  to  read  a  statement  from  the  Wall  Street 
Journal,  and  then  I  will  ask  you  if  you  think  the  Journal  is  justified 
in  the  opinion  that  it  here  expresses,  giving  an  estimate  as  to  the 
extent  of  the  loss  caused  by  the  slump.  This  statement  of  yours 
which  I  have  read  was  made  on  January  20  of  this  year? 

Mr.  Thompson.  Yes,  sir. 

Mr.  BuBLESON.  This  which  I  am  about  to  read  is  from  the  Wall 
Street  Journal  of  date  January  25  of  this  year.    It  says: 

Probably  not  more  than  2,000,000  bales  out  of  the  10,000,000  estimated  for  the 
year's  crop  had  passed  through  all  the  stages  beyond  which  commercial  and  inda»> 
trial  values  can  oe  affected  before  this  lowering  trend  of  the  market  began.  That 
would  leave  8,000,000  bales  in  one  form  or  another,  either  worked  up  into  textiles 
or  raw  cotton,  yet  to  be  sold  to  consumers. 

At  a  low  estimate  of  $70  a  bale  the  volume  of  values  affected  would  be  $560,000,000. 
An  average  decline  of  15  per  cent  would  be  equal  to  a  shrinkage  of  $84,000,000.  Nearly 
all  of  this  decline  occurred  within  two  weeks,  or  eleven  full  business  days — an  average 
shrinking  of  $7,636,000  a  day. 

Do  you  believe  the  Wall  Street  Journal  was  justified  in  making  that 
estimate  ? 

Mr.  Thompson.  Well.  I  do  not  know. 

Mr.  BuBLEsoN.  See  ii  I  can  help  you.  About  what  was  the  decline 
in  the  price  of  cotton  within  those  three  days  ? 

Mr.  Thompson.  About  3  cents,  I  think. 

Mr.  BuBLESON.  That  amounts  to  $15  a  bale,  does  it  not? 

Mr.  Thompson.  Yes;  that  is,  if  it  had  been  sold  at  that  decline. 

Mr.  Burleson.  At  that  decline  ? 

Mr.  Thompson.  Yes. 
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Mr.  Burleson.  Now,  if  the  decline  was  $15  a  bale  and  there  were 
8,000,000  bales  affected  by  such  decline,  that  would  aggregate 
$120,000,000,  would  it  not? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  Then  when  the  Wall  Street  Journal  says  that  the 
trade  was  demoralized  to  such  an  extent  that  a  loss  was  sustained  of 
$84,000,000,  it  was,  as  the  Wall  Street  Journal  claimed,  a  conservatiye 
estimate  of  the  loss,  do  you  not  think  so  ? 

Mr.  Thompson.  You  say  that  there  was  a  loss.  Now.  if  everybody 
had  turned  loose  and  sold  their  cotton  at  the  bottom  of  that  decline, 
there  would  have  been  a  lossj  but  let  me  ask  you  something.  You 
have  not  there  all  of  that  article  that  I  wrote. 

Mr.  Burleson.  I  will  give  you  the  article.  Put  your  finger  on 
anything  that  is  in  it 

Mr.  THOMPSON.  I  do  not  mean  to  say  that  you  have  not  read  all 
that  you  had,  but  in  that  article  that  you  read — ;I  do  not  believe  it  is 
here — I  spoke  of  the  fact  that  on  account  of  discounting  the  short 
crop  cotton  had  been  forced  up  during  the  fall  to  a  price  that  it 
never  would  have  reached  but  for  this  fact,  and  that  the  market  had 
gotten  into  a  technically  weak  position,  because  people  had  continued 
to  buy 

Mr.  Burleson.  What  do  you  mean  by  the  market  beinff  forced  up  ? 

Mr.  Thompson.  I  mean  that  a  great  many  people  had  Dought  con- 
tracts and  had  bought  cotton. 

Mr.  Burleson.  You  mean,  then,  that  the  future  market  had  been 
manipulated  by  those 

Mr.  Thompson.  No,  sir. 

Mr.  Burleson.  Well,  what  do  you  mean  by  the  market  having 
been  forced  up  ? 

Mr.  Thompson.  I  mean  the  people  who  made  a  study  of  the  propo- 
sition concluded  that  on  account  of  the  scarcity  of  the  supply  the 
price  would  be  better  later  on  and  justified  their  opinion  by  Duying 
cotton  and  contracts. 

Mr.  Burleson.  Was  it  forced  beyond  the  actual  value  of  cotton? 

Mr.  Thompson.  I  do  not  know,  but  the  likelihood  is  in  times  of 
speculative  activity  that  that  is  the  case;  it  is  overdone. 

Mr.  Burleson,  lou  made  a  statement  with  reference  to  the  con- 
dition in  1907 — during  the  bear  raid  of  1907 — did  you  not,  over  your 
signature  ? 

Mr.  Thompson.  I  have  written  a  good  deal,  Mr.  Burleson. 

Mr.  Burleson.  I  think  I  can  find  it.  I  desire  to  read  it  to  you,  so 
that  you  may  recognize  it. 

Mr.  Thompson.  1  will  say  this,  that  whatever  you  find,  wherever 
you  find  anything  that  I  have  said  on  this  subject,  I  do  not  believe 
that  the  conditions,  the  actual  conditions,  ought  to  be  the  subject  of 
raids,  as  you  may  call  them,  or  of  cliques  or  of  people  who  get  together 
for  a  speculative  purpose  without  regard  to  actual  conditions.  That 
is  the  position  I  have  taken  all  along. 

Mr.  Burleson.  I  do  not  seem  to  be  able  to  lay  my  hand  on  it. 
It  may  be  Mr.  Marsh  can  tell  me  where  that  part  of  his  statement  is 
to  be  found  in  the  hearings.  I  read  it  to  him  while  he  was  being 
interrogated.    I  allude  to  the  statement  denounced  as  a  fish  story. 

Mr.  Marsh.  This  testimony  makes  rather  a  large  book  to  go 
through.    I  have  not  struck  it  this  morning. 
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Mr.  Burleson.  I  saw  it  in  the  hearings  this  morning.  I  think  I 
can  find  it.  I  want  to  read  it  to  Mr.  Tnompson  while  he  is  on  the 
stand,  and  have  his  opinion  whether  it  is  a  fish  story. 

The  Chairman.  I  take  advantage  of  this  interval  to  remark  to 
gentlemen  generally  that  we  want  to  close  this  hearing  at  5  o'clock, 
and  I  trust  that  interrogatories  and  answers  will  be  as  brief  as  possible. 

Mr.  Brooks.  May  I  ask  one  question  while  we  are  waiting  ? 

The  Chairman.  Yes. 

Jfr.  Brooks.  I  understood  Mr.  Thompson  to  say  that  he  could 
make  more  money  if  this  law  passed  than  he  can  now. 

Mr.  Thompson.  No,  sir;  I  said  if  I  took  a  superficial  view  that  I 
might  think  I  would  be  able  to  make  more  money,  because  I  sell 
cotton.  I  am  a  cotton  factor.  The  cotton  is  shipped  to  me  on  con- 
signment and  I  sell  it.  Now,  there  has  developed  in  recent  years  a 
large  interior  market.  People  buy  cotton  in  the  interior  and  it  comes 
through  and  never  touches  me,  you  understand.  It  passes  by.  We 
call  these  people  the  f.  o.  b.  traders.  It  is  a  very  large  business  in 
New  Orleans.  They  are  able  to  do  that  business  because  they  are 
able  to  hedge  those  contracts.  If  they  could  not  hedge  those  purcnases 
and  sales  that  they  make,  I  mean  that  it  would  cripple  the  f .  o.  b.  busi- 
ness, and  if  it  did  cripple  the  f .  o.  b.  business  I  might  think  it  would  help 
me,  that  the  spot  business  would  increase.  But  as  a  matter  of  fact, 
in  crippling  the  f.  o.  b.  business  the  disadvantages  and  the  demorali- 
zation that  would  ensue  through  interfering  with  the  present  trade 
methods  would  be  so  great  that  as  far  as  I  am  concerned  I  would  lose 
money,  because  the  profit  that  I  have,  the  contracts  that  I  have, 
would  necessarily  decrease  in  value  by  so  much  as  the  price  that  the 
farmer  reaUzed  from  his  cotton  decreased. 

Mr.  Brooks.  You  are  opposed  to  this,  then,  not  from  the  stand- 
point of  your  business,  but  from  the  other  standpoint  ? 

Mr.  Thompson.  I  am  opposed  to  it  from  the  standpoint  of  the 
cotton  producer.     I  am  a  mend  of  the  producers. 

Mr.  Brooks.  If  the  spinners  and  cotton  producers  were  both  in 
favor  of  it,  and  you  could  make  more  money  than  you  do  now 

Mr.  Thompson.  I  say  that  I  can  not  make  more  money.  If  I  took 
a  superficial  view  of  it,  I  might  think  I  could;  but  I  can  not. 

Mr.  Brooks.  I  thought  you  said  you  could. 

Mr.  Thompson.  No,  sir;  I  can  not. 

Mr.  Burleson.  Mr.  Chairman,  I  have  found  the  statement  I  was 
looking  for  in  the  record. 

Mr.  Mandelbaum.  Was  it  a  fish  story  ? 

Mr.  Burleson.  No,  I  do  not  think  it  was.  It  was  so  denounced, 
but  personally  I  believe  it  was  a  true  story.  I  now  read  this  state- 
ment from  page  482  of  the  hearings: 

Look  as  criticallv  as  we  may,  we  can  find  no  germane  weakness  that  would  account 
for  the  sudden  collapse  of  the  market.  We  must  look  to  some  outside  agency.  It  u 
easily  found.  The  slump  was  the  result  of  a  premeditated  attack  and  persistent 
onslaught  by  a  party  of  New  York  operators,  backed  by  ample  capital  and  prestige  in 
speculation. 

Did  you  make  that  statement? 

Mr.  Thompson.  Yes;  I  think  I  did. 

Mr.  Burleson.  Then  answer  whether  it  is  possible  for  a  party  of 
New  York  speculators  to  go  upon  the  New  York  Cotton  Exchange 
and  by  systematic  effort  sell  the  market  price  of  cotton  down;  yes 
or  no. 
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Mr.  Thompson.  Yes;  I  think  it  is. 

Mr.  Burleson.  Was  not  that  exactly  what  you  were  referring  to 
when  you  made  that  statement  ? 
Mr.  Thompson.  Yes. 
Mr.  Burleson.  Let  me  see  if  you  recollect  this  statement: 

If  we  believed  that  the  present  pri6e8  were  the  result  of  natural  and  legitimate 
causes,  we  would  advise  our  friends  to  accept  these  prices  and  turn  their  cotton  into 
money  without  dela^.  But  we  do  not  believe  that  the  present  prices  are  natural  or 
legitimate.  The  brief  experience  we  have  had  with  the  market  this  season  before 
speculation  interfered,  showed  that  consumers  were  willing  to  pay  the  prevailing 
prices  and  producers  were  willing  to  accept  them.  If  business  fauEul  been  permitted 
to  run  its  natural  course,  probably  the  increased  volume  of  receipts  would  have  grad- 
ually lowered  prices.  This  would  have  been  a  natural  and  acceptable  result.  But 
when  an  outside  element  that  knows  nothing  about  cotton  and  has  no  interest  dierein 
•except  as  a  medium  for  gambling  profits,  arbitrarily  interferes  between  ^e  producer 
and  consumer  and  undertakes  to  fix  prices  by  sheer  force  of  money  and  manipulation, 
we  believe  in  suspending  the  rules  and  striking  with  the  weapon  at  hand. 

You  made  that  statement  ? 

Mr.  Thompson.  I  did,  sir. 

Mr.  Burleson.  Do  you  believe  that  it  is  possible  for  an  organized 
coterie  to  interfere  between  producer  and  consumer  in  that  way  t 

Mr.  Thompson.  Temporarily;  yes,  sir. 

Mr.  Burleson.  What  is  the  result  when  an  interference  of  that 
kind  tak^s  place — a  cessation  of  commerce — a  stopping  of  trading  in 
cotton,  is  it  not  t 

Mr.  Thompson.  Yes;  I  think  so. 

Mr.  Burleson.  Because  the  producer  ceases  to  sell  and  the  mill 
man  ceases  to  buy  ? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  It  brings  about  an  obstruction  and  interference 
with  commerce,  does  it  not  ? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  Now,  I  want  to  ask  you,  what  would  be  the  effect 
of  this  sort  of  a  transaction  upon  the  New  York  exchange — I  read 
from  one  of  the  New  Orleans  papers,  a  cable  report  from  Liverpool: 

The  cotton  market  Saturday  morning  was  treated  to  the  most  sensational  piece  of 
bear  raiding  in  its  history.  Private  cables  were  unanimous  in  attributing  the  decline 
th^e  to  heavy  American  selling,  and  one  of  the  cables  estimated  it  at  fully  125.000 
bales.  The  result  of  this  huge  selling  was  a  break  in  the  English  market  whicn  at 
one  time  amounted  to  44  or  46  points. 

Their  points  are  just  twice  ours — two  for  one  ? 
Mr.  Thompson.  Yes. 

Mr.  Burleson.  That  would  be  88  or  92  points  with  us,  would  it 
not? 

Mr.  Thompson.  Yes. 
Mr.  Burleson  (reading) : 

The  ring  was  thrown  into  wild  confusion  by  the  manipulation  going  on.  They 
threw  overboard  their  cotton  by  the  thousand  bales,  and  to  this  was  add^  thousands 
of  bales  from  speculators  on  the  bear  side. 

What  would  be  the  effect  of  that  kind  of  speculation  on  the  New 
York  and  Liverpool  exchanges  ? 

Mr.  Thompson.  If  that  was  an  authentic  and  true  statement,  the 
effect  would  be  to  temporarily  depress  prices. 

Mr.  Burleson.  Did  you  recogmze  what  paper  I  read  from? 

Mr.  Thompson.  Yes;  that  is  the  opinion  of  that  reporter  of  that 
paper. 
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Mr.  Burleson.  Is  that  a  reputable  trade  journal  ? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  Looked  to  by  the  cotton  trade? 

Mr.  Thompson.  Yes;  considered  by  the  cotton  trade. 

Mr.  Burleson.  Take  the  paper  and  tell  me  if  cotton  did  break  $2 
a  bale  on  that  day.  There  are  the  quotations  [handing  paper  to 
witness]. 

Mr.  Thompson.  I  believe  it  did.  I  do  not  remember  the  particular 
day. 

Mr.  Burleson.  But  you  remember  the  transaction,  do  you  not? 

Mr.  Thompson.  I  remember  when  the  market  declined. 

Mr.  Burleson.  That  was  on  February  19? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  That  is  a  different  trade  demoralization  from  the 
one  I  referred  to  a  moment  ago,  the  one  taking  place  in  January? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  On  this  occasion  the  price  went  down  from  88 
to  92  points,  between  $4  and  $5  per  bale? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  Now,  Mr.  Thompson,  is  it  not  a  fact  that  your 
exchange  is  helpless  to  contend  i^ainst  conditions  of  that  kind — 
unable  to  resist  the  effect  of  such  large  operations  ? 

Mr.  Thompson.  No;  our  exchange  responds,  of  course,  Mr.  Bur- 
leson, but  we  are  not  helpless.  I  believe  very  firmly  that  in  many 
instances  the  temper  of  our  people  in  our  exchange  has  stopped  this 
very  thing. 

Mr.  Burleson.  Let  me  ask  you  directly  if  your  exchange  is  not 
absolutely  helpless  whenever  a  transaction  of  this  kind  takes  place 
on  the  New  York  exchange;  do  not  your  prices  necessarily  respond 
thereto  ? 

Mr.  Thompson.  Our  prices  respond,  but  I  would  not  say  that  we 
are  necessarily  helpless. 

Mr.  Burleson.  Oh,  if  Rockefeller  were  to  go  on  your  exchange 

Mr.  Thompson.  Yes. 

Mr.  Burleson  (continuing).  And  when  these  future  contracts 
were  offered  for  sale,  on  the  New  York  Cotton  Exchange  or  the 
Liverpool  Cotton  Exchange,  if  he  went  into  the  New  Orleans  exchange 
and  stood  ready  to  buy  every  one  offered 

Mr.  Thompson.  Yes. 

Mr.  Burleson  (continuing).  You  could  prevent  violent  declines, 
of  course;  but  are  not  conditions  such  that  you  admit  you  can  not 
prevent  the  effect  of  these  speculative  transactions,  and  have  you 
not  stated  over  your  signature  time  and  time  again 

Mr.  Thompson.  We  can  not  prevent  fluctuations.  We  are  going 
to  have  them. 

Mr.  Burleson.  I  am  not  talking  about  fluctuations;  I  am  asking 
you  if  it  is  not  a  fact  that  your  little  exchange  is  so  weak — I  wifl 
admit  now,  for  the  sake  of  argument,  that  you  have  described  an 
ideal  exchange.     This  is  for  the  purpose  of  the  argument. 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  In  your  statement  you  have  described  an  ideal 
exchange. 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  But  is  it  not  a  fact — and  I  do  not  want  now  to  hurt 
your  feelings,  but  is  it  not  a  fact — that  your  exchange  is  so  puny  and 
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weak  that  it  can  not  stand  up  against  the  gambling  on  the  New  York 
ExchaMe  you  referred  to  in  the  statements  which  I  have  read  t 

Mr.  THOMPSON.  No,  sir;  it  is  not  a  fact. 

Mr.  Burleson.  Did  you  stand  up  against  it  on  the  occasion  referred 
to? 

Mr.  Thompson.  No;  we  did  not.  We  did  not  stop  it;  we  could  not 
stop  it. 

Mr.  Burleson.  That  is  what  I  asked  you.    Could  you  stop  it  ? 

Mr.  Thompson.  But  the  market  broke  rapidly. 

Mr.  PiNCKARD.  It  occurred  on  Saturday  morning,  before  the  New 
Orleans  exchange  opened;  a  half  day  in  Liverpool. 

Mr.  Thompson.  As  I  say,  when  thmgs  of  that  kind  come  they  come 
suddenly,  as  a  panic,  and  people  are  not  prepared  for  them.  That  is 
why  they  succeed  when  they  are  premeditated,  because  the  time  and 
place  and  condition  of  the  market  are  selected.  Now,  as  Mr.  Pinckard 
suggests,  that  occurred  on  Saturday.  Those — I  do  not  know  if  there 
were  any  such  orders,  but  I  have  no  reason  to  doubt  it.  That  is  a 
very  bright  youn^  man  and  a  good  youn^  man  that  writes  that 
column;  Dut  that  is  his  opinion  only  as  to  what  it  is.  We  were  only 
open  two  or  three  hours,  and  subsequently  the  market  reacted. 

Mr.  Burleson.  Since  vou  have  given  tne  reporter  a  character  cer- 
tificate of  that  kind,  I  will  read  a  further  part  which  I  did  not  intend 
to  read.     He  says: 

A  nice  time  to  have  it,  with  a  bill  to  kill  futures  being  now  considered  by  the 
Congress. 

[Laughter.] 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  Now,  when  futures  decline  as  they  did  on  Februair 
19,  in  accordance  with  that  statement,  and  you  say  it  is  your  recol- 
lection that  they  did  so  decline 

Mr.  Thompson.  Yes;  I  know  that  they  did  decline. 

Mr.  Burleson.  Then  these  limits  that  had  been  given  the  cotton 
buyers  through  the  interior  to  buy  so  many  points  off  or  on  futures 
are  controlled  at  once  by  those  declines  ? 

Mr.  Thompson.  Ah,  but  the  price  of  cotton  is  notr 

Mr.  Burleson.  But  I  am  askmg  you  the  question  if  the  spot-cotton 
buyer  through  the  interior,  who  has  instructions  from  his  principal 
to  buy  so  many  points  on  or  off  futures,  does  not  change  his  offers  of 
price  with  such  fluctuations  ?  Whenever  futures  fluctuate,  of  course, 
the  price  that  he  is  authorized  to  give  fluctuates  with  them? 

Mr.  Thompson.  Yes. 

Mr.  Burleson.  That  is  all  I  wanted.  You  have  answered  the 
question.     Now,  there  is  one  more  phase  of  it. 

Mr.  Pinckard.  You  might  elaborate  that.  Mr.  Thompson. 

Mr.  Thompson.  I  have  already  elaborated. 

Mr.  Pinckard.  When  futures  go  down  50  points  the  limit  does  not 
necessarily  go  down  50  points,  at  all. 

Mr.  Burleson.  Just  one  more  phase  of  it  and  then  I  am  through. 
Chairman  Scott  asked  you  the  question,  based  upon  a  statement  of 
yours,  whether  this  excessive  speculation  by  irresponsible  persons 
could  not  be  prevented  by  increasing  the  margin  that  was  required 
to  be  put  up,  and  you  expressed  the  opinion  that  it  could.  Wnat  is 
the  ordinaiy  margin  per  bale  required  by  the  New  York  and  Ne»v 
Orleans  cotton  exchanges  ? 
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Mr.  Thompson.  I  do  not  know  what  the  New  York  Elxchange  re- 
quh-es,  and  I  am  not  m  the  future  busmess  at  New  Orieans.  Perhaps 
you  had  better  ask  some  of  these  gentlemen  who  are. 

Mr.  Burleson.  But  vou  know,  do  you  not  ?  I  never  bought  a 
bale  of  futures  m  my  life,  and  yet  I  know. 

Mr.  Thompson.  I  have  known  the  tune,  when  the  market  was  in 
a  certain  condition,  when  it  required  $10  a  bale  margin. 

Mr.  Burleson.  But  what  margin  is  required  ordmarily  ? 

Mr.  Thompson.  There  is  no  fixed  rule.  The  brokers  try  to  protect 
themselves, in  the  foreign  market. 

Mr.  Burleson.  I  was  not  asking  you  about  the  foreign  market. 
I  said  in  ordinary  times,  what  is  the  ordinary  margin  ? 

Mr.  Glennt.  In  ordinary  times  the  amoimt  of  mai^in  demanded 
depends  entirely  upon  the  solvency  or  the  considered  solvency  of  the 
man  who  is  operatm^.  Credit  is  ^iven  to  him  in  the  same  way  that 
a  bank  extends  credit  to  an  individual  who  comes  into  the  bank  to 
borrow  money.  If  a  man,  in  their  opinion,  is  worthy  of  a  credit,  he 
gets  it,  and  to  the  extent  that  I  think  he  is  worthy  of  it.  If  he  is 
worthv  of  a  credit,  I  call  for  a  certain  margin,  det>endent  upon  what  I 
consider  the  solvency  of  that  man,  and  the  reliabiUty  of  what  he  does 
in  commercial  transactions.  It  may  be  $1  or  it  may  be  $2  or  any- 
where up  to  $10,  as  the  case  may  be. 

Mr.  Burleson.  Now,  the  question  was,  what  is  it  ordinarily  ? 

Mr.  Glenny.  There  is  no  fixed  rule.    I  know  of  no  fixed  rule. 

The  Chairman.  I  imderstand  the  gentleman  has  answered.  He 
says  there  is  no  fixed  rule. 

Mr.  Pinckard.  I  will  so  still  further  and  say  that  my  business  is  of 
such  a  character  that  I  do  not  call  original  margins  on  anybody.  It 
is  entirely  a  matter  of  credit.  I  have  not  an  original  margin  customer 
on  my  books.     There  is  no  rule. 

Mr.  Glenny.  I  have  had  men  owe  me  over  $100,000  and  never 
worried  a  minute  about  it. 

The  Chairman.  Do  you  desire  that  any  of  the  other  gentlemen  of 
your  committee  make  a  formal  statement,  Mr.  Thompson  ? 

Mr.  Thompson.  No,  sir;  they  are  here  and  will  be  pleased  to  answer 
anv  questions  that  may  be  asked  of  them. 

Mr.  Mandelbaum.  Mr.  Chairman,  may  I  ask  the  witness  a  ques- 
tion? 

The  Chairman.  Yes. 

Mr.  Mandelbaum.  You  stated  when  you  were  asked  as  to  how 
many  grades  are  dehverable  imder  the  New  Orleans  contract,  that 
there  were  nine  ? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Mandelbaum.  At  least  I  understood  you  to  say  so. 

Mr.  Thompson.  Yes. 

Mr.  Mandelbaum.  On  what  do  you  base  that  statement  ? 

Mr.  Thompson.  If  you  listened  to  me,  sir 

Mr.  Mandelbaum.  I  listened  very  carefully. 

Mr.  Thompson  (continuing).  I  said  there  were  nine  grades  in  the 
limit,  but  that  each  one  of  tnose  grades  had  different  qualifications^ 
which  increased  the  number  of  samples  that  might  be  delivered  on 
contract. 

Mr.  Mandelbaum.  And  at  different  prices  i 

Mr.  Thompson.  Yes. 
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Mr.  MAKiyBLBAUM.  Now.  at  how  many  different  relative  prices 
from  middling  can  grades  oe  delivered  on  your  exchange? 

Mr.  Thompson.  Well,  I  have  not  figured  it  out,  sir;  but,  as  I  have 
stated,  it  makes  no  difference  how  many  grades 

Mr.  Mandelbaum.  I  did  not  ask  you  that.  You  have  referred 
to  the  number  of  grades  several  times  that  were  deliverable  on  the 
New  York  Cotton  Exchange,  and  I  ask  you  now,  as  president  of  the 
New  Orleans  Cotton  Exchange,  how  many  different  distinctions  are 
deliverable — if  you  do  not  want  to  call  them  grades  I  will  call  them 
distinctions — distinct  by  a  different  money  value,  under  your  contract  I 

Mr.  Thompson.  I  have  nothing  to  hide,  sir,  and  I  will  file  that  with 
the  committee. 

Mr.  Mandblbaum.  I  did  not  say  you  had  anything  to  hide. 

Mr.  Thompson.  I  will  file  with  the  conmiittee  a  statement  showing 
what  cottons  can  be  delivered  on  contract. 

Mr.  Mandblbaum.  Are  you  president  of  the  New  Orleans  Cotton 
Exchange  ? 

Mr.  Thompson.  I  am,  sir. 

Mr.  Mandblbaum.  Do  you  not  know  how  many  grades  are  deliv- 
erable? 

Mr.  Thompson.  I  am  testifying  before  the  committee,  and  I  am 
not  answering  your  questions. 

Mr.  Mandblbaum.  I  have  a  right  to  ask  that  question,  Mr.  Chair- 
man, have  I  not  ? 

The  Chairman.  What  is  the  question? 

Mr.  Mandblbaum.  As  to  how  many  different  distinctions  are 
deliverable  under  the  New  Orleans  contract,  as  a  contract. 

Mr.  Burleson.  Mr.  Thompson  has  said  to  him  that  he  would  put 
in  the  statement;  that  he  is  testifying  and  does  not  want  to  state  it 
without  being  accurate  about  it. 

The  Chairman.  The  committee  will,  of  course,  allow  Mr.  Thomp- 
son to  answer  in  any  way  he  sees  fit.  He  is  under  oath.  We  can 
not  dictate  his  answer,  Mr.  Mandelbaum. 

Mr.  Mandblbaum.  Well,  I  know,  but  should  he  not  be  called 
upon  to  leave  with  your  committee  a  copy  of  their  rules  as  to  the 
number  of  grades  or  distinctions  which  are  deliverable  under  their 
contract,  just  as  we  have  done  ? 

The  Chairman.  I  understand  that  Mr.  Thompson  declined  to 
answer  simply  because  he  did  not  have  the  data,  and  he  said  he 
would  file  them. 

Mr.  Glenny.  He  said  he  would  do  that  very  thing. 

Mr.  SuMNERS.  Mr.  Chairman,  may  I  ask  the  witness  one  or  two 
questions? 

The  Chairman.  Yes. 

Mr.  Sumners.  Mr.  Thompson,  you  stated  that  as  a  cotton  merchant 
you  base  the  limit  given  to  your  salesman,  your  purchasers,  through- 
out the  country  on  the  future  market.  Will  you  please  explain  to 
the  committee  just  how  you  arrive  at  the  limit  that  you  give  your 
purchasers  throughout  the  country — ^your  men  ? 

Mr.  Thompson.  Well,  Mr.  Sumners,  I  am  not  in  that  business. 
Aa  I  have  explained  before,  I  am  in  the  factorage  business. 

Mr.  Sumners.  All  right.  Let  me  ask  you  if  this  is  not  the  way  it 
is  usually  done;  you  take  the  future 

The  CHAIRMAN.  If  the  witness  says  that  he  is  not  in  that  business 
and  declines  to  answer  a  direct  question,  he  would  hardly  care  to 
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answer  a  question  that  you  asked  after  a  preliminary  statement, 
would  he  ? 

Mr.  Thompson.  I  am  willing  to  answer  to  the  best  of  my  knowledge. 

Mr.  SuHNERS.  I  think  he  can  answer  this. 

The  Chairman.  I  thought  you  were  inquiring  as  to  some  future 
transaction. 

Mr.  SuMNERS.  No,  sir;  this  is  a  spot  transaction  about  which  I 
want  to  ask  him. 

The  Chairman.  Very  well. 

Mr.  Sumners.  A  merchant  who  is  in  New  Orleans  has  a  man  at 
Vicksburg  who  is  buying  cotton  for  him. 

Mr.  Thompson.  Yes. 

Mr.  Sumners.  Now,  in  making  up  that  limit  he  has  to  put  on  so 
many  points  for  transportation,  does  he  not  ? 

Mr.  Thompson.  Yes. 

Mr.  Sumners.  Then,  does  he  take  the  future  quotations  of  the  day? 
What  future  quotation  does  he  take  as  a  basis?  You  know  those 
future  quotations  run  over  several  months.  What  month  does  he 
take  as  a  basis  for  his  limit  ? 

Mr.  Thompson.  He  generally  takes  some  active  month,  some 
near-by  month  that  is  active. 

Mr.  Sumners.  Then  does  he  figure  cotton  on  or  oflF  that  monUit 

Mr.  Thompson.  Yes;  and  he  offers  for  such  grades,  good  middling 
and  strict  middling,  so  much  on  or  off  March  quotations.  February 
is  an  inactive  month.  He  will  tell  his  buyer  to  pay  so  much  for  strict 
middling  cotton,  so  many  points  on  March. 

Mr.  Sumners.  Does  he  pay  more  than  the  future  quota.tions  for 
March  ? 

Mr.  Thompson.  For  strict  middling? 

Mr.  Sumners.  I  am  talking  about  on  a  middling  basis,  for  middling. 
Does  he  pay  more  than  the  future  quotation  for  March? 

Mr.  Thompson.  That  depends. 

Mr.  Sumners.  Now,  Mr.  Thompson  has  testified  before  this  com- 
mittee that  a  spinner  would  pay  a  half  a  cent  more  for  a  future  contract 
provided  he  could  get  just  the  sort  of  cotton  that  he  wanted  on  that 
contract.  The  future  contract  being  the  basis  upon  which  the  price 
is  made  to  the  producer,  and  that  market  being  discounted  2  per  cent, 
or  half  a  cent  a  bale  less,  does  it  not  to  that  extent  injure  the  man 
who  produces  cotton  to  have  the  basis  of  his  market  fixed  by  the 
futures? 

Mr.  Thompson.  Well,  it  is  not  fixed, Mr.  Sumners.  For  convenience 
in  calculation  the  merchant  figures  on  so  many  |>oints  on  March  for  a 
certain  grade,  or  on  the  future  market  for  a  certain  grade.  Now,  that 
is  about,  or  near  about,  what  he  can  buy  that  cotton  for  without  any 
reference  to  the  margin. 

Mr.  Sumners.  1  just  wanted  to  know  whether  that  was  injurious 
to  the  producer  or  not  ? 

Mr.  Thompson.  I  do  not  think  it  is,  necessarily,  because  if  futures 
decline,  and  he  can  not  buy  strict  middling  cotton  at  25  points  on,  he 
will  offer  50  points  on.  It  does  not  necessarily  follow  that  the  pro- 
ducer has  got  to  sell  his  cotton  when  the  market  goes  down,  because 
the  buyer  may  have  to  come  up  and  add  sometimes  15  points  on  or  25 
points  on,  and  sometimes  he  buys  the  cotton  at  35  points  on. 
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TESTIHOirr  OF  MB.  EDHXTin)  J.  OLEHVT,  VICE-PBESIDEHT  OF 
THE  NEW  OBLEAirS  COTTON  EXCHANGE. 

(The  witness  was  sworn  by  the  chahman.) 

Mr.  Glenny.  There  are  one  or  two  points  which  I  think  have  not 
been  touched  on.  I  am  a  future  broker,  and  for  that  reason  I  may 
probably  be  considered  as  a  buyer,  but  I  do  not  have  to  be  a  future 
broker,  and  I  might  engage  in  some  other  cotton  business  without 
the  necessity  of  being  in  the  future  market.  The  fact  of  the  matter 
is  that  we  have  left  out  of  sight  entirely  the  safety  which  is  held  out 
to  the  CO  V  ton  producer  through  the  future  market.  We  have  not 
considered  the  oasis  upon  which  the  largest  consuming  market  in  the 
world  buys  and  carries  sometimes  1,000,000  and  sometimes  1,500,000 
bales  of  the  southern  cotton  producer's  product. 

The  Liverpool  Cotton  Exchange  is  by  far  the  largest  distributing — 
consuming — market  in  the  world,  and  every  bale  of  the  cotton  wmch 
lies  in  that  stock  awaiting  the  demands  of  the  spinner  is  marketed 
through  the  future  market.  The  banker,  in  making  his  loan  to 
carry  that  cotton,  absolutely  requires  that  the  merchant  who  bor- 
rows that  money  shall  have  a  hedge  against  it  in  the  future  market. 
Their  settlements  are  made  but  once  a  week,  notwithstanding  the 
fluctuations,  showing  the  feeling  of  security  which  is  engendered  by 
the  future  market  in  the  mind  of  the  financier  who  lends  this  money; 
and  we  can  hardly  say  that  the  EngUsh  banker  is  anything  but  a 
shrewd,  bright,  well-mformed  financier.  London  represents  the 
money  market  of  the  world,  and  in  London  this  cotton  is  to  a  large 
extent  marketed. 

It  is  true  that  the  passage  of  a  bill  like  this  in  America  would  not 
eliminate  the  Liverpool  market,  but  it  would  throw  into  the  hands 
of  the  Liverpool  market  the  very  thing  which  Mr.  Burleson  com- 
plained of  in  regard  to  rates,  and  so  forth.  It  is  hardly  natural  that 
the  man  who  is  buying  your  product,  particularly  when  he  has  not 
even  the  national  pride  or  the  national  feeling  toward  the  producer, 
should  give  you  more  for  your  cotton  than  it  is  worth;  and  in  that 
connection  I  want  to  say  that  a  man  with  whom  I  am  very  intimate, 
and  who  does  a  very  laree  export  business,  when  asked  by  me  what 
would  be  the  effect  of  sucn  a  bill,  said:  "If  it  were  not  for  my  friends, 
I  would  give  a  very  large  sum  of  money  to  have  this  bill  passed  through 
the  United  States  House." 

That  is  one  phase  of  the  question.  Another  is  this:  Somebody 
asked  Mr.  Thompson  about  the  spinner  taking  cotton  on  contract. 
For  a  great  many  years — I  will  not  say  a  great  many  years,  but  for 
four  or  five  years — there  was  hardly  a  month  passed  over  my  head 
that  I  did  not  receive,  upon  the  New  Orleans  future  market,  cotton 
which  went  directly  to  the  mill,  consumed  by  the  mill  and  not  dealt 
with  otherwise;  which  went  right  from  my  office  to  the  mill.  They 
bought  the  contract  in  preference  to  the  spot  cotton;  so  that  it  is  not 
an  impossibility  for  a  mill  to  receive  cotton  on  contract.  They  did 
not  always  get  the  exact  grades  which  they  wanted  to  spin. 

This  matter  of  margins  I  think  I  explained;  I  do  not  know 
whether  satisfactorily  or  not. 

The  Chairman.  I  have  a  question  or  two  to  ask  in  reference  to  that, 
when  you  have  finished  your  statement.  Have  you  anything  further 
to  say  along  general  lines  ? 
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Mr.  Glennt.  There  is  another  point  which  Mr.  Thompson  has 
ah^ady  touched  upon,  as  to  the  insurance  feature  of  this  matter.  I 
have  touched  upon  that  myself,  but  I  want  to  cite  the  year  1907, 
which  has  akeady  been  brought  into  the  testimony  to-day.  I  think 
that  if  those  who  know  anything  about  the  pnces  of  the  cotton 
market,  whose  business  it  was  to  be  interested  in  the  prices,  will  look 
at  the  records,  they  will  find  that  those  commodities  in  which  there 
were  future  markets  suffered  less  through  the  depression  than  any 
other  commodities  in  the  world.  In  spite  of  the  fact  that  your  state 
bank  stocks  and  other  things  decline  to  a  point  where  banks  failed, 
not  a  single  cotton  merchant  worthy  of  the  name  failed.  And  why! 
Simply  l^cause  those  who  were  cotton  merchants  and  not  specu- 
lators did  tJieir  business  on  a  business  basis  and  carried  a  hedge,  either 
buying  or  selling  futures  to  protept  themselves,  and  it  mattered  not  to 
them  whedier  the  market  went  up  or  down.  That  was  their  protec- 
tion. The  protection  to  the  farmer  was  this:  Here  was  a  place 
where  in  one  moment  he  could  sell  every  poimd  of  his  production,  asid 
feeling  that  that  place  existed  buoyed  up  his  spirits  to  such  an  extent 
that  he  did  not  have  to  go  into  the  market  and  sacrifice  his  product 
for  fear  that  when  he  wanted  to  sell  the  other  man  would  not  want 
to  buy. 

Another  thing  is,  as  I  know  of  my  own  knowledge,  that  a  great 
deal  of  money  was  brought  over  from  Liverpool  and  from  European 
countries,  wmch  was  sent  out  into  the  country  in  cash.  It  toot  up 
that  cotton  which  was  forced  on  the  market  through  stress  of  circiun- 
stances,  and  that  cotton  was  hedged  in  the  future  market.  I  can  say 
from  mv  own  knowledge  that  I  carried  many  thousands  of  bales  of 
cotton  handled  in  just  this  way.  When  things  settled,  the  hedge 
was  gotten  rid  of  and  the  spinner  had  his  cotton  for  whatever  pur- 

Eose  ne  wished.  Right  now  in  New  Orleans  a  great  deal  of  cotton  is 
eing  taken  up  on  March  contract,  which  is  being  distributed  to  the 
mills  through  the  third  party,  who  had  bought  the  future  contract. 
Had  it  not  been  for  that  the  mill  men  could  not  have  bought  the 
cotton  from  the  merchant,  the  merchant  could  not  have  sold  the 
cotton  to  the  mill  men. 

The  Chaibman.  That  phase  of  the  question  has  been  very  fully 
covered. 

Mr.  Glenny.  Now,  there  is  another  thing.  What  brought  about 
the  future  business  and  the  cotton  exchange?    Let  us  look  back 

t'ust  a  Uttle.  The  future  business  and  the  cotton  exchange  was 
wrought  about  through  sheer  necessity,  and  it  was  not  a  thing  that 
suddenly  sprang  into  existence  by  a  preconceived  plan.  It  was  a 
thing  whicn  existed  long  before  the  rules  and  regulations  of  tbe 
exchanges  were  pubUshed  to  the  world.  The  merchuit  bought  or 
sold  cottony  transactions  were  made  in  an  indiscriminate  way 
around  the  cities.  In  New  Orleans  I  know  it  was  true.  The  exchange 
simply  was  brought  about  to  see  that  fair  play  was  given  to  the 
buyer  and  the  seUer  for  the  protection  of  everybody. 

The  Chaieman.  That  phase  of  the  subject  has  also  been  pretty 
thoroughly  covered,  and  perhaps  it  would  meet  the  necessities  of 
the  present  case  if  you  would  permit  me  to  ask  you  just  a  few  ques- 
tions. 

Mr.  Glenny.  Yes. 

The  Chairman.  About  the  nature  of  your  future  transactions  J 

Mr.  Glenny.  Yes. 
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The  Chairman.  Is  it  the  practice  of  the  brokers  on  your  exchange 
to  execute  orders  that  may  come  to  them  for  future  contracts,  from 
anybody  who  is  financially  responsible,  or  who  sends  a  check  along 
with  the  order  ? 

Mr.  Glenny.  From  anybody  that  I  know  or  feel  satisfied  is  a 
responsible  party.  Bear  in  mmd  that  if  a  man  is  not  responsible  I 
stand  between  him  and  the  other  man,  and  I  would  lose  my  money. 

The  Chairman.  My  question  had  reference  to  orders  that  came 
from  people  whom  you  do  not  know,  over  the  country. 

Mr.  Glenny.  I  naturally  would  not  trade  with  a  man  I  did  not 
know  anything  about. 

The  Chairman.  Not  even  if  his  order  contained  a  check  for  a  rea- 
sonable margin  ? 

Mr.  Glenny.  Not  unless  within  my  discretion,  and  I  had  Brad- 
street  and  Dun  to  refer  to.  If  a  man  has  not  credit  I  do  not  want 
his  business,  and  I  care  not  for  his  margin. 

The  Chairman.  I  think  you  see  what  I  am  driving  at. 

Mr.  Glenny.  Yes;  I  see.  I  would  rather  have  moral  responsi- 
bility than  cash. 

The  CHAiRBiAN.  You  are  answering  as  you  would  answer  if  you 
were  in  the  banking  business;  but  the  general  impression  is  round 
about  the  country,  jou  know,  that  Tom,  Dick,  and  Harry  can  gamble 
on  the  exchanges  simply  by  putting  up  a  small  mar^. 

Mr.  Glenny.  Mr.  Scott,  I  will  show  you  what  gives  rise  to  that. 
You  are  confusing — and  it  is  unfortunate  that  it  is  so,  but  it  is — the 
bucket  shop  with  the  cotton  exchange. 

The  Chairman.  Oh,  I  am  not  confusing  the  two  at  all. 

Mr.  Glenny.  In  a  bucket  shop  anybody  can  trade  who  has  money, 
and  the  less  money  he  has  the  better  the  bucket  shop  likes  it. 

The  Chairman.  Yes;  and  I  could  show  you  letters  from  the  brokers 
of  the  Chicago  Grain  Exchange,  which  is  not  a  bucket  shop 

Mr.  Glenny.  I  do  not  know  anything  about  what  they  do. 

Tlie  Chairman  (continuing).  Which  make  it  perfectly  patent  that 
anybody  who  will  send  in  an  order  for  5,000  bushels  of  wheat  and 
cover  it  with  a  check  to  the  amount  of  4  cents  a  bushel  can  have  that 
order  executed.     What  I  was  driving  at 

Mr.  Glenny.  I  do  not  know  about  that,  but- 


The  Chairman.  Will  you  please  wait  until  I  finish  my  question, 
so  as  to  keep  the  record  straight?  I  was  trying  to  find  out  whether 
any  such  transactions  as  that  were  carried  on  on  the  New  Orleans 
Cotton  Exchange. 

Mr.  Glenny.  I  would  not  permit  a  man  that  I  knew  nothing  of  to 
operate  on  my  books,  even  with  a  margin.  If  he  put  up  a  margin, 
or  course,  that  would  buy  the  cotton,  that  would  be  a  different 
matter. 

The  Chairman.  Do  you  think  your  practice  in  that  respect  is 
followed — — 

Mr.  Glenny.  I  think  it  is  very  general. 

The  Chairman.  If  you  will  just  wait  until  I  finish  my  questions,  I 
will  be  obliged  to  you.  The  reporter  can  not  get  his  record  right  if 
we  both  talk  at  once.  I  will  repeat  the  question.  Do  you  know  to 
what  extent  the  practice  which  you  say  you  follow  is  followed  by 
other  members  of  the  New  Orleans  exchange  ? 
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Mr.  Glenny.  I  have  access  only  to  my  own  books,  and  as  a  matter 
of  fact  I  do  not  know;  but  in  my  opinion,  I  believe  the  business  is 
not  done  as  you  describe.  A  man  must  know  something  of  the 
responsibility  of  the  parties  who  are  trading  on  his  books. 

The  Chairman.  Mr.  Thompson  suggested  that  perhaps  one  way  to 
reach  the  evil  of  overspeculation,  or  speculation  only,  on  the  exchanges 
might  be  to  require  greater  margins  to  be  put  up.  If  margins  are  not 
accepted  on  the  exchange,  if  transactions  are  wholly  a  question  of 
credit,  and  brokers  on  the  exchange  do  not  do  busmess  except  for 
persons  whom  they  know,  there  would  not  be  much  of  an  opportunity 
to  enforce  that  kind  of  a  rule,  would  there  ? 

Mr.  Glenny.  I  might  know  a  man,  and  yet  deem  that  that  man 
was  required  to  put  up  a  margin.     I  would  therefore  ask  a  maigin  in 

Proportion  to  the  credit  I  thought  he  ought  to  have.  Some  men  I 
ave  asked  $10  a  bale  from  this  year.  Others  I  have  asked  nothing 
from.    I  have  no  fixed  rule  as  to  the  amount  of  mai^in  I  require. 

The  Chairman.  But  so  far  as  you  know,  that  is  not  the  custom  of 
the  members  of  the  New  Orleans  Exchange,  to  execute  the  order  of 
anvbodv  who  may  send  them  in  a  margin  with  the  order  ? 

Mr.  CjLenny.  1  do  not  think  it  is. 

The  Chairman.  With  a  check  for  a  mai^gin  ? 

Mr.  Glenny.  No,  sir;  I  do  not  think  it  is. 

The  Chairman.  Unless  you  have  something  further  to  offer,  I 
beUeve  there  is  nothing  more.  We  are  very*  much  obliged  to  you. 
Mr.  Thompson,  did  you  wish  to  present  any  other  members  of  your 
committee  ?     We  have  only  a  very  few  minutes  left. 

Mr.  Thompson.  No,  sir;  we  have  have  had  all  the  opportunity  we 
desire. 

The  Chairman.  We  are  very  much  obliged  for  the  information  ycm 
have  given  the  committee. 

Mr.  Neville,  will  you  be  kind  enough  to  respond  to  a  question  or 
two? 

Mr.  Neville.  Yes,  sir. 

ADDITIONAL  TESTIHOlfT  OF  MB.  GEOBGE  W.  IfEVILLE. 

(The  witness  had  been  previously  sworn.) 

The  Chairman.  Since  you  were  before  the  committee  on  the  former 
hearing  I  have  come  into  possession  of  two  or  three  reports  from  a 
committee  which  was  formed  for  the  purpose  of  circulating  informa- 
tion as  to  the  plan  proposed  to  extend  the  system  of  certificating  cot- 
ton, of  which  committee  Mr.  James  F.  Maury  was  chairman.  You 
are  f amiUar  with  the  reports  of  that  committee  ? 

Mr.  Neville.  Not  entirely.  The  matter  is  something  that  the 
committee  has  considered  for  a  number  of  years,  but  as  they  have 
gotten  along  and  thought  that  they  had  one  part  of  it  about  worked 
out,  they  have  run  against  legal  obstacles,  so  that  they  had  to  recon- 
sider it,  and  I  think  the  entire  report  is  to-day  in  the  hands  of  the  com- 
mittee, who  are  trying  to  overcome  some  legal  objections  in  the  way  of 
issuance  of  warehouse  receipts  in  the  southern  warehouses;  that  is,  to 
make  them  conform  to  requirements  necessary  so  that  the  banks 
would  advance  money  on  them. 

The  Chairman.  I  should  Uke  to  read  just  a  few  extracts  from  the 
third  report  of  this  committee,  to  give  you  and  the  members  of  the 
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committee  an  idea  of  the  sentiments  that  are  expressed  there.    They 
say,  on  page  2  of  this  third  report : 

Some  of  our  membeni  fear  that  because  it  will  be  made  possible  to  fulfill  our  con- 
tract it  will  diminish  the  speculative  business. 

That  would  seem  to  imply  that  the  present  contract,  which  this 
committee  is  seeking  to  change,  was  at  the  time  such  that  it  would  not 
be  fuIfiUed :  wid  it  would  also  seem  to  imply  that  some  members  of 
the  New  York  Cotton  Exchange  would  look  upon  the  diminution  of 
the  speculative  business  of  that  exchange  as  an  evil.  Those  are  fair 
implications,  are  they  not,  both  of  them  ? 

Mr.  Neville.  No.  I  would  say  that,  on  the  face  of  it,  it  might 
seem  fair  to  one  who  was  not  famiUar  with  the  composition  of  tnat 
committee  or  with  the  business  conducted  on  the  excnange.  I  want 
to  state  to  you  gentlemen  that  Mr.  Maury,  as  Mr.  Marsh  stated,  is 
one  of  our  very  respected  members,  but  he  has  not  been  in  the  active 
cotton  business  for  a  great  many  years;  and  when  I  say  a  great  many 
years  I  do  not  mean  five  years,  or  ten  years,  but  more  than  that. 
That  is  one  of  his  hobbies,  and  when  people  have  hobbies  the  New 
York  Cotton  Exchange  is  always  ready  to  give  them  an  opportunity 
to  work  them  out  and  see  if  they  can  be  made  of  practical  benefit. 
I  put  that  proposition  as  to  the  value  of  spinning  grades  of  cotton 
before  your  committee.  I  want  to  say  that  I  am  looked  upon  as 
having  wheels  in  my  head  on  that  subject;  but  I  think  I  am  going 
to  maKe  good  on  it.  I  think,  while  on  its  surface  that  report  would 
indicate  what  you  have  said,  when  you  know  the  composition  of  the 
committee  and  the  difficulties  they  have  to  overcome  in  the  differ- 
ences in  the  laws  in  the  Southern  States  regarding  the  liability  of 
warehouse  receipts  you  will  not  look  upon  it  in  that  way.  The  banks 
are  not  free  lenders  of  money,  except  in  two  States,  on  warehouse 
receipts. 

^  The  Chairman.  I  am  not  interested  in  the  plan  that  the  report  was 
discussing;  but  the  report  contains  statements  that  seemed  to  be 
extremely  simificant  as  to  the  present  method  of  conducting  business 
on  the  New  York  exchange.  In  yoiu*  answer  to  all  of  these  reflections 
upon  those  methods,  I  imderstand  you  to  express  a  different  opinion  ? 

Mr.  Nbville.  Yes. 

The  Chairman.  And  so  I  will  not  ask  you  to  answer  any  more;  but 
I  would  like  to  read  just  one  more  extract  here. 

Mr.  Hubbard.  Just  one  thing  on  that  line,  Mr.  Chairman.  I  think 
the  meaning  of  that  is  that  the  contract  would  be  fulfilled  in  other 
places  besides  New  York;  that  is,  that  cotton  would  be  deUvered  n 
Augusta,  or  Norfolk,  or  Memphis,  or  Columbia,  S.  C,  instead  of  being 
delivered  in  New  York. 

The  Chairman.  Well,  that  construction  could  hardly  be  put  upon 
the  paragraph  which  I  shall  now  read,  from  page  8  of  this  third  report: 

The  almost  entire  divorce  of  the  spot  busineee  from  the  future  business  in  our  market 
"has  caused  a  fabe,  an  unfortunate,  and  a  very  hurtful  idea  to  prevail  in  our  exchange, 
especially  among  the  younger  ana  more  recent  members.  The  two  kinds  of  business 
are  considered  as  inimical.  The  buyers  and  the  sellers  of  futures  are  considered  as 
natural  enemies.  The  buyer  is  supposed  to  buy  futures  because  the  cotton  will  not 
(we  had  almost  written  "can  not")  be  delivered  to  him;  and  the  seller  is  supposed  to 
«ell  because  the  buyer  does  not  want  the  cotton  and  will  not  call  for  it.  It  is  needless 
to  say  that  this  is  reducing  legitimate  business  and  legitimate  speculation  to  the  basis 
of  gambling;  it  brings  discredit  on  the  exchange  and  its  members.  The  exchange 
must  take  we  position,  before  the  country  and  the  law,  that  its  contracts  are  genuine 
}>UBiness  and  not  gambling — 
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That  implies,  certainly,  that  the  present  portion  of  the  exchange 
gives  the  countrv  warrant  for  the  understanding  that  its  contracts 
are  not  now  genuine  business,  but  are  mere  gambling — 

because  they  can  be  fulfilled  whenever  delivery  is  called  for,  and  that  every  procan- 
tion  is  taken  to  insure  the  validity  of  the  contract.  How  can  we  claim  this  poeition 
if  we  depend  upon  a  stock  so  small  that  it  tempts  wealthy  gamblers  at  almost  any 
time  to  ** corner"  our  market. 

If  those  conditions  exist  to  any  extent,  Mr.  Neville,  have  you  any 
suggestion  to  make  as  to  changes  that  might  be  made  in  your  rules 
that  would  eliminate  the  evils  which  have  given  rise  to  the  distrust 
under  which  the  exchange  is  now  resting  ? 

Mr.  Neville.  That  is  the  opinion  of  Mr.  Maury  as  chairman  of 
that  committee,  in  which  I  do  not  concur.  In  the  conditions  that  he 
describes  there  he  entirely  overlooks  two  important  factors.  He  takes 
the  stock  of  cotton,  the  certificated  stock,  in  New  York  as  being  all 
the  available  stock  against  the  contracts  that  may  be  out  in  maricet, 
when  as  a  matter  of  fact  that  stock  embraces  cotton  owned  by  cot- 
ton merchants  who  have  hedged  that  cotton  on  the  New  York  market 
by  seUing  contracts.  Whether  that  cotton  is  stored  in  Oklahoma 
City  or  in  Galveston  or  in  Houston  or  any  other  interior  southern 
market,  wherever  it  may  be,  in  case  of  necessity  that  cotton  is  either 
brought  there  for  deUvery  or  is  bought  in  and  transferred  to  someone 
else  to  dehver.  I  want  to  illustrate  that  with  this  one  illustration 
right  here.  My  firm  to-day  has  cotton  stored  in  Houston,  Tex.,  and 
in  several  warenouses  in  South  Carolina,  and  we  have  future  contracts 
sold  against  them.  Now,  if  we  can  not  sell  the  spot  cotton  to  spinners 
between  now  and  May,  that  cotton  comes  to  New  York  and  is  deliv- 
ered on  May,  so  that  it  is  just  as  much  New  York  stock  as  if  it  was 
part  of  the  146,000  bales  certificated  there  to-day. 

The  Chairman.  Yes;  that  ground  was  very  carefully  covered  in 
your  previous  statement,  and  I  think  we  all  understand  your  position 
upon  that,  and  your  answer  to  the  specific  attack.  What  I  am  now 
trying  to  get  your  answer  upon  is  this:  Admitting,  as  I  think  you  do, 
that  it  is  unfortunate,  to  say  the  least,  that  outsiders — rank  outsiders 
knowing  nothing  about  tne  cotton  business— should  be  able  to 
engage  m  future  transactions  on  any  exchange  with  no  other  thought 
in  their  minds  than  to  gamble  on  the  margin  of  prices,  have  you  any 
thought  in  your  mind,  admitting  that  to  be  so,  as  to  a  remedy  ? 

Mr.  Neville.  Yes,  I  have  two  ideas  of  a  remedy.  One  is  to  raise 
the  cash  margin  so  high  as  to  prohibit  it,  and  the  other  is  to  appoint 
a  guardian  by  law  for  those  people. 

The  Chairman.  Well,  we  will  not  consider  the  second:  but  how 
can  you  raise  the  margin  so  high  as  to  prohibit  it,  in  the  face  of  the 
statements  made  by  yourself  and  other  gentlemen,  that  no  margin  is 
required  when  a  man  is  regarded  as  solvent  ? 

Mr.  Neville.  Simply  because  the  fact  has  been  referred  to  here 
by  other  gentlemen  and  myself  that  the  moral  standing  and  worth 
of  a  man  are  looked  to  by  us  rather  than  the  margin  that  a  man 
puts  up,  you  must  not  overlook  the  fact  that  that  class  of  men  have 
some  right  to  buy  or  sell  cotton.  Now,  you  asked  me  about  a  rank 
outsider  who  wants  to  speculate.  He  is  not  the  man  we  have  been 
talking  about.     They  are  two  distinct  classes  of  people. 

The  Chairman.  Well,  I  will  not  go  any  further  on  that. 

Mr.  Thompson.  Mr.  Chairman,  win  you  indulge  me  just  a  moment ! 

The  Chairman.  Yes. 
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Mr.  Thompson.  In  my  testimony  before  the  committee  I  made  the 
statement  that  we  have  had  one  revision  this  year.  Now,  in  the 
record  that  statement  will  appear  without  any  qualification.  I  want 
simply  to  state  that  the  reason  there  has  been  but  one  revision  of 
grade  differences  is  that  this  crop  has  been  an  early  crop  and  a  high- 
grade  crop,  and  there  have  not  those  changes  occurred.  In  other 
words,  the  changes  in  our  market  take  place  and  the  revisions  take 
place  when  the  changes  require  them. 

Mr.  Glenny.  I  want  to  add  to  that,  that  it  is  a  law  in  the  exchange 
that  any  member  of  the  exchange  can  call  into  question,  through  the 
secretary  of  the  exchange,  the  differences  or  the  price  of  the  spot- 
cotton  market.  It  is  mandatory  upon  the  secretary  of  the  exchange 
to  call  that  committee  together,  and  for  the  committee  to  go  out  and 
examine  and  see  whether  the  complaint  of  the  member  is  correct  or 
not.  That  is  done  so  as  to  absolutely  put  it  within  the  power  of 
anybody,  large  or  small,  to  get  justice  on  the  exchange. 

The  Chairman.  At  various  times  during  these  hearings  the  report 
of  Mr.  Herbert  Knox  Smith  has  been  imoer  discussion,  and  at  some 
time  the  question  has  been  raised  as  to  his  qualification  for  conduct- 
ing that  inquiry,  and  as  to  the  sources  of  the  information  which  he 
embodied  in  his  report.  I  thought  it  only  fair  to  ask  Mr.  Smith  to 
send  to  the  committee  a  brief  statement  in  answer  to  those  questions, 
and  he  has  done  this,  and  I  will  take  the  liberty,  without  objection, 
of  filing  this  statement  as  a  part  of  the  record. 

In  closing  these  hearings  1  should  like  to  say  to  Mr.  Brooks,  and  to 
Mr.  Neville  and  his  committee,  and  to  Mr.  Thompson  and  his  com- 
mittee, that  the  Committee  on  Agriculture  feels  under  great  obliga- 
tions to  each  and  all  of  you  for  the  information  you  have  given  us 
and  for  the  patience  and  good  humor  with  which  you  have  siibmitted 
to  the  interrogatories.  We  realize  that  we  have  lor  consideration  an 
extremely  important  question,  one  that  touches  practically  a  great 
many  wide  interests,  and  there  is  no  thought  or  disposition  on  the 
part  of  any  member  of  this  committee  to  do  anything  else  than  to 
give  the  most  careful  consideration  to  the  opinions  which  have  been 
expressed  here,  and  to  weigh  most  deliberately  the  information  which 
has  been  brought  before  the  committee.  Have  any  members  of  the 
committee  an;^hing  further  to  say  t 

Mr.  Mabsh.  Mr.  Chairman,  may  I  ask  whether  the  statement  of 
Mr.  Herbert  Knox  Sniith  is  to  be  embodied  in  the  record  t 

The  Chairman.  It  is  to  be  embodied  in  the  hearings.  It  ia  not 
controversial  at  all.  He  simply  states  the  sources  from  whidi  he 
drew  his  information,  the  places  which  he  visited,  and  other  facts 
connected  with  the  report,  and  summarizes  very  briefly  the  con- 
clusions reached  in  the  report.  There  is  nothing  controversial  in  it, 
whatsoever. 

STATEMEITT  OF  MB.  HEBBEBT  KITOX  SMITH,  COMMISSIONEB  OF 
THE  BUBEAXT  OF  COBPOBATIOHS. 

Mr.  Smith.  Whatever  special  knowledge  I  have  of  the  facts  of 
speculation  is  based  mainly  on  the  investigation  made  by  the  Bureau 
of  Corporations  into  the  cotton  exchanges.  A  resolution  of  the 
House  of  Representatives  of  February  4,  1907,  requested  us  to  make 
a  particular  study  of  the  influence  upon  the  prices  of  cotton  exerted 
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by  the  character  of  future  contracts  on  cotton  exchanges  and  ddiv- 
eries  made  thereon. 

Pursuant  to  this  resolution,  the  bureau  has  made  a  complete  report 
in  five  parts,  parts  1,  2,  and  3  having  been  issued  in  May,  1908,  and 
parts  4  and  5  in  December,  1909,  covering  a  total  or  about  909 
printed  pages. 

In  -these  reports  we  set  forth  most  of  the  evidence  before  us,  all  <rf 
the  essential  tacts  and  the  conclusions  from  those  facts,  having  done 
this  in  the  most  thorough,  serious,  and  careful  manner  possible.  I 
do  not  have  anythmg  to  add  to  the  discussion  therein  contained,  nor 
do  I  now  desire  to  discuss,  offhand,  and  without  referring  to  the  great 
mass  of  evidence  which  we  have  used,  the  facts  and  conclusions 
which  we  have  already  completely  and  carefully  elaborated  and 
printed.  Any  such  offhand  discussion  would  necessarily  be  extreme^ 
mcomplete,  because  no  man  can  carry  such  a  mass  of  data  in  his 
head,  and  would  be  merely  a  most  unsatisfactory  rehash  of  the  com- 
plete printed  discussion.  In  other  words,  were  I  to  enter  into  any 
such  detailed  discussion  I  would  simply  be  obhged  to  read  what  we 
have  already  printed. 

My  sole  purpose  in  availing  myself  of  the  invitation  of  the  committee 
is  to  give  the  committee  an  idea  of  the  sources  of  information  upon 
which  the  report  was  based,  the  methods  by  which  it  was  treated,  the 
amount  of  work  involved,  and  certain  other  details  that  bear  upon  the 
validity  of  the  facts  therein  stated. 

A  brief  statement  of  the  nature  of  the  said  report  is  desirable  at 
■  this  point  to  show  the  nature  of  the  evidence  used.  Part  1,  with  nine 
diapters,  deals  principally  with  the  vital  Question  of  so-called  "fixed 
differences,"  a  sjrstem  which  is  used  on  the  New  YorkCotton  Exchange. 
Subsidiary  to  this  is  a  discussion  of  the  alleged  abuse  of  power  by  the 
New  York  revision  committee,  complaints  against  the  commercial 
difference  system,  which  is  used  in  New  Orleans,  and  a  consideration 
of  certain  suggestions  made  .by  various  parties  for  improvements  in 
the  New  York  system. 

This  part  almost  whoUy  consists  of  statements  furnished  by  the 
exchanges  themselves  and  conclusions  directly  deduced  by  the  bureau 
therefrom,  the  evidence  being  submitted  along  with  the  conclusions. 
Both  in  the  case  of  the  discussion  of  fixed  differences  and  on  less 
important  points  views  on  both  sides,  from  various  interests,  are 
quoted.  ,  Price  quotations,  the  principal  data  in  part  1,  are  forcibly 
presented  by  charts. 

Part  2,  with  four  chapters,  deals  with  questions  of  classification  of 
cotton.  The  evidence  consists  mainly  of  figures  furnished  by  the 
exchanges,  quoted  views  of  various  parties,  and  the  only  conclusions 

gut  forward  by  the  bureau  are  based  directly  on  evidence  obtained 
•om  the  exchanges,  with  the  exception  that  the  bureau  points  out 
certain  probably  desirable  residts  from  a  greater  uniformity  of  cotton 
standards. 

Part  3,  with  two  chapters,  discusses  the  range  of  grades  of  cotton 
deliverable,  gives  data  from  the  exchanges  as  to  variety  of  grades 
actually  deUvered,  considers  and  comments  on  various  changes  sug- 
gested, and  quotes  views  of  various  parties.  This  part  dealing,  as  it 
does,  largely  with  suggested  improvements  required  consultation 
with  many  different  interests  in  the  cotton  industry. 
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Part  4  deals  with  the  effect  of  future  contracts  on  the  prices  which 
the  producer  receives  for  cotton,  after  a  r6sum6  of  previous  parts 
and  a  brief  description  of  the  system  of  buying  cotton  in  the  South. 
The  first  two  chapters,  a  very  important  part  of  the  entire  report,  con- 
sist almost  entirely  of  figures  on  prices  obtained  (a)  from  the  various 
exchanges,  and  (6)  from  the  records  of  numerous  cotton  merchants. 
These  prices  are  set  forth  in  about  23  tables.  These  prices  are  then 
reproduced  graphically  in  the  shape  of  14  charts,  wnich  speak  for 
themselves.  Conclusions  in  these  first  two  chapters  are  practically 
mathematical  demonstrations  from  incontrovertible  facts.  The  last 
chapter,  chapter  3,  discusses  a  number  of  arguments  and  objections 
which  have  been  made  to  prior  parts  of  the  l>ureau^s  report,  certain 
legal  questions  of  miuor  importance,  and  certain  elementary  economic 
propositions  which  apparently  needed  to  be  stated  in  view  of  some 
arguments  advanced  by  the  defenders  of  the  New  York  fiixed-differ- 
ence  system. 

It  thus  may  be  said  that  while  a  small  part  of  the  report  deals  with 
questions  open  to  argimient,  probably  nine-tenths  of  it  is  in  the 
nature  of  mathematical  deduction  from  figures  and  market  condi- 
tions, furnished  mainly  by  the  exchanges  themselves  and  members 
of  exchanges,  thrown  into  available  form  by  the  bureau,  and  the  salient 
points  therein  commented  upon. 

As  the  bureau  has  been  carrying  on  at  the  same  time  with  the 
cotton  work  inquiries  into  some  seven  or  eight  other  subjects,  it  is 
obvious  that  most  of  the  field  and  detail  work  on  the  cotton  report 
must,  in  the  first  instance,  be  done  bv  my  assistants.  During  the 
course  of  the  work  I  visited  both  New  i  ork  and  New  Orleans,  talked 
with  members  of  those  two  exchanges,  interviewed  various  dealers  in 
cotton,  and  directed  the  field  and  oflBce  work  of  my  assistants.  Most 
of  the  text  of  the  report  was  written  by  my  assistants,  especially  by 
Mr.  Conant,  now  the  deputy  commissioner  of  the  bureau,  but  all  of 
it  was  read  in  manuscript  and  in  proof  by  me  at  least  three  times, 
was  carefully  revised  by  me,  in  cooperation  with  my  assistants,  ana 
I  digested  it  into  the  shape  of  final  summaries,  so  that  I  was  at  all 
times  strictly  cognizant  of  the  nature  of  the  material,  the  progress 
of  the  work,  and  the  merits  of  our  conclusions. 

I.    EXTENT   OF   FIELD  WORK  DONE. 

Most  of  the  bureau's  work  was  concerned  with  the  only  two  cotton 
exchanges  in  the  country  where  a  future  business  is  conducted,  to 
wit,  those  of  New  York  and  New  Orleans.  The  agents  of  the  bureau, 
however,  visited  many  other  exchanges. 

Territory  covered,— During  the  course  of  the  investigation  the  fol- 
lowing points  were  visited: 

Alabama:  Mobile,  Montgomery,  Selma,  Tuscaloosa. 

Arkansas:  Little  Rock,  Beebe. 

Georgia:  Atlanta,  Augusta,  Lagrange,  Macon,  Savannah,  Union  City. 

Louisiana:  New  Orleans,  Shreveport. 

Massachusetts:  Boston,  Fall  River,  Fitchburg,  New  Bedford. 

Mississippi:  Natchez,  Vicksburg,  Yazoo  City. 

New  Yort:  New  York. 

North  Carolina:  Charlotte,  Goldsboro,  Greensboro,  Raleigh,  Salisbury,  Wilmington. 

Oklahoma:  Oklahoma  City. 

Pennsylvania:  Philadelphia. 

Rhode  Island:  Pawtucket,  Providence. 
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South  Carolina:  BennettsviUe,  Charleston)  Columbia,  Greenville,  Sumter,  Sptr- 
tanburg. 
Tennessee:  Memphis. 
Texas:  Dallas.  Galveston,  Houston,  Waco. 
Virginia:  Norfolk. 

In  visiting  these  various  places  the  representatives  of  the  bureau 
met  cotton  interests  from  numerous  other  points.  For  instance,  at 
Boston  the  treasurers  of  a  number  of  mills  in  northern  New  England 
who  maintain  offices  in  that  city  were  interviewed;  in  New  York  a 
a  number  of  foreign  interests,  including  several  members  of  the  Liver- 

{>ool  Cotton  Association,  were  seen.  Again,  at  the  international  con- 
erence,  at  Atlanta,  in  October,  1907,  there  were  interviewed  a  num- 
ber of  prominent  British  and  continental  spinners  and  manufacturers. 
Interests  interviewed, — Agents  of  the  bureau  interviewed  about  350 
individuals,  the  majority  or  them  being  cotton  merchants,  but  the  list 
also  contains  a  representative  number  of  cotton  factors,  brokers  deal- 
ing in  futures,  planters,  farmers,  representatives  of  producers'  oi^ani- 
zations,  and  many  spinners.  In  all  cases  the  bureau  endeavor^  to 
select  representative  and  well-informed  men  in  all  of  the  respective 
branches  for  the  purpose  of  obtaining  interviews.  Particular  care 
was  taken  to  secure  opinions  from  all  the  different  standpoints  on 
the  important  features.  Officials  of  practically  all  of  the  leading  cot- 
ton exchanges,  as  well  as  miscellaneous  interests — bankers  and  edit- 
ors of  trade  journals — were  interviewed.  Altogether,  approximately 
475  separate  reports  were  made  by  the  field  agents  on  tne  subject. 

n.    CHARACTER   OF   INFORMATION   OBTAINED. 

Information  directly  from  exchanges, — This  includes  copies  of  their 
charters,  by-laws  and  rules,  membership  lists,  and  forms  of  contract. 

By  far  the  most  important  were  very  complete  records  of  prices, 
both  of  spot  cotton  and  future  contracts,  and  also  records  of  tne  vol- 
ume of  future  transactions  up  to  1898,  at  which  time  both  the  New 
York  and  New  Orleans  exchanges  ceased  to  keep  such  a  record. 

There  were  also  secured  from  the  exchanges  ngures  as  to  the  stock 
of  cotton  on  hand,  reiections,  transactions  in  connection  with  the 
inspection  fund  of  the  New  York  exchange,  minutes  of  certain  of  the 
exchange  committees,  copies  of  ^various  correspondence  and  data 
before  some  of  such  committees  on  important  matters,  and  a  larae 
mass  of  testimony  taken  before  a  special  committee  of  the  New  Yont 
Cotton  Exchange. 

By  direct  observation,  also,  the  officers  of  the  bureau  noted  the 
teclmique  of  the  business  methods,  of  the  classification  of  cotton, 
warehousing,  terms  of  delivery,  the  instruments  employed  in  making 
settlements  on  deliveries,  and  famiUarized  themselves  with  the 
details  of  the  business  and  the  terms  employed  therein.  These 
studies  were  made  on  the  spot. 

Information  from  cotton  excJiange  members  and  cotton  merchants. — 
Information  was  obtained  from  cotton-exchange  members  as  indi- 
viduals, mainly  in  the  form  of  interviews,  and  chieflv  concerned 
with  criticisms,  adverse  and  friendly,  on  methods  of  conducting 
business  on  the  exchanges,  particularly  in  New  York  and  New 
Orleans,  and  of  suggestions  for  improvements  and  criticisms  of  such 
suggestions.  In  nearly  every  case  these  interviews  were  reported 
by  a  stenographer. 
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One  very  important  source  of  information  was  from  cotton  mer- 
chants, some  of  whom  were  also  members  of  exchanges,  in  the  shape 
of  extensive  records  of  prices  paid  for  cotton  in  the  mterior. 

Copies  of  transactions  of  some  of  the  most  important  associations 
of  interests  were  also  secured,  such  as  resolutions  of  the  American 
Cotton  Manufacturers'  Association. 

Where  necessary,  certain  legal  points  were  considered  and  judicial 
decisions  cited. 

From  spinners. — ^This  information  was  mainly  in  the  form  of  in- 
terviews, consisting  chiefly  of  criticisms  on  exchange  methods. 

From  producers  and  producers^  organizations. — Here  were  obtained 
the  usual  published  documents,  charters,  by-laws,  etc.  The  prin- 
cipal officers  were  interviewed  as  to  their  opinions  on  cotton  ex- 
ehanges  and  on  their  own  associations. 

m.    FOBGE   AND  TIME   DEVOTED  TO  THE   INVESTIGATION. 

All  the  field  work,  and  much  work  of  drafting  the  report,  was  con- 
ducted under  my  direction  by  two  of  mv  chief  assistants,  one  of 
whom  gave  about  one  hundred  and  ten  days  to  the  work  and  the 
other  about  one  hundred  and  forty  days.  Accompanying  these 
ofiicers  at  various  times  in  the  field  were  also  four  stenographers,  who 
spent  in  such  field  work  an  aggregate  of  about  one  hundred  and  eighty 

The  work  in  the  office  was  even  more  lengthy.  One  of  the  principal 
assistants  spent  in  the  office  in  digesting  the  material  and  pre- 
paring the  report  about  four  hundred  and  twentv  days,  another 
about  two  hundred  and  seventy  days,  and  a  third  about  seventy- 
five  days. 

The  actual  computations  and  tabulation  of  figures,  percentages, 
etc.,  together  with  the  clerical  and  stenographic  work,  comprised  a 
total  of  about  sixteen  hundred  days.  In  other  words,  the  investiga- 
tion occupied  the  time  of  two  of  our  ablest  men,  if  figured  continu- 
ously, for  practically  eighteen  months,  two  other  agents  for  about 
three  and  one -half  months,  and  the  equivalent  of  the  time  of  four 
stenographers  and  clerks  for  eighteen  months.  All  this  was  also 
under  the  constant  supervision  of  myself. 

IV.   TREATMENT   OF  MATERIAL  OBTAINED. 

.The  result  of  the  method  of  investigation  was  a  great  mass  of 
interviews,  statistics,  pamphlets,  and  otner  data.  All  of  this  mate- 
rial was  carefullv  examined,  classified,  and  digested.  From  the 
statistics  in  hand  were  compiled  the  statistical  tables  presented  in 
the  report;  as  already  indicated,  the  figures  used  were  obtained  from 
the  official  records  of  exchanges  and  from  the  records  of  cotton  mer- 
chants. There  can  be  no  question  as  to  their  reliability;  it  is  believed 
that  they  are  the  most  accurate  figures  of  this  character  that  have 
ever  been  published.  In  compiling  the  statistical  data,  particular 
effort  was  made  to  insure  not  only  accuracy  but  fairness  in  presenta- 
tion. Full  explanation  of  the  methods  used  is  made  in  the  report. 
HA  special  feature  of  the  report  and  one  of  great  usefulness  is  that 
the  statistical  data  presented  are  supplemented  by  an  elaborate 
series  of  charts,  thus  often  giving  at  a  glance  the  saUent  featiu'es  of 
the  comparisons. 
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In  the  use  of  the  statements  made  by  persons  mterviewed,  par- 
ticular care  was  taken  that  opinions  for  and  against  each  phase  of 
the  subject  should  be  fairlv  presented.  In  many  cases,  as  will 
appear  from  the  report,  verbatim  statements  have  been  used.  In 
other  cases,  for  the  sake  of  brevity  and  clearness,  the  gist  of  stat^ 
ments  is  presented  in  compact  form.  Anyone  who  reads  the  report 
has  in  suostance  all  of  the  evidence  bearing  on  the  problem,  and  is 
thus  able  to  trace,  step  by  step,  the  considerations  upon  which  the 
conclusions  of  the  biu'eau  are  based. 

Thus  the  entire  report  is  based  very  largely  upon  statistical  evidence 
of  unquestioned  validity,  carefully  secured,  digested,  and  interpreted 
by  men  of  high  ability,  giving  a  great  amount  of  time  to  this  single 
work.  All  the  conclusions  arrived  at  were  tested  by  interviews  with 
men  of  practical  knowledge  in  the  business,  which  confirmed,  from 
the  practical  side,  conclusions  which  were  in  essence  in  the  nature  of 
mathematical  demonstrations.  Very  little  is  contained  in  the  report 
of  mere  opinion  and  nothing  of  bare  assertion. 

Mr.  Marsh.  May  I  ask  another  question  ?  One  or  two  members 
of  the  committee  suggested  to  us  tnat  we  should  file  with  the  com- 
mittee a  brief  covering  the  representations  of  the  New  York  Cotton 
Exchange  in  this  matter.  I  do  not  think  that  you  as  chairman  spoke 
on  that  point.  May  I  ask  you  whether  it  will  be  in  order  for  us  to 
await  the  printing  of  the  full  record  and  then  to  prepare  and  submit 
to  this  committee  a  brief  ?     (See  appendix  following  p.  678.) 

The  Chairman.  If  you  will  permit  me,  I  will  let  the  answer  to 
that  question  rest  untd  I  can  submit  it  to  the  committee;  but  I  will 
take  the  matter  up  and  consider  whether  it  would  be  necessary.  I 
shall  advise  you  later  as  to  that. 

It  has  just  been  brought  to  my  attention  that  Mr.  Sumners,  of 
Texas,  is  here.  Of  course,  I  knew  that  he  was  in  the  room,  but  the 
suggestion  is  now  made  that  he  might  desire  to  make  a  statement. 

Mr.  Sumners  was  before  the  committee  last  vear  and  discussed 
this  question  very  fully  and  intelligently,  but  if  he  desires  now  to 
make  a  brief  statement,  or  if  he  desires  to  file  a  written  brief,  we  will 
be  glad  to  consider  it. 

Mr.  Sumners.  Mr.  Chairman,  I  hardly  know  just  what  to  do 
about  it.  I  think  there  are  some  very  important  matters  in  con- 
nection with  this  subject  that,  so  far  as  I  can  see  from  the  record, 
have  not  been  brought  out.  I  realize  that  this  committee  has  been 
here  very  faithfully  through  all  these  hearings,  and  I  simply  tender 
myself  to  the  conmiittee.  There  are  some  points  here  that  I  think 
are  vital,  and  which  have  not  been  brought  out  so  far  as  I  can  read 
the  record. 

The  Chairman.  May  I  inquire  "how  long  you  expect  to  be  in  town? 

Mr.  Sumners.  I  shall  be  here  to-morrow.  I  regard  this  as  one  of 
the  most  important  legislative  matters  that  has  ever  come  before 
Congress,  in  so  far  as  it  affects  the  whole  industrial  interests  of  the 
South. 

The  Chairman.  The  committee  will  take  it  under  consideration. 
We  can  not  remain  any  longer  to-night. 

Mr.  Sumners.  Yes;  I  understand  you  can  not. 

(At  5  o'clock  p.  m.  the  committee  adjourned.) 
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Subcommittee  of  the  Committee  on  Agbicultube, 

House  of  Repbesentatives, 
Washington,  D.  C,  March  4,  1910. 
The  subcommittee  met  at  11  o'clock  a.  m.,  Hon.  Charles  F.  Scott  in 
the  chair. 

(Subcommittee  composed  of  Messrs.  Scott,  Hawley,  Plumley, 
Lever,  and  Beall.) 

The  Chaibman.  The  measures  under  discussion  having  been  by 
the  full  committee  referred  to  the  subcommittee,  a  meeting  is  held 
at  this  date  for  the  purpose  of  continuing  the  hearings.  Represen- 
tative Hardwick,  of  (Jeorgia,  is  present,  and  the  committee  wiU  be 
be  very  glad  to  hear  any  observations  he  may  have  to  make  on  the 
subject. 

TESTDfOlTT  OF  HON.  THOMAS  W.  HABDWICK,  A  BEPBESENTA- 
TIVE  FBOM  THE   STATE  OF  GEOBGIA. 

Mr.  Habdwick.  Mr.  Chairman,  I  hope  to  be  able  to  commend  my- 
^If  to  the  favorable  consideration  of  the  committee  by  promising  to 
be  very  brief. 

For  some  years,  living  in  the  very  heart  of  the  cotton  belt  of  the 
South,  I  have  been  considering  this  question  and  studying  it  as  a 
man  who  Understands  the  cotton  business  as  a  practical  business, 
and  as  a  man  who  has  had  some  experience  as  a  lawyer.  I  have 
considered  both  phases  of  the  question,  and  I  wish  to  submit  some 
observations  on  both  phases  of  it. 

In  the  first  place,  it  nas  struck  me  for  years,  even  before  I  came  to 
ConOTess,  that  it  was  an  extreme  hardship  for  a  great  people  to  be  the 
football  of  gambling  and  speculating  interests  to  the  extent  that  the 
cotton-proclucing  people  or  the  South  are  and  have  been  for  a  number 
of  years.  Of  course,  when  a  people  produce  anything  they  are  subject 
to  all  the  natural  and  ordinary  vicissitudes  and  changes  and  fluctua- 
tions and  chances  that  come  from  the  laws  of  trade,  the  natural  laws 
of  supply  and  demand;  and  whether  what  they  plant  will  be  worth 
more  or  less  than  it  costs  to  make  it,  or  whether  the  margin  or  profit 
be  small  or  great  of  course  can  not  be  removed  from  the  operation 
of  this  natural  chance,  which  is  controlled  and  governed  by  the 
law  of  supply  and  demand;  but  it  seems  to  me  it  is  an  extremely 
hard  thing  for  many  millions  of  people,  producing  a  great  part  of  the 
wealth  of  the  country,  to  have  this  natural  chance  that  they  must 
undergo  so  greatly  ennanced  by  artificial  causes,  such  as  you  have 
beard  outlined  to  your  committee  and  which  I  will  not  go  over  again 
with  you. 

But  I  want  to  say  this,  Mr.  Chairman:  There  is  another  view  of 
this  matter  that  appealed  to  me  very  forcibly  from  the  beginning, 
and  it  is  a  view  that  has  been  presented  to  me  by  hundreds  of  small 
cotton  buyers  in  the  different  sections  of  the  State  in  which  I  live, 
not  only  in  my  district,  but  in  every  district  in  Georgia.  There  are  a 
number  of  those  men  who  claim  fhat  they  can  not  command  the 
capital  to  buy  the  farmers'  cotton  imless  thay  can  sell  against  what 
they  buy  day  by  day  on  the  boards  in  New  York,  and  for  some  years 
I  have  struggled  in  my  own  mind  with  that  difficulty  in  an  endeavor 
to  frame  a  bill  that  will  draw  the  line  properly  so  as  to  abolish  the 
gambling  transaction,  pure  and  simple,  and  at  the  same  time  leave  to 
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the  man  who  wants  to  buy  the  fanners'  cotton  an  opportunity  to  do 
legitimate  hedging,  if  there  is  such  a  thing  as  legitunate  hedging, 
against  his  daily  purchases  from  the  producers  themselves  in  the  open 
markets  of  the  country. 

At  first  I  was  fearful  that  the  bill  offered  by  the  chairman  and  the 
bill  on  the  same  line  offered  by  my  friend  from  Texas  (Mr.  Burleson) 
did  not  draw  that  Une  properly:  that  it  drew  it  too  stringently  against 
the  man  who  wanted  to  buy  tne  farmers'  cotton  and  who,  tnerefore, 
was  obUged  to  hedge,  if  he  was  a  man  of  smaU  means,  against  his 
pxirchases;  but  I  am  glad  to  say  that  after  careful  consideration  of 
these  bills  I  have  come  to  the  conclusion  that  is  not  true;  that  under 
these  bills  every  legitimate  hedge  is  possible  that  ought  to  be  allowed, 
and  I  am  glad  to  say  that  this  opinion  is  entertained  by  numbers  oi 
small  cotton  buyers  throughout  my  district  and  throughout  other 
parts  of  Georgia,  who  say  that  every  legitimate  transaction  that  is 
permissible  and  that  ought  to  be  fairly  permitted  can  still  be  had 
under  this  bill,  because  if  a  man  goes  out  and  buys  cotton  from  day  to 
day,  as  these  men  do,  he  can  come  within  the  terms  of  this  bill  and 
he  can  sell  futures,  make  a  future-deUvery  contract,  with  an  actual 
intention  to  deUver,  because  he  has  the  cotton  against  the  "future'' 
sale  that  he  has  made.  I  think  the  bill  is  fully  safeguarded  on  that 
point,  and  I  am  willing  to  commit  myself  unreservedly  to  its  pro- 
visions. 

There  is  one  other  thing  I  want  to  call  your  attention  to  before  I 
make  some  observations  on  the  legal  questions  involved  in  this 
lerislation. 

In  connection  with  two  or  three  years'  study  of  this  proposed 
legislation  I  have  investigated  very  closely,  of  course,  as  aouotless 
you  gentlemen  all  have,  the  Louisiana,  lottery  legislation.  I  found 
that  at  first  when  the  Louisiana  lottery  was  first  legislated  against 
the  legislation  was  imperfect  and  incomplete,  in  that  it  did  not  pro- 
tect people  in  the  Umted  States  against  the  distribution  of  lottery 
tickets  if  they  came  from  a  forei^  country.  The  result  was  that 
after  the  Louisiana  lottery  went  out  of  business  under  the  legislation 
directed  against  it  by  Congress  it  was  first  transformed,  I  beUeve,  into 
the  Honduras  National  Lottery,  and  then,  possibly,  into  the  Mexican 
National  Lottery.  There  were  two  or  three  of  these  Central  American 
or  South  American  countries  that  started  successors  to  the  Ix>uisiana 
lottery,  so  that  Congress,  in  1895,  some  years  after  the  legislation 
was  passed,  had  to  amend  the  Louisiana  lottery  legislation  so  as  to 
include  in  it  language  broad  enough  to  cover  the  lottery  business 
when  it  came  from  foreign  countries  as  well  as  our  own,  and  that  was 
done,  if  you  will  permit  me — I  will  put  it  briefly  in  the  record — in 
exactly  these  words,  because  I  have  copied  it  from  the  Revised 
Statutes: 

Be  it  enacted,  etc. — 

I  will  not  read  it  in  full — 

That  any  person  who  shall  cause  to  be  fcgrought  to  the  United  States  from  abroad  for 
the  purpose  of  disposing  of  the  same,  or  deposited  in  or  carried  by  the  mails  of  the 
United  States,  or  carried  from  one  State  to  another  in  the  United  States,  any  lottery 
ticket,  etc. 

That  was  the  language  used  in  prohibiting  the  foreign  transactions. 
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Again,  another  section: 

Or  shaU  cause  anjr  advertisement  of  such  lottery,  etc.^  to  be  brought  into  the  United 
States  or  deposited  in  or  carried  by  the  mails  of  the  United  States,  or  transferred  from 
one  State  to  another  in  the  United  States,  shall  be  punishable,  etc.,  by  imprisonment. 

That  was  the  way  thev  finally  got  at  it  in  the  lottery  legislation. 
The  bills  presented  by  the  chairman  of  this  committee,  and  by  the 
gentleman  from  Texas,  both  sought  to  prohibit  gambling  transactions 
if  they  were  going  from  one  State  to  another  or  to  a  Territory,  or  to 
the  District  of  Columbia,  or  from  or  to  a  foreign  country;  but  in  pro- 
viding the  machinery  for  enforcing  the  law  there  was  no  reference 
made  to  anything  except  telephone  and  tel^raph  companies,  and  to  ' 
the  mails;  and  I  have  suggested  to  the  chairman  and  to  the  gentle- 
man from  Texas,  and  I  want  now  to  submit  to  the  consideration  of 
the  subcommittee,  the  following  amendments  to  the  bill.  I  have 
not  undertaken  to  draw  a  bill  of  my  own,  although  I  have  studied 
this  question  for  years,  because  I  want  to  say — and  I  say  it  in  great 
compliment  to  the  two  gentlemen  to  whom  I  have  referred — that  I 
believe  the  bill  they  have  drawn  is  the  best  that  can  be  presented  on 
this  question.  I  say  that  after  years  of  effort,  because  I  was  not 
able  to  get  anything,  until  I  saw  your  bill,  that  exactly  suited  me. 

On  page  1  of  the  bill,  Une  12,  after  the  word  ''line,  where  it  says 
"telegraph  or  telephone  line'* 

Mr.  Lever.  That  is,  the  Scott  bill  ? 

Mr.  Hardwick.  The  Scott  bill — I  would  insert  ''or  cable,  or  wire- 
less telegraphy  system,  or  otherwise.'' 

The  bill  reads: 

That  it  shall  be  unlawful  for  any  person  or  association  to  send  or  cause  to  be  sent 
from  one  State  or  Territory  of  the  United  States  or  the  District  of  Columbia  to  any 
other  State  or  Territory  of  the  United  States  or  the  District  of  Columbia,  or  to  any 
foreign  country,  or  knowinfl^/^  to  receive  or  knowingly  to  cause  to  be  received  in  any 
State  or  Territory  of  the.  United  States  or  the  District  of  Columbia  from  any  other 
State  or  Territory  of  the  United  States  or  the  District  of  Columbia  or  from  any  foreign 
country,  by  a  telegraph  or  telephone  line. 

I  would  insert  at  that  point  the  words  "or  cable,  or  wireless  tele- 
graphy system,  or  otherwise,*'  so  as  to  exclude  these  gambling  trans- 
actionsy  not  only  from  interstate  but  from  international  commerce. 

Now,  without  following  the  bill,  except  to  say  that  the  same  idea 
is  repeated  in  each  one  of  these  amendments,  and  is  sought  to  be 
carried  out  through  the  entire  body  of  the  bill,  I  propose  the  following 
amendments: 

Page  2,  line  19,  after  the  word  '^Une,"  insert '*or  cable,  or  wireless 
telegraphy  system,  or  otherwise." 

Page  4,  line  2,  after  the  word  '^Une,''  insert  '^or  cable,  or  wireless 
telegraphy  system,  or  otherwise/' 

Page  4,  line  15,  after  the  word  "telephone,''  insert  "or  cable  or 
wireless  telegraphy." 

Page  4,  line  22,  after  the  word  "line,"  insert  "or  cable,  or  wireless 
telegraphy  system." 

Page  5,  line  15,  after  the  word  "telephone,"  insert  "or  cable  or 
wireless  telegraphy." 

Page  5,  line  21,  after  the  word  "line,"  insert  "or  cable,  or  wireless 
telegraphy  system." 

So  that.  Mr.  Chairman,  the  eflPect  of  it  would  be  to  put  everywhere 
in  this  bill  where  these  words  "telegraph  or  telephone  line"  occur 
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the  words  '^ cable  or  wireless  telegraphy  system/'  so  that  when  you 
remember  that  you  have  m  the  bill  afreaay  the  prohibition  agamst 
this  sort  of  transactions  coming  from  or  going  to  a  foreign  country, 
you  have  the  appliances  by  which  they  would  be  sent  to  or  received 
from  a  foreign  country  included  as  well. 

Those  are  the  amendments  I  propose.  They  are  technical  only, 
but  at  the  same  time  I  think  they  are  not  without  some  importance, 
because  I  fear  that  without  those  amendments  and  without  full  and 
adequate  machinery  being  provided  on  this  point,  the  effect  of  this 
legislation  might  be  to  transfer  the  larger  transactions  of  the  char- 
acter we  are  seeking  to  prohibit  and  abolish  to  Liverpool,  Bremen, 
Havre,  or  some  other  foreign  exchange,  just  as  was  done  in  the  case 
of  the  Louisiana  lottery;  and  these  amendments  are  respectfully 
offered  to  your  subcommittee  with  that  view  in  mind. 

There  is  one  other  phase  of  tliis  question  that  I  wanted  briefly  to 
discuss  with  the  conmiittee.  It  has  not  been  discussed,  so  far  as  I 
have  heard,  and  I  do  not  think  there  is  any  other  feature  of  it  that  has 
not.  The  other  questions  seem  to  have  been  thoroughly  covered 
by  both  the  evidence  and  the  arguments  pro  and  con  on  this  proposi- 
tion, and  I  expect  it  is  hardly  necessary  to  go  into  a  discussion  or  the 
legal  principles  on  which  this  legislation  rests.  At  the  same  time,  as 
all  the  members  of  the  committee  are  not  lawyers,  and  probablv  as 
some  of  them  who  are  lawyers  have  not  thought  about  it  very  closely — 
I  ought  not  to  say  that.  I  mean,  they  live  m  a  different  section  from 
where  I  live,  ana  have  not  had  the  same  amount  of  interest  in  this 
subject,  and  they  may  not  have  had  occasion  to  investigate  it,  and  I 
feel  the  committee  will  excuse  me  if  I  touch  on  that  side  of  the 
question. 

I  have  no  doubt,  in  my  own  mind  that  this  legislation  is  perfectly 
constitutional  and  can  and  will  be  enforced  by  the  courts  of  the 
United  States  without  the  slightest  hesitation  or  doubt.  In  prin- 
ciple it  seems  to  me  to  rest  entirely  upon  the  basis  of  the  lottery  case 
and  of  course  of  the  cases  in  the  Supreme  Court  that  have  followed 
that  great  decision. 

Of  course  there  have  always  been  two  lines  of  thought  about  the 
regulation  of  interstate  commerce.  The  old  fashioned,  and,  if  I  may 
say  so,  democratic  idea  was  that  the  power  to  regulate  commerce 
between  the  States  did  not  include  the  power  to  pronibit  it.  On  the 
other  hand,  the  broad  or  the  liberal  construction  of  the  interstate 
commerce  clause  was  that  under  the  power  to  regulate,  the  power  to 
prohibit  was  necessarily  included ;  and  at  the  other  end  of  the  Capitol 
a  distinguished  Senator  from  Indiana  has  carried  that  doctrine  so  far 
as  to  say  on  the  floor  of  the  Senate  that  the  Congress  of  the  United 
States  could^  if  it  so  desired,  prohibit  the  carriage  through  any  of  the 
channels  of  interstate  commerce  of  any  article  simply  because  it  was 
made  by  a  redheaded  man  or  a  blue-eyed  woman,  whether  the  article 
was  inherently  sound  or  not. 

I  do  not  go  that  far,  and  we  do  not  have  to  go  that  far  in  this  legis- 
lation. So  far  as  I  am  concerned,  I  think  we  are  safe  in  resting  on  the 
adjudications  of  the  courts  when  we  undertake  to  pass  this  legislation. 
In  the  lottery  case,  the  official  name  of  which  is  Champion  v.  Ames, 
reported  in  188  United  States,  page  321,  I  want  to  call  the  attention 
of  the  subcommittee  briefly  to  the  principles  announced  by  Justice 
Harlan,  who  delivered  the  majority  opinion.     He  said  this: 
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The  appellant  insista  that  the  carrying  of  lottery  tickets  from  one  State  to  another 
State  by  an  express  company  engaged  m  carrying  freight  and  packages  from  State 
to  State,  although  such  tickets  may  be  contained  in  a  box  or  package,  does  not  con- 
stitute, and  can  not  by  any  act  of  Congress  be  legally  made  to  constitute,  commerce 
among  the  States  within  the  meaning  of  the  clause  of  the  Constitution  of  the  United 
States  providing  that  Congress  shall  nave  power  "to  regulate  commerce  with  foreign 
nations,  and  am<Sng  the  several  States,  and  with  the  Indian  tribes;"  consequently, 
that  Congress  can  not  make  it  an  offense  to  cause  such  tickets  to  be  carried  m>m  one 
State  to  another. 

The  Government  insists  that  express  companies  when  engaged,  for  hire,  in  the  busi- 
ness of  transportation  from  one  State  to  another  are  instrumentalities  of  commerce 
among  the  States — 

Let  me  say  here  that  this  same  argument  would  apply  to  telegraph 
and  telephone  companies  also  as  we  undert^e  to  apply  it  in  this, 
bill 

that  the  carrying  of  lotterv  tickets  from  one  State  to  another  is  commerce  which 
Congress  may  regulate;  and  that  as  a  means  of  executing  the  power  to  regulate  inter- 
slate  commerce  Congress  may  make  it  an  offense  against  the  United  States  to  cause 
lottery  tickets  to  be  carried  from  one  State  to  another. 

The  (questions  presented  by  these  opposing  contentions  are  of  great  moment,  and 
are  entitled  to  receive,  as  they  have  received,  the  most  careful  consideration. 

What  is  the  import  of  the  word  "commerce"  as  used  in  the  Constitution?  It  iff 
not  dbfined  by  that  instrument.  Undoubtedly,  the  carrying  from  one  State  to  another 
by  independent  carriers  of  things  or  commodities  that  are  ordinary  subjects  of  traffic, 
and  which  have  in  themselves  a  recognized  value  in  money,  constitutes  interstate 
commerce.  But  does  not  commerce  am(Mig  the  several  States  include  something 
more?  Does  not  the  canying  from  one  State  to  another,  by  independent  carriers, 
d  lottery  tickets  that  entitle  the  holder  to  the  payment  of  a  certain  amount  of  money 
therein  specified  also  constitute  commerce  among  the  States? 
^  It  is  contended  by  the  parties  that  these  questions  are  answered  in  the  former  deci- 
sions of  this  court,  the  Government  insisting  that  the  principles  heretofore  annoimced 
support  its  position,  while  the  contrary  is  confidently  asserted  by  the  appellant.  Thia 
makes  it  necessiuy  to  ascertain  the  import  of  such  decisions.  Upon  iDAt  inquiry  we 
now  enter,  premising  that  some  propositions  were  advanced  in  argument  that  need  not 
be  considered .  In  tne  examination  of  former  judgments  it  will  be  beet  to  look  at  them 
somewhat  in  the  order  in  which  they  were  rendered.  When  prior  adjudications  have 
thus  been  collated  the  particular  groimd  upon  which  the  judgment  in  the  present  case 
must  necessarily  rest  can  be  readily  determined. 

I  will  not  put  all  of  this  in  the  record,  but  I  want  to  read  what  the 
court  said  about  the  merits  of  this  question  after  they  got  through 
reviewing  the  former  decisions  of  the  court : 

This  reference  to  prior  adjudications  could  be  extended  if  it  were  necessary  to  do  so. 
The  cases  cited,  however,  sufficiently  indicate  the  grounds  upon  which  this  court  has 
proceeded  when  determining  the  meaning  and  scope  of  the  commerce  clause.  They 
show  that  commerce  among  the  States  embraces  navigation,  intercourse,  communica- 
tion,  traffic,  the  transit  of  persons,  and  the  transmission  of  messages  by  telegraph. 

The  court  refers  to  the  telegraph  case,  of  course,  in  this  opinion. 

They  also  show  that  the  power  to  regulate  commerce  among  the  several  States  is 
vested  in  Congress  as  absolutely  as  it  would  be  in  a  single  government  having  in  its 
constitution  the  same  restrictions  on  the  exercise  of  the  power  as  are  foimd  in  the  Con- 
stitution of  the  United  States;  that  such  power  is  plenary,  complete  in  itself,  and  may 
be  exerted  by  Congress  to  its  utmost  extent,  subject  only  to  such  limitations  as  the 
Constitution  imposes  upon  the  exercise  of  the  powers  granted  by  it;  and  that  in  deter- 
mining the  character  of  the  regulations  to  be  adopted  Congress  has  a  large  discretion 
which  is  not  to  be  controlled  by  the  courts,  simply  because,  in  their  opinion,  such 
regulations  may  not  be  the  best  or  most  effective  that  could  be  employed. 

We  come,  then,  to  inquire  where  there  is  any  solid  foimdation  upon  which  to  rest 
the  contention  that  Congress  may  not  regulate  tne  carrying  of  lottery  tickets  from  one 
State  to  another,  at  least  by  corporations  or  companies  whose  business  it  is,  for  hire, 
to  carry  tangible  property  from  one  State  to  another.  It  was  said  in  argument  that 
^ttery  tickets  are  not  of  any  real  or  substantial  value  in  themselves,  and  therefore  are 
not  subjects  of  commerce.    If  that  were  conceded  to  be  the  only  l^al  test  as  to  what 
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are  to  be  deemed  subjects  of  the  commerce  that  may  be  reeulated  by  CongreaB, 
we  can  not  accept  as  accurate  the  broad  statement  that  such  tickets  are  of  no  value. 
Upon  their  face  they  show  that  the  lottery  company  offered  a  large  capital  prize,  to 
be  paid  to  the  holder  of  the  ticket  winning  the  prize  at  the  drawing  advertised  to  be 
held  at  Asuncion,  Paraguay.  Money  was  placea  on  deposit  in  different  banks  in  the 
United  States  to  be  applied  by  the  agents  representing  the  lottery,  company  to  the 
prompt  payment  of  prizes.  These  tickets  were  the  subject  of  traffic;  they  could  have 
oeen  sold;  and  the  holder  was  assured  that  the  company  would  pay  to  him  the  amount 
of  the  prize  drawn.  That  the  holder  might  not  have  been  able  to  enforce  his  claim 
in  the  courts  of  any  country  making  the  dSawing  of  lotteries  illegal,  and  forbidding  the 
•circulation  of  lottery  tickets,  did  not  change  the  fact  that  the  tickets  issued  by  the 
foreign  company  represented  so  much  money  payable  to  the  person  holding  them  and 
who  might  draw  the  prizes  affixed  to  them.  Even  if  a  homer  did  not  draw  a  prize, 
the  tickets,  before  the  drawing,  had  a  money  value  in  the  market  among  those  who 
•chose  to  sell  or  buy  lottery  tickets.  In  short,  a  lottery  ticket  is  a  subject  of  traffic,  and 
18  so  designated  in.the  act  of  1895. 

That  is  the  act  I  read  from  in  the  beginning. 

**That  fact  is  not  without  significance  in  view  of  what  this  court  has  said.  That  act, 
coxmsel  for  the  accused  well  remarks,  was  intended  to  supplement  the  provisions  of 
prior  acts,  excluding  lottery  tickets  from  the  mails,  and  prohibiting  the  importation 
of  lottery  matter  from  abroad,  and  to  prohibit  the  act  of  causing  lottery  tickets  to  be 
carried,  and  lottery  tickets  and  lottery  advertisements  to  be  transferred  from  one  State 
to  another  by  any  means  or  method.  (15  Stat.  L.,  196,  chap.  246;  17  Stat.  L.,  302, 
chap.  335;  19  Stat.  L.,  90,  chap.  186;  Rev.  Stat.,  par.  3894,  U.  S.  Comp.  Stat.,  1901, 
p.  2659;  26  Stat.  L.,  465,  chap.  908;  28  Stat.  L.,  963,  chap.  191,  U.  S.  Comp.  Stat.  1901, 
p.  3178.) 

We  are  of  opinion  that  lottery  tickets  are  subjects  of  traffic,  and  therefore  are  subjects 
of  commerce,  and  the  regulation  of  the  carriage  of  such  tickets  from  State  to  State,  at 
least  by  independent  carriers,  is  a  regulation  of  commerce  among  the  several  States. 

Now,  here  comes  the  vital  point  of  the  decision  on  the  question 
suggested: 

But  it  is  said  that  the  statute  in  question  does  not  regulate  the  carrying  of  lott^ 
tickets  from  State  to  State,  but  by  punishing  those  who  cause  them  to  be  so  carried 
Congress  in  effect  prohibits  such  carrying;  that  in  respect  of  the  carrying  from  one 
Stato  to  another  of  articles  or  things  that  are  in  fact,  or  according  to  usage  in  business, 
the  subjects  of  conmierce,  the  aumority  given  Congress  was  not  to  prohibit,  but  only 
to  regulate.  This  view  was  earnestly  prised  at  the  bar  by  learned  coimsel,  and  must 
be  examined. 

It  is  to  be  remarked  that  the  Constitution  does  not  define  what  is  to  be  deemed  a 
legitimate  regulation  of  interstate  commerce.  In  Gibbons  v.  Ogden  it  was  said  that 
the  power  to  regulate  such  commerce  is  the  power  to  prescribwB  the  rule  by  which 
it  is  to  be  governed.  But  this  general  observation  leaves  it  to  be  determined  when 
the  question  comes  before  the  court  whether  Congress  in  prescribing  a  particular  rule 
has  exceeded  its  power  under  the  Constitution.  WTiile  our  Government  must  be 
acknowledged  by  all  to  be  one  of  enumerated  powers  (McCuUough  v.  Maryland,  4 
Wheat.,  316,  405,  407,  4  L.  ed.,  579,  601),  the  Constitution  does  not  attempt  to  set 
forth  all  the  means  b^  which  such  powers  may  be  carried  into  execution.  It  leaves 
to  CongreBs  a  large  discretion  as  to  the  means  that  may  be  employed  in  executing  a 
given  power.  The  sound  construction  of  the  Constitution,  this  court  has  said,  "  must 
allow  to  the  national  legislature  that  discretion  with  respect  to  the  means  by  which 
the  powers  it  confers  are  to  be  carried  into  execution,  which  will  enable  that  body  to 
perform  the  high  duties  assigned  to  it  in  the  manner  most  beneficial  to  the  people. 
Let  the  end  be  legitimate,  let  it  be  within  the  scope  of  the  Constitution,  and  all  means 
which  are  appropriate,  which  are  plainly  adapted  to  that  end,  which  are  not  pro- 
hibited, but  confdst  with  the  letter  and  spirit  of  the  Constitution,  are  constitutional. 
(4  WTieat.,  421,  4  L.  ed.,  605.) 

We  have  said  that  the  carrying  from  State  to  State  of  lottery  tickets  constitutes 
interstate  commerce,  and  that  the  regulation  of  such  commerce  is  within  the  power  of 
Congress  under  the  Constitution.  Are  we  prepared  to  say  that  a  provision  which  is, 
in  effect,  a  prohibition  of  the  carriage  of  such  articles  from  State  to  State  is  not  a  fit 
or  appropriate  mode  for  the  regulation  of  that  particular  kind  of  commerce?  If  lottery 
traffic,  carried  on  through  interstate  commerce,  is  a  matter  of  which  Congress  maj 
take  cognizance  and  over  which  its  power  may  be  exerted,  can  it  be  possible  that  it 
must  tolerate  the  traffic  and  simply  regulate  the  manner  in  which  it  may  be  carried 
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on?  Or  may  not  Congress,  for  the  protection  of  the  people  of  all  the  States,  and  under 
the  power  to  regulate  interstate  commerce,  devise  such  means,  within  tne  scope  of 
the  Constitution  and  not  prohibited  by  it,  as  will  drive  that  traffic  out  of  commerce 
among  the  States? 

In  determining  whether  regulations  may  not  under  some  circumstances  prop^lv 
take  the  form  or  have  the  effect  of  prohibition,  the  nature  of  the  interstate  traffic  which 
it  was  sought  by  the  act  of  May  2.  1895,  to  suppress^  can  not  be  overlooked.  When 
enacting  that  statute  Congress  no  aoubt  shared  tne  views  upon  the  subject  of  lotteries 
heretofore  expressed  by  this  court.  In  Phalen  v.  Viiginia  (8  How.,  163, 168, 12  L.  ed., 
1030),  after  observing  that  the  suppression  of  nuisances  injiuious  to  public  health  or 
morality,  is  among  the  most  important  duties  of  government,  this  court  said :  '^Experi* 
ence  has  shown  tmit  the  common  forms  of  gambhng  are  comparatively  innocuous  when 

S laced  in  contrast  with  the  widespread  pestilence  of  lotteries.  The  former  are  con- 
ned tb  a  few  persons  and  places,  but  the  latter  infests  the  whole  community;  it  enters- 
every  dwelling;  it  reaches  every  class;  it  preys  upon  the  hard  earnings  of  the  poor; 
it  plunders  the  i^orant  and  simple. ' '  In  other  cases  we  have  adjudged  that  authority 
g^ven  by  legislative  enactment  to  carry  on  a  lottery,  although  based  u]>on  a  considera- 
tion in  money,  was  not  protected  by  the  contract  clause  of  the  Constitution;  this  for  the- 
reason  that  no  State  may  bargain  away  its  power  to  protect  the  public  morals,  nor 
excuse  its  failure  to  perform  a  public  duty  by  saying  that  it  had  agreed  by  legislative 
enactment  not  to  do  so.  (Stone  v.  Mississippi,  101,  if.  S.,  814,  25  L.  ed.,  1079;  I)ougla» 
V,  Kentucky,  160  U.  S.,  480,  42  L.  ed.,  553, 18  Sup.,  a.  Rep.  199.) 

If  a  State,  when  considering  legislation  for  the  suppression  of  lotteries  within  its  own 
limits,  may  properly  take  into  view  the  evils  that  inhere  in  the  raising  of  money  in 
that  mode,  why  may  not  Confess,  invested  with  the  power  to  regulate  commerce- 
among  the  several  States,  provide  that  such  commerce  shall  not  be  polluted  by  the 
carnong  of  lottery  tickets  firom  one  State  to  another?  In  this  connection  it  must  not 
be  forgotten  that  the  power  of  Congress  to  regulate  commerce  among  the  States  is 
plenary,  is  complete  in  itself  jjnd  is  subject  to  no  limitations  except  such  as  may  be- 
found  in  the  Constitution.  What  provision  in  that  instrument  can  be  regarded  as 
limiting  the  exercise  of  the  power  granted?  What  clause  can  be  cited  which  in  any 
degree  coimtenances  the  suggestion  that  one  mav,  of  right,  carry  or  cause  to  be  carried 
from  one  State  to  another  that  which  will  harm  the  public  morals?  We  can  not  think 
of  any  clause  of  that  instrument  that  could  possibly  be  invoked  by  those  who  assert 
their  right  to  send  lottery  tickets  from  State  to  State  except  the  one  providing  that 
no  person  shall  be  deprived  of  his  liberty  without  due  process  of  law.  We  have  said 
that  the  liberty  protected  by  the  Constitution  embraces  the  right  to  be  free  in  the 
enjoyment  of  one's  faculties;  "  to  be  free  to  use  them  in  all  lawnil  ways;  to  live  and 
work  where  he  will;  to  earn  his  livelihood  by  any  lawful  calling;  to  pursue  any  liveli- 
hood or  avocation,  and  for  that  purpose  to  enter  into  all  contracts  which  may  be 
proper."  (Allgeyer  v,  Louisiana,  165  U.  S.,  578,  589;  41  L.  ed.,  832,  835;  17  Sup. 
Ct.Rep.,  427,  431.) 

But  surely  it  will  not  be  said  to  be  a  part  of  anyone's  liberty,  as 
recognized  by  the  supreme  law  of  the  land,  that  he  shall  be  allowed 
to  introduce  into  commerce  among  the  States  an  element  that  will 
be  confessedly  injurious  to  the  public  morals. 

If  it  be  said  that  the  act  of  1895  is  inconsistent  with  the  tenth  amendment,  reserving 
to  the  States  respectively  or  to  the  people  the  powers  not  delegated  to  tne  United 
States,  the  answer  is  that  the  power  to  regulate  commerce  among  the  States  has  been 
expressly  delegated  to  Congress. 

Besides,  Conffrees  by  that  act  does  not  assume  to  interfere  with  traffic  or  commerce 
with  lottery  ticlcets  carried  on  exclusively  within  the  limits  of  any  State,  but  has  in 
view  only  commerce  of  that  kind  among  the  several  States.  It  has  not  assumed  to 
interfere  wiUi  the  completely  internal  affairs  of  any  State  and  has  only  legislated  in 
respect  of  a  matter  which  concerns  the  people  of  the  United  States.  As  a  State  may, 
for  the  purpose  of  guarding  the  morals  of  its  own  people,  forbid  all  sales  of  lottery  tick- 
ets within  Its  limits,  so  Congress,  for  the  purpose  of  guarding  the  people  of  the  United 
States  against  the  "widespread  pestilence  or  lotteries**  and  to  protect  the  commerce 
which  concerns  all  the  States^  may  prohibit  the  carrying  of  lottery  tickets  from  one 
State  to  another.  In  legislating  upon  the  subject  of  the  traffic  in  lottery  tickets  as 
carried  on  through  interstate  commerce.  Congress  only  supplemented  the  action  of 
those  States — ^perhaps  all  of  them — which,  for  tne  protection  of  the  public  morals,  pro« 
hibit  the  drawing  of  lotteries,  as  well  as  the  sale  or  circulation  of  lottery  tickets, 
within  their  respective  limits. 
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That  is  true  in  this  case,  too.  Most  of  the  States  have  le^lated 
against  this  evil.  Now,  just  a  word  or  two  more  on  that  subject.  I 
read  again  from  the  lottery  case: 

It  said,  in  effect,  that  it  would  not  permit  the  declared  policy  of  the  States, 
which  sought  to  protect  their  people  against  the  mischiefs  of  tne  lottery  businees  to 
be  overthrown  or  disrejgarded  bv  the  agency  of  interstate  commerce.  We  should 
hesitate  long  before  adjudging  that  an  evil  of  such  appalling  character,  carried  on 
through  interstate  commerce,  can  not  be  met  and  crushed  by  the  only  power  com- 
petent to  that  end.  We  say  competent  to  that  end^  because  Congress  alone  has  the 
power  to  occupy,  by  legislation,  tne  whole  field  of  mterstate  commerce.  What  was 
flaid  by  this  court  upon  a  former  occasion  may  well  be  here  repeated:  **The  framers  of 
the  Constitution  never  intended  that  the  legislative  power  oi  the  nation  should  Bnd 
itself  incapable  of  disposing  of  a  subject  matter  specincally  committed  to  its  charge." 
(Re  Rahrer,  140  U.  S.,  545,  563;  sub.  nom.  Wilkerson  v.  Rahrer,  35^L.  ed.,  572,  577;  II 
Sup.  Ct.  Rep.,  865,  869.)  If  the  carrying  of  lottery  tickets  from  one  State  to  another 
be  interstate  commerce,  and  if  Congress  is  of  opinion  that  an  effective  regtilation  for 
the  suppression  of  lotteries,  carried  on  through  such  commerce  is  to  make  it  a  criminal 
offense  to  cause  lottery  tickets  to  be  carried  from  one  State  to  another,  we  know  of  no 
authority  in  the  courts  to  hold  that  the  means  thus  devised  are  not  appropriate  and 
necessary  to  protect  the  country  at  large  against  a  species  of  interstate  commerce, 
which,  although  in  eeneral  use  and  somewnat  favored  in  both  national  and  state 
legislation  in  tne  early  history  of  the  countr>^,  has  grown  into  disrepute  and  has  be- 
come offensive  to  the  entire  people  of  the  nation.  It  is  a  kind  of  traffic  which  no  one 
can  be  entitled  to  pursue  as  of  nght. 

That  regulation  may  sometimes  appropriately  assume  the  form  of  prohibition  is 
also  illustrated  by  the  case  of  diseased  cattle  transported  from  one  State  to  another. 
Such  cattle  may  have,  notwithstanding  their  condition,  a  value  in  money  for  some 
purposes,  and  yet  it  can  not  be  doubted  that  Congress,  under  its  power  to  regulate 
commerce,  may  either  provide  for  their  being  inspected  before  transportation  be^nns, 
or,  in  its  discretion,  may  prohibit  their  being  transported  from  one  State  to  another. 
Indeed,  by  the  act  of  May  29, 1884  (chap.  60,  23  Stat.  L.,  32,  par.  6  U.  S.,  Comp.  Stat., 
1901,  p.  3184),  Congress  has  provided: 

"That  no  railroaii  company  within  the  United  States  or  the  owners  or  masters  ol 
any  steam  or  sailing,  or  other  vessel  or  boat,  shall  receive  for  transportation  or  trans- 
port from  one  State  or  Territory  to  another,  or  from  any  State  into  the  District  of 
Columbia,  or  from  the  District  into  any  State,  any  live  stock  affected  with  any  <ton- 
tagious,  infectious,  or  communicable  disease,  and  especially  the  disease  known  as 
pleuro-pneumonia;  nor  shall  any  person,  company,  or  corporation  deliver  for  such 
transportation  to  any  railroad  company  or  master  or  owner  of  any  boat  or  vessel, 
any  live  stock,  knowing  them  to  be  affected  with  any  contagious,  infectious,  or 
communicable  disease;  nor  shall  jiny  person,  company,  or  corporation  drive  on  foot 
or  transport  in  private  conveyance  from  one  State  or  Territory  to  another,  or  from  any 
State  into  the  District  of  Columbia,  or  from  the  District  into  any  State,  any  live 
stock,  knowing  them  to  be  affected  with  any  contagious,  infectious,  or  communicable 
disease,  and  especially  the  disease  known  as  pleuro-pneumonia.'*  (Reid  v.  Colorado, 
187  U.  S.,  137;  ante,  108,  23  Sup.  Ct.  Rep.,  92.) 


1  read  again  from  a  later  part  of  the  opinion: 


It  is  said,  however,  that  in  order  to  suppress  lotteries  carried  on  through  interstate 
commerce  Congress  may  exclude  lottery  tickets  from  such  commerce.  That  principle 
leads  necessarily  to  the  conclusion  that  Congress  may  arbitrarily  exclude  from  com- 
merce among  the  States  any  article,  commodity,  or  thing,  of  whatever  kind  or  nature, 
or  however  useful  or  valuable,  which  it  may  choose,  no  matter  with  what  motive,  to 
declare  shall  not  be  carried  from  one  State  to  another.  It  will  be  time  enough  to  con- 
sider the  conHtitutionality  of  such  legislation  when  we  must  do  so.  The  present  case 
does  not  require  the  court  to  declare  the  full  extent  of  the  power  that  Congress  may 
exercL«?e  in  the  regulation  of  commerce  among  the  States.  We  may,  however,  repeat 
in  this  connection  what  the  court  has  heretofore  said,  that  the  power  of  Congress  to 
regulate  commerce  among  the  States,  although  plenary,  can  not  be  deemed  arbitrary, 
since  it  is  subject  to  sucn  limitations  or  restrictions  as  are  prescribed  hy  the  Consti- 
tution. This  power  therefore  may  not  be  exercised  so  as  to  infringe  nghts  secured 
or  protected  by  that  instrument. 

It  would  not  be  difficult  to  imagine  legislation  that  would  be  justly  liable  to  such 
an  objection  as  that  stated  and  be  hostile  to  the  obje<;ts  for  the  accomplishment  ol 
which  Congress  was  invested  with  the  general  power  to  regulate  commerce  among  the 
several  States.    But,  as  often  said,  the  possible  abuse  of  a  power  is  not  an  argument 
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against  ite  existence.  There  is  probablv  no  governmental  power  that  may  not  be 
exerted  to  the  injury  of  the  public.  If  what  is  done  by  Congress  is  manifestly  in 
excess  of  the  powers  js^ranted  to  it,  then  upon  the  courts  will  rest  the  duty  of  adjudging 
that  its  action  is  neither  legal  nor  binding^  uiK)n  the  people.  But  if  what  Congress 
does  is  within  the  limits  of  its  power,  and  is  simply  unwise  or  injurious,  the  remedy 
ia  that  suggested  by  Chief  Justice  Marshall  in  Gibbons  v.  Ogden,  when  he  said:  **The 
wisdom  and  the  discretion  of  Congress,  their  identity  with  the  people,  and  the  influ- 
ence which  their  constituents  possess  at  elections  are  in  this,  as  in  many  other  instances, 
as  that,  for  example,  of  declaring  war,  the  sole  restraints  on  which  they  have  relied 
to  secure  them  from  its  abuse.  They  are  the  restraints  on  which  the  people  must 
often  rely  solely  in  all  representative  j^ovemments." 

The  whole  subject  s  too  important,  and  the  questions  suggested  by  its  consideration 
are  too  difficult  of  solution,  to  justify  any  attempt  to  lay  down  a  rule  for  determining 
in  advance  the  validity  o!  every  statute  that  may  be  enacted  under  the  commerce 
clause.  We  decide  nothing  more  in  the  present  case  than  that  lottery  tickets  are 
aubjects  of  traffic  among  those  who  choose  to  sell  or  buy  them;  that  the  carriage  of 
such  tickets  by  independent  carriers  from  one  State  to  another  is  therefore  interstate 
commerce;  that  under  its  power  to  regulate  commerce  among  the  several  States 
Congress — subject  to  the  limitations  imposed  by  the  Constitution  upon  the  exercise 
of  the  powers  granted — has  plenary  authority  over  such  commerce  and  may  prohibit 
the  carriage  of  such  tickets  from  State  to  State;  and  that  legislation  to  that  end,  and 
of  that  character,  is  not  inconsistent  with  any  limitation  or  restriction  imposed  upon 
the  exercise  of  the  powers  granted  to  Congress. 

Just  one  word  more.  In  a  number  of  decisions  the  courts  have 
decided  that  both  telegraph  and  telephone  companies  engaged  in  the 
business  of  sending  messages  from  one  State  to  another  are  engaged 
in  interstate  commerce,  and  that  their  business  is  interstate  commerce 
and  subject  to  national  regulation,  and  the  earlier  of  those  cases — 
there  are  a  good  many  later — are  referred  to  in  this  lottery  decision 
as  the  basis  upon  which  some  of  this  oj)iiiion  rests  itself. 

I  do  not  thmk  there  can  be  any  possible  doubt  in  the  mind  of  any 
lawyer  who  has  thought  about  the  question  th^t  Congress  has  a  right 
to  prohibit  interstate  gambling;  and  .that  is  what  this  bill  seeks  to 
accomplish. 

Mr.  SuMNERs.  Just  a  minute,  Mr.  Hardwick.  Do  you  mean  inter- 
state gambling  that  does  not  involve  articles  of  interstate  commerce  ? 

Mr.  Hardwick.  It  does  not  make  any  difference  at  all  about  that. 

Mr.  SuMNERS.  I  wanted  to  get  your  view  on  that. 

Mr.  Hardwick.  If  you'liave  studied  this  case 

Mr.  SuMNERs.  I  have  studied  it. 

Mr.  Hardwick.  You  understand,  of  course,  there  was  no  real  arti- 
cle of  commerce  involved. 

Mr.  SuMNERS.  They  held  there,  though,  that  the  lottery  tickets 
were  an  article  of  value  and  could  be  bought  and  sold  for  a  price. 

Mr.  Hardwick.  Yes.  Can  not  a  man's  contract  for  futures  on  the 
exchai^e  be  bought  and  sold  ? 

Mr.  SuMNERS.  I  am  simply  referring  to  the  statement  you  made  os 
to  interstate  gambling.  You  readily  understand  I  am  with  you  on 
the  bill.     We  are  on  the  same  side. 

Mr.  Hardwick.  That  would  not  matter,  anyway. 

Mr.  SuMNERs.  I  was  trying  to  find  out  your  view  about  it. 

Mr.  Hardwick.  I  do  not  Know  whether  I  have  expressed  myself 
clearly  on  that  point  or  not.  I  think  the  fact  that  any  agency  of  inter- 
state commerce  was  used  in  order  to  carry  out  gambling  between  peo- 
ple in  different  States,  or  from  one  State  or  district  or  Territory  to 
another  State  or  district  or  Territory,  would  give  Congress  the  right 
to  prohibit  the  use  of  the  instrumentalities  of  interstate  commerce  for 
that  sort  of  a  transaction. 
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The  Chairman.  It  has  been  ar^ed  before  the  committee,  Mr. 
Hardwick,  that  the  provisions  of  tms  bill  would  make  ordinary  com- 
mercial hedging  imp"ossible.  I  have  a  great  deal  of  respect  for  your 
judgment  as  a  lawyer.  I  know  you  have  looked  into  the  question 
carefully,  and  I  would  be  glad  to  have  your  opinion  as  to  whether  it 
would  bear  that  construction  ? 

Mr.  Hardwick.  Mr.  Chau*man,  I  do  not  think  it  is  possible  that  it 
should.  I  submitted  this  bill  to  some  cotton  men  in  my  district  who 
were  inclined  to  oppose  legislation  on  this  subject.  I  did  that  since 
this  matter  has  been  under  'discussion.  They  say  there  is  no  reason 
on  earth  why^  any  legitimate  hedging  should  not  be  done  by  a  man, 
for  instance,  in  Sandersville,  Ga.,  a  Uttle  town  of  three  or  four  thou- 
sand people  in  which  I  live,  going  out  among  the  people  day  after  day 
and  selling  that  cotton  on  the  board. 

Mr.  Lever.  Having  that  spot  cotton  in  his  possession  t 

Mr.  Hardwick.  Yes.  At  first  I  was  very  doubtful  about  it.  I 
want  to  be  candid  with  everybody  in  this  room  and  say  I  was  afraid 
that  the  time  might  come  if  we  passed  legislation  of  so  stringent 
a  character  that  a  great  many  cotton  buyers  could  not  buy  cotton 
throughout  the  South,  and  there  would  be  fewer  people  there  to  buy 
the  cotton  when  it  was  brought  in  by  the  farmer,  ana  there  would  iJe 
tf  great  howl  against  those  of  us  who  had  stood  for  this  legislation. 
I  did  not  want  to  put  myself  in  the  position  of  causing  a  situation 
where  the  farmers  would  come  to  the  country  towns  and  could  not 
find  birvers  there  to  buy  their  cotton. 

Mr.  Burleson.  I  want  to  make  this  suggestion,  that  in  addition 
to  the  principles  laid  down  in  the  decision  of  the  Supreme  Court 
which  you  have  just  ^ead  there  is  this  additional  fact  which  gives 
Congress  the  power  to  deal  with  this  matter  by  legislation.  If  it  can 
be  snown  that  the  transactions  taking  place  upon  the  New  York 
Exchange  and  the  New  Orleans  Exchange  constitute  an  obstruction 
or  an  interference  to  free  commerce  between  the  States,  then  the 
power  of  course  would  attach  to  prohibit  such  transactions  as  bring 
about  this  obstruction. 

Mr.  Hardwick.  I  think  so;  although,  JVu*.  Burleson,  I  want  to  say 
frankly  to  the  committee — it  may  not  meet  the  views  of  any  of  you^ 
but  it  is  my  view,  anyway — I  do  not  believe  we  could  by  legislation — 
in  fact,  I  am  sure  we  could  not,  and  I  do  not  think  any  lawyer  on  this 
committee  will  contend  to  the  contrary — abolish  the  New  York  Cotton 
Exchange.  Of  course  that  is  a  matter  for  the  State  of  New  York.  I 
wish  we  could  abolish  those  exchanges,  sometimes.  We  can  not  do 
that,  and  I  will  tell  you  another  thing,  Mr.  Chairman.  I  do  not  believe 
we  could  undertake  by  legislation  nere  to  regulate  the  sort  of  con- 
tracts they  shall  make  on  these  exchanges,  by  congressional  action,, 
except  to  outlaw  the  gambling  contract. 

Mr.  Burleson.  No;  we  coula  not  do  it. 

Mr.  Hardwick.  I  wish  we  could.  I  believe  it  would  help  the 
situation  a  great  deal  if  we  could  pass  legislation  that  would  control 
the  sort  of  contracts  these  men  must  maKe,  and  pass  legislation  that 
would  control  their  customs  about  delivery  and  about  grading.  It 
might  be  a  wiser  and  more  effectual  way  of  netting  at  the  difficulty, 
but  in  the  limited  sphere  of  federal  action  under  the  powers  conferreo 
by  the  Constitution  of  the  United  States  upon  this  body  we  have 
not  the  power  to  do  that. 
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The  Chaibman.  One  suggestion  in  the  direction  of  lepslation  has 
been  made^  that  a  larger  mai^in  should  be  required.  Do  you  think 
the  Federal  Congress  has  any  authority  over  that  ? 

Mr.  Haedwick.  I  do  not  think  so,  Mr.  Chairman.  It  seems  to  me 
that  under  this  decision  and  under  the  plain  intimations  in  it  and  the 
cases  that  follow  it,  the  only  thing  we  can  do  is  to  prohibit  transac- 
tions that  are  simplv  gambling  in  their  nature. 

Mr.  Burleson.  And  does  not  the  Scott  bill  confine  it  to  that 
exclusively  ? 

Mr.  Habdwick.  I  think  so.  That  is  the  reason  I  am  such  a  hearty 
advocate  of  the  Scott  bill  as  it  stands.  Of  course  these  amendments 
I  have  proposed  are  intended  to  perfect  it,  so  far  as  giving  protection 
against  gambling  transarCtions  on  the  foreign  exchanges. 

Mr.  Lever.  Suppose  it  appears  by  the  evidence  before  the  com- 
mittee, and  I  do  not  think  it  does  appear,  that  a  case  has  not  been 
made  out  against  the  exchanges  that  they  are  carrying  on  gambling 
transactions.  Would  the  fact  that  their  operations  tend  to  obstruct 
the  free  movement  of  commerce  bring  tnis  legislation  within  the 
purview  of  the  cases  ? 

Mr.  Hard  WICK.  I  am  afraid  not,  Mr.  Lever,  if  you  want  my  opinion 
on  it. 

Mr.  Lever.  You  differ  with  Mr.  Burleson  on  that  ? 

Mr.  Hardwiok.  I  expect  I  do.  I  answered  his  question  hastily 
just  now.  I  am  afraid  you  could  not  base  this  legislation  on  any 
such  proposition  as  that,  standing  alone;  but  there  is  no  doubt  about 
the  fact  that  this  legislation  rests  on  a  soUd  foundation,  and  if  these 
]>eople  are  not  guilty  of  any  of  these  practices  at  which  the  legisla- 
tion aims,  they  ought  not  to  object  to  it,  and  there  can  be  legal 
reason  why  the  biff  should  not  pass,  and  no  moral  reason  why  it 
should  not  pass.  It  is  hard  for  me  to  see  why,  if  they  are  innocent 
of  all  gambling  charges  and  if  the  exchanges  are  as  white  as  snow 
from  that  charge,  they  should  object  to  legislation  which  prohibits  it. 

Mr.  Mandelbaum.  Mr.  Chairman,  may  I  ask  one  question  ? 

The  Chairman.  Yes. 

Mr.  Hardwiok.  I  will  yield  with  pleasure. 

Mr.  Mandelbaum.  I  have  Ustenea  with  great  interest  to  the  gen- 
tleman when  he  read  the  case.  I  admit  I  am  not  a  lawyer,  but  it 
seems  to  me  that  case  hardly  covers  the  ground  here.  That  case  pro- 
hibits the  actual  carriage  of  an  article  from  one  State  to  another. 

Mr.  Hardwiok.  Yes. 

Mr.  Mandelbaum.  That  is  a  subject  of  transportation  which  the 
court  has  declared  to  be  an  article  of  commerce. 

Mr.  Hardwiok.  Yes. 

Mr.  Mandelbaum.  This  bill  would  cover  that  in  the  same  manner 
if  it  would  or  could  prohibit  the  carrying  of  cotton  from  one  State 
to  another. 

Mr.  Hardwiok.  Now  I  will  explain  to  the  gentleman,  because 
he  is  not  a  lawyer  and  therefore  nas  not  caught  the  distinction  I 
drew.  In  several  of  these  cases  cited  in  this  opinion  attention  was 
called  by  the  court  to  the  fact  that  telephone  messages  and  tele- 
graph messages  were  interstate  commerce.  Now,  all  we  propose  to 
regulate  in  tnis  bill,  besides,  of  course,  prohibiting  the  use  of  the 
United  States  mails  for  this  sort  of  contract,  are  tne  telephone  and 
telegraph  companies  and  the  cable  companies. 
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Mr.  Mandelbaum.  But  does  it  not  say  in  the  same  case  that  they 
have  not  acted  on  those  points  ? 

Mr.  Habdwick.  They  nave  decided  that  question. 

Mr.  Mandelbaum.  Do  thejr  not  say  that  they  will  act  upon  them 
when  they  come  before  them  in  a  concrete  case  ? 

Mr.  Habdwick.  No;  they  said  they  would  decide  the  question  as 
to  whether  there  should  be  or  could  be  exclusion  or  prohibition  from 
interstate  commerce  of  any  article  inherently  sound,  but  they  go  on 
and  say  that  where  a  transaction  is  simply  gambling  it  is  not 
entitled  to 

Mr.  Mandelbaum.  Mr.  Hardwick,  you  admit  that  the  main  issue 
in  that  case  is  the  covering  of  transportation  from  one  State  to  another 
of  lottery  tickets,  or  of  an  article  that  the  court  has  declared  to  be 
an  article  of  conmierce  between  the  States  ? 

Mr.  Habdwick.  Undoubtedly. 

Mr.  Mandelbaum.  Under  the  interstate-commerce  act  there  is 
nothing  in  this  case  except  a  prohibition  of  the  use  of  the  mails  and 
the  telegraphs. 

Mr.  Habdwick.  That  is  right. 

Mr.  Mandelbaum.  I  am  not  a  lawyer,  but  it  seems  to  me  in  order 
to  justify  Congress  in  prohibiting  the  use  by  a  business  of  the  tele- 
graph and  the  mail  it  must  show  conclusively  that  the  business  is 
immoral  in  its  character;  not  that  it  can  be  employed  occasionally 
for  an  immoral  purpose,  but  that  it  is  immoral  in  its  character  and 
inherently  immoral  in  its  character.  That,  in  my  opinion,  none  of 
those  bills  cover  by  reason  of  their  exemptions.  They  require  that 
the  man  shall  intend  to  fulfill  that  contract — that  he  intends  to  deliver 
when  he  sells  and  intends  to  receive  when  he  buys.  He  does  not 
say  he  will  not  change  his  mind.     He  must  intend  it  in  the  beginning. 

Mr.  Habdwiok.  In  answer  to  that  suggestion  from  the  gentleman 
from  New  York,  I  will  read  this  particular  part  of  the  opimon  in  the 
Lottery  case,  which  I  did  not  elaborate  on  because  I  was  talking  to  gen- 
tlemen most  of  whom  are  lawyers. 

I  read  from  page  350,  where  the  court  considered  the  Pensacola 
Telegraph  case. 

Mr.  Sumnebs.  You  will  find  a  case  cited  there  in  which  they  held 
that  for  a  man  to  walk  across  an  interstate  bridge  is  interstate  com- 
merce. 

Mr.  Habdwick.  That  is  true;  but  I  want  to  read  from  this  Tele- 
graph case : 

The  question  of  the  scope  of  the  commerce  clause  was  again  considered  in  Pensacoia 
Telegraph  Company  v.  Western  Union  Telegraph  Company  (96  U.  S.,  1.  9,  12;  24  L. 
ed.,  708,  710,  712),  involving  the  validity  of  a  statute  of  Florida,  whicn  assumed  to 
confer  upon  a  local  telegraph  company  the  exclusive  right  to  establish  and  maiptain 
lines  of  electric  tel^aph  in  certain  counties  of  Florida.  This  court  held  the  act  to  be 
unconstitutional.  Chief  Justioe  Waite,  delivering  its  judgment,  said :  *  *  Since  the  case 
of  Gibbons  v.  Ogden  (9  Wheat.,  1;  6  L.  ed.,  23)— 

That  is  one  of  the  very  early  cases. 
Mr.  Burleson.  A  leading  case  ? 

Mr.  Hardwick.  Yes;  it  is  the  leading  case,  and  it  is  one  of  the  very 
early  cases,  but  I  read  from  the  Pensacola  case — 

"  it  has  never  been  doubted  that  commercial  intercourse  is  an  element  of  commerce 
which  comes  within  the  regulating  power  of  Congress.  Post-offices  and  poet-roads  are 
established  to  facilitate  tne  transmission  of  intelligence.  Both  Congress  and  the 
postal  service  are  placed  within  the  power  of  Congress,  because,  being  national  in  their 
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Operation,  they  should  be  under  the  protecting  care  of  the  National  Government. 
The  powers  thus  granted  are  not  confined  to  the  instrumentalities  of  conunerce  of  the 
postal  service  known  or  in  use  when  the  Constitution  was  adopted,  but  they  keep 
pace  with  the  progress  of  the  country  and  adapt  themselves  to  the  new  developments 
of  time  and  circumstances.  They  extend  from  the  horse  with  its  rider  to  the  stage 
coach,  from  the  sailing  vessel  to  the  steamboat,  from  the  coach  and  the  steamboat  to 
the  railroad,  and  from  the  railroad  to  the  telc^ph,  as  these  new  agencies  are  succes- 
sively brou^t  into  use  to  meet  the  demands  oi  increasing  population  and  wealth. 
They  were  mtended  for  the  government  of  the  business  to  which  they  relate  at  all 
times  and  under  all  circumstances.  As  they  were  intrusted  to  the  General  Govern- 
ment for  the  good  of  the  nation,  it  is  not  only  the  right  but  the  duty  of  Congress  to  see 
to  it  that  intercourse  among  the  States  and  the  transmission  of  intelligence  are  not 
obstructed  or  unnecessarily  encumbered  by  states  legislation.*' 

Mr.  Mandelbaum.  That  does  not  cover  it.  ^ 

Mr.  Hardwick.  Of  course,  as  you  are  not  a  lawyer,  I  can  not  hope 
to  convince  you  on  that  point. 

Mr.  Hawley.  In  your  opinion  the  telephone  systems  and  the  wire- 
less telegraphy  systems  are  as  much  common  earners  as  the  telegraph  ? 

Mr.  Hardwick.  Undoubtedly. 

Mr.  Hawley.  Have  they  been  so  declared  ? 

Mr.  Hardwick.  They  have  been  so  declared.  The  telephone 
companies  and  the  telegraph  companies  were  so  declared  in  this  very 
case  I  have  been  reading  from. 

Mr.  Hawley.  It  was  declared  that  the  telephone  company  was  a 
common  carrier  ? 

Mr.  Hardwick.  Yesj  that  they  were  agents  of  interstate  com- 
merce for  the  transmission  of  intelligence  among  the  States. 

Now,  one  other  suggestion,  on  the  subject  of  the  legal  side  of  my 
amendment.  Of  course  we  could  not  punish  people  in  England  who 
undertook  to  use  a  cable,  or  people  in  Germany  who  undertook  to  use 
a  cable,  but  the  cable  has  two  ends.  One  end  of  it  comes  over  here, 
and  the  message  has  either  to  be  sent  from  here,  if  it  goes  from  this 
side,  or  it  has  to  come  here  if  it  is  sent  from  over  there;  and  we  can 
punish  whoever  stands  at  the  United  States  end  of  it  and  uses  it. 
Therefore  there  is  no  doubt  about  the  legality  and  practicability  of  the 
suggestion  I  have  made  and  its  enforcibility. 

I  thank  you,  Mr.  Chairman. 

Mr.  Beall.  I  would  like  to  ask  the  gentleman,  with  reference  to 
the  question  of  jurisdiction  of  Congress  over  telegraph  lines,  if  there 
was  not  an  act  of  Congress  along  in  the  sixties  that  in  effect  provided 
that  telegraph  lines  accepting  the  provisions  of  that  act — and  I  under- 
stand all  of  them  have  accepted  its  provisions — shall  come  under  the 
jurisdiction  of  the  United  States  Government  as  a  part  of  the  postal 
system  of  the  Government? 

Mr.  Hardwick.  I  think  so,  Mr.  Chairman.  I  have  heard  of  that 
act,  though  I  have  never  seen  it.  I  am  sure  the  gentleman  from 
Texas  is  right  about  it.  He  evidently  speaks  with  Knowledge,  and 
I  have  heard  there  is  such  an  act.  But  tnere  can  be  no  doubt  in  my 
mind,  and  I  do  not  think  there  can  be  very  much  doubt  in  the  minds 
of  the  committee,  that  these  agencies  of  interstate  commerce,  such 
as  telegraph  and  telephone  lines,  are  properly  subject  to  the  jurisdic- 
tion of  Congress  and  that  we  can  prohibit  their  use  by  people  who 
want  to  indulge  in  transactions  that  amount  simply  to  gambling, 
from  one  State  to  another. 

Mr.  Beall.  Let  me  ask  you  a  question,  going  back  to  the  matter 
of  hedging,  and  taking  the  illustration  you  use  of  the  cotton  buyer 
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down  at  Sandersville,  Ga.  He  goes  out  and  buys  the  cotton  from 
the  producer? 

Mr.  Hardwick.  Yes,  sir. 

Mr.  Beall.  Probably  having  a  contract  to  deliver  that  cotton  to 
the  spinner  ? 

Mr.  Hardwick.'  Not  always.  That  is  the  trouble.  Some  of  the 
larger  and  wealthier  ones  have  their  connection  made  with  foreign 
spinners  and  sometimes  with  domestic  concerns.  There  are  some  of 
tnem — I  know  a  number  of  these  cases  and  have  accurate  knowledge 
on  that  subject — who  buy  intending  to  sell,  and  are  actually  selling 
day  after  day  against  what  they  buy. 

Mr.  Beall.  Suppose  they  made  a  contract  for  the  sale  of  cotton 
and  they  go^out  among  the  producers  to  buy  it,  and  before  doing  it 
they  seek  to  protect  themselves  by  hedging  upon  the  New  York  or 
the  New  Orleans  exchange. 

Mr.  HardwicI[.  Yes;  against  fluctuations. 

Mr.  Beall.  Now.  there  is  no  intention  upon  their  part  to  actually 
deUver  the  cotton  tnat  they  are  buying  from  the  proaucer  upon  that 
contract  that  they  make  upon  these  exchanges? 

Mr.  Hardwick.  That  is  true  under  the  present  system,  Mr.  Beall, 
although  it  is  not  true  as  you  suggest — and  that  is  tne  necessarv  vice 
of  your  question — that  in  every  instance  these  men  have  already 
made  contracts  for  the  sale  of  the  cotton  they  buy. 

Mr,  Beall.  I  wanted  to  get  your  opinion  upon  that  state  of  facts. 
Suppose  they  have  made  tnat  contract? 

Mr.  Hardwick.  Then,  undoubtedly,  there  can  be  no  intention  to 
deliver  when  they  also  sell  futures. 

Mr.  Beall.  There  is  no  intention  to  deliver  upon  the  contract 
that  they  buy  on  the  cotton  exchange  ? 

Mr.  Hardwick.  No,  sir. 

Mr.  Beall.  Is  it  your  idea  that  that  sort  of  contract  should  be 
permitted  ? 

Mr.  Hardwick.  No,  sir;  I  do  not  think  so;  because  if  they  are 
buying  what  they  have  already  sold  they  do  not  need  any  hedging. 
In  other  words,  if  they  have  their  contracts  already  made  with  the 
people  who  are  going  to  spin  the  cotton,  they  do  not  need  to  seD 
futures  on  the  board. 

Mr.  Mandelbaum.  But  I  am  talking,  Mr.  Hardwick,  from  the  point 
of  view  of  your  man  in  Sandersville.  Suppose  he  gets  an  order  from 
Liverpool  or  Manchester  or  Boston — '^I  will  take  500  bales  from  you 
at  10  cents."  He  may  not  have  that  cotton,  but  he  knows  that  he  can 
buy  the  cotton  on  the  exchange  in  New  York  or  New  Orleans,  and 
he  knows  he  can  buy  the  actual  cotton  in  your  town  and  sell  the 
contracts  out  as  he  buys  the  actual  cotton.  In  the  case  that  I  under- 
stand Mr.  Beall  is  getting  at  he  really  would  not  have  any  intention 
to  receive  or  to  deliver.  At  the  same  time,  he  does  not  enter  into 
a  transaction  for  the  purpose  of  gambling.  He  is  making  a  legiti- 
mate business  transaction  by  using  the  exchange  simply  as  a  protec- 
tion to  himself.  I  understand  the  question  to  be  whether  that  bill 
would  prevent  that  business  or  not. 

Mr.  Hardwick.  Your  idea  would  be  that  he  would  buy  a  contract 
in  that  case  ? 

Mr.  Mandelbaum.  He  does  not  buy  it  for  gambling  purposes.  He 
buys  it  for  protection. 
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Mr.  Hardwick.  Now,  why  does  he  buy  it  for  protection  ? 

Mr.  Mandelbaum.  Because  those  500  bales  may  not  be  available 
in  one  day.  It  may  take  him  a  we^k  to  get  them.  It  may  take  him 
ten  days  or  two  weeks.  In  bad  weather  it  may  take  him  four  weeks 
to  get  them. 

Mr.  Hardwick.  I  think  that  is  a  good  suggestion. 

Mr.  Glenny.  Mr.  Chairman,  I  do  not  like  to  butt  in  on  this,  but  I 
worked  for  an  exporter  for  five  years,  and  that  exporter  never  came 
home  in  the  fall  of  the  year  that  he  did  not  have  from  twenty  to 
thirty,  sometimes  forty,  and  even  as  high  as  fifty  thousand  bales  of 
cotton  sold  to  the  English  spinner  ahead,  or  to  the  German  or  Rus- 
sian spinner.  He  could  not  do  that  and  take  the  chance  on  ten  points 
fluctuation  in  the  cotton  market  against  that  cotton.  He  had, 
either  in  New  York  or  in  New  Orleans,  contracts  bought  upon  which, 
according  to  this  discussion,  there  was  absolutely  no  intention  to 
take  dehvery,  but  it  was  done  simply  to  prevent  the  gambling  end 
of  the  proposition.  That  man  could  not  sell  that  cotton  ahead  because 
he  could  not  protect  himself.  No  bank  would  have  anything  to-  do 
with  it,  and  tne  result  would  be,  if  you  will  pardon  me,  that  when 
the  cotton  crop  began  to  move,  the  numbers  of  cotton  men  who  do 
this  business  would  not  have  provided  for  this  amount  of  cotton, 
and  it  would  be  all  forced  on  the  market  at  one  time,  without  any- 
body being  in  a  position  to  step  in  and  buy  the  actual  spot  cotton. 

The  Chairman.  Taking  the  extreme  case  which  has  just  been  pre- 
sented, Mr.  Hardwick 

Mr.  Glenny.  Those  are  facts,  sir,  and  they  are  not  only  facts,  but 
to  a  very  large  extent  more  than  you  gentlemen  probably  realize. 

The  Chairman.  I  was  not  questioning  the  facts.  It  only  presents 
an  extreme  case. 

Mr.  Glenny.  No  ;  it  does  not.  That  is  the  point  I  want  to  make.  It 
is  not  an  extreme  case.     It  is  a  case  that  happens  every  year. 

Mr.  Mandelbaum.  I  would  like  to  ask  one  question  oi  Mr.  Hard- 
wick ;  it  aflfects  his  own  town. 

Mr.  Hardwick.  I  will  be  very  glad  to  answer  it. 

Mr.  Mandelbal^.  Let  us  take  the  reverse  of  the  case  that  I  pro- 
posed to  you  before.  Say  cotton  is  coming  in  in  your  home  town  to 
the  extent  of  a  hundred  or  two  hundred  bales  a  day.  Your  buyer  has 
not  got  the  cotton  sold.  He  can  not  get  any  satisfactory  offer  from 
abroad  or  from  the  East  to  buy  that  cotton.  Yet  the  cotton  is  coming 
in  the  town.  The  people  want  to  sell  it.  He  hedges  the  cotton,  not  in 
order  to  gamble,  but  oecause  he  does  not  want  to  gamble.  He  sells 
it  on  the  New  York  or  the  New  Orleans  exchange,  with  no  intention 
to  deliver  it  there. 

Mr.  Hardwick.  Why  should  he  not  deliver  it  there  ? 

Mr.  Mandelbaum.  One  minute,  please.  He  simply  waits  until  he 
gets  a  satisfactory  offer  from  a  spinner  or  from  a  man  in  Europe  who 
wants  to  buy  that  cotton,  and  can  make  probably  a  quarter  of  a 
dollar  or  half  a  dollar  a  bale.  How  would  that  affect  your  home  town 
if  the  buyer  could  not  buy  that  cotton  at  all  ? 

Mr.  BCardwick.  It  is  a  veiy  simple  proposition.  The  exchange 
ought  to  be  a  mart  for  the  middleman,  i  our  New  York  man  ought 
to  Duy  it  for  the  people  who  want  to  buy  it  and  use  it. 

Mr.  Mandelbaum.  I  am  simply  presenting  a  case  that  affects  your 
home  town. 
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Mr.  Habdwiok.  I  understand.  I  understand  its  interest  too,  I 
think. 

Mr.  Mandelbauh.  I  know  you  do.  Otherwisie  I  would  not  men- 
tion it. 

Mr.  Hardwick.  I  think  in  any  case  like  that  it  would  be  simple 
enough  to  require  the  contract  to  be  made  that  there  shall  be  actual 
deUvery  in  conteinplation,  and  then  let  this  man  look  up  a  purchaser 
for  that  cotton.  He  would  do  it  if  you  held  the  exchange  down  to 
its  legitimate  functions. 

Mr.  Leveb.  Especially  these  men  who  are  great  cotton  merchants, 
as  they  claim  to  oe. 

Mr.  Hardwick.  Yes.  Your  exchange  would  be  a  great  mart, 
then. 

Mr.  Mandelbaum.  Th^t  is  what  we  claim. 

Mr.  Hardwick.  But  you  say  you  object  to  requiring  actual 
delivery  ? 

Mr.  Mandelbaum.  We  do  not.  We  require  actual  delivery.  You 
suggested  the  question,  really,  by  the  argument  you  made  by  men- 
tioningyour  home  buyer. 

Mr.  Hardwick.  Yes;  but  I  say  they  ought  not  to  object  to  actual 
delivery  being  required,  and  the  exchange  ought  not  to  object. 

Mr.  Mandelbaum.  The  exchange  does  not  object. 

Mr.  Hardwick.  Many  buyers  say  now  they  do  not,  either,  to  a 
law  which  requires  them  to  nave  in  contemplation  actual  delivery  of 
this  cotton  and  to  a  contract  requiring  it. 

Mr.  Mandelbaum.  Our  contract  requires  it. 

Mr.  Sumners.  Thw  can  not  stand  for  that. 

Mr.  Hardwick.  Who  can  not  ? 

Mr.  Sumners.'  The  exchanges.  They  do  not  want  a  contract  that 
requires  deUvely  of  cotton.     You  do  not  want  that  contract,  do  you  f 

Mr.  Mandelbaum.  I  certainly  do.  We  do  not  lose  anything  in 
the  handling  of  cotton. 

Mr.  Hardwick.  Mr.  Chairman,  it  is  already  after  12  o'clock  and 
I  will  close.  I  thank  the  committee  very  much  for  giving  me  an 
opportunity  to  present  my  views  on  this  question. 

TESTIHOinr  OF  MB.  HATTON  W.  SUlOrEBS,  BEPBESEirrnrG  TEE 
FAEM  Aim  EAHCH,  DALLAS,  TEX. 

(The  witness  was  sworn  by  the  chairman.) 

The  Chairman.  Mr.  Sumners,  while  I  do  not  want  in  any  way  to 
direct  the  course  of  your  remarks,  yet  I  am  sure  from  your  standing 
as  an  attorney  the  committee  would  particularly  appreciate  a  dis- 
cussion of  the  matter  from  a  le^al  standpoint. 

Mr.  Sumners.  I  will  discuss  it  very  briefly,  Mr.  Chairman. 

In  my  judgment,  this  bill  prohibits  hedging.  We  want  to  be 
entirely  candid  in  the  discussion  of  so  important  a  matter  as  this. 
I  shall  read  no  more  of  the  bill  than  that  part  of  it  which  relates  to 
that  subject.     The  bill  provides: 

That  it  shall  be  unlawful  for  any  person  or  association  to  send  or  cause  to  be  sent 
from  one  State  or  Territory  of  the  United  States  or  the  District  of  Columbia  to  any 
other  State  or  Territory  of  the  United  States  or  the  District  of  Columbia  or  to  any  fof^ 
eign  country,  or  knowingly  to  receive  or  knowinj^ly  to  cause  to  be  received  in  amy 
State  or  Territory  of  the  united  States  or  the  District  of  Columbia  from  any  other 
State  or  Territory  of  the  United  States  or  the  District  of  Columbia,  or  from  any  for 
eign  country,  by  a  telegraph  or  telephone  line,  any  message  relating  to  a  contract  for 
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future  delivery  of  min,  cotton,  or  other  farm  products,  without  intending  that  the 
grain,  cotton,  or  ouer  farm  products  bo  contracted  for  snail  be  actually  delivered  or 
received — 

That  stops  hedging — 

or  relating  to  a  contract  whereby  a  partv  thereto,  or  any  party  for  whom  or  in  whose 
behalf  such  contract  is  made,  acquires  the  right  or  privil^  to  demand  in  the  future 
the  acceptance  or  the  delivery  of  grain,  cotton,  or  other  farm  products,  without  being 
thereby  obligated  to  deliver  or  accept  such  grain,  cotton,  or  other  farm  ];»*oducts. 

I  would  like  to  studjr  that  a  little.  It  may  be  that  broadens  it  out 
somewhat.  I  doubt  it.  Now.  I  do  not  know  whether  it  was  the 
intention  of  the  drafter  of  the  oill  to  make  that  provide  for  hedging 
or  not. 

Mr.  Burleson.  There  are  certain  phases  of  hedging  that  would 
not  be  prevented  by  this  bill.  There  are  certain  phases  of  hedging 
that  would  be  prevented  by  it. 

Mr.  SuMNERS.  Yes.    Let  me  read  that  last  clause  again — 

or  other  farm  products  so  contracted  for  shall  be  actually  delivered  or  received,  or 
relating  to  a  contract  whereby  a  i>arty  thereto  or  any  party  for  whom  or  in  whose 
behalf  such  contract  is  made,  acquires  the  right  or  privilege  to  demand  in  the  future 
the  acceptance  or  the  delivery  of  grain,  cotton,  or  other  farm  products,  without  being 
thereby  obligated  to  deliver  or  to  accept  said  grain,  cotton,  or  other  farm  products. 

Now,  gentlemen,  with  reference  to  the  power  to  legislate  upon  a 
subject  of  this  sort,  it  is  my  judgment  that  Congress  does  not  have  a 
right  under  the  interstate-commerce  clause  to  legislate  upon  a  nurely 
moral  proposition  as  such.  At  least,  I  know  of  no  decision  oy  the 
Supreme  Court  of  the  United  States  which  now  gives  it  that  power, 
but  in  my  judgment  the  time  is  not  far  distant  when  Congress  will 
legislate  upon  that  subject.  TJiis  thing  is  true,  as  was  shown  in  the 
lottery  case  which  has  been  referred  to  by  the  gentleman  who  just 
spoke  to  you.  Congress  goes  further,  and  will  go  further  in  the  regu- 
lation of  an  interstate  matter,  where  there  is  a  question  of  public 
morals  involved,  than  it  will  go  where  such  a  matter  is  not  involved. 

That  seems  to  me  to  be  very  clear  from  the  lottery  case.  That 
case  was  decided  by  a  divided  court.  There  were  five  judges 
who  decided  in  favor  of  the  constitutionality  of  the  law  and  tour  of 
them  against  it. 

There  is  no  question  in  my  mind  but  that  this  proposed  legislation 
is  entirely  constitutional.  1  shall  not  go  into  the  details  of  that  dis- 
cussion. I  believe  that  Congress  has  a  right  to  legislate  with  regard 
to  any  interstate  transaction  which  affects  commerce  among  the 
States  or  between  them  and  any  foreign  nation. 

In  a  prosecution  under  this  bill,  in  order  to  sustain  a  conviction 
it  would  be  necessary  for  the  prosecuting  attorney  to  show  the  inter- 
state transaction  in  the  first  instance.  Then  it  would  also  be  neces- 
sary, in  order  to  sustain  this  legislation,  to  convince  the  judges,  or 
rather  to  prevent  their  being  convinced  to  the  contrary,  that  the 
transactions  against  which  it  is  leveled  themselves  affect  interstate 
commerce.  I  beUeve  that  the  connection  is  so  close  between  the  mat- 
ter against  which  this  proposed  legislation  prohibits  and  the  commerce 
affected  thereby  that  the  courts  will  hold  that  their  connection  is 
sufiicient  to  authorize  Congress  to  legislate  with  regard  thereto. 

There  are  only  one  or  two  features  in  connection  with  this  general 
proposition  that  I  desire  to  discuss. 

In  the  first  place,  with  regard  to  the  hedging  proposition.  It  may 
be  that  I  am  wrong  about  that,  but  I  want  to  suggest  for  your  con- 
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sideration,  in  the  event  you  redraft  the  bill,  that  if  you  draft  a  bill 
authorizing  hedging,  as  that  system  is  now  appUed,  it  is  going  to 
be  practically  impossible  for  a  prosecuting  attorney  to  secure  a  con- 
viction for  a  violation  of  the  provisions  of  that  bill  unless  you  are 
extremely  careful  in  its  lan^age  and  its  provisions.  It  is  one 
thing  to  declare  a  given  act  illegal  and  another  thing  to  write  the 
law  so  that  it  can  be  enforced;  I  do  not  think  it  is  wise  to  draw  fine 
distinctions  or  to  enter  the  realms  of  a  man's  intentions  in  order  to 
determine  the  corpus  of  a  given  offense. 

The  members  of  the  exchanges  at  one  time  denied  that  the  expressed 
intention  to  deUver  upon  hedging  contracts  was  a  fiction.  Now 
they  recognize  that  it  is  a  fiction  of  the  mind  where  a  man  says  he 
intends  to  deUver  on  such  contracts.  It  is  clearly  shown  bv  the 
record  of  this  hearing,  and  practically  by  the  admission  of  gentlemen 
here  that  when  a  merchant  goes  into  the  market  and  buys  a  hundred 
bales  of  cotton  and  sells  a  hedge  against  it  on  New  York  or  New 
Orleans,  he  has  no  intention  of  making  a  deUvery  on  the  contract, 
yet  their  own  contract  provides  that  the  deUyery  be  made. 

For  years  and  years  they  resisted  prosecution  on  the  ground  that 
they  actually  intended  to  deUver.  In  the  famous  Scales  case,  that 
went  up  from  Texas,  Scales  went  on  the  stand  and  said  that  so  far 
as  he  knew,  in  every  single  transaction  that  was  made  through  his 
warehouse  on  the  New  York  exchange,  dehvery  was  actually  con- 
templated; and  it  was  impossible  for  the  prosecuting  attorney  to 
enter  the  realm  of  Scales's  mind  and  show  what  he  really  intended. 
You  will  find  the  same  difiiculty  when  you  come  to  prosecutions 
under  this  bill.  If  you  are  not  extremely  careful,  when  you  come  to 
the  proposition  of  providing  for  a  system  of  hedging,  the  prosecuting 
attorney  will  be  confronted  with  the  man's  own  sworn  statement 
that  in  the  particular  transaction  upon  which  the  prosecution  is  based 
it  was  intended  to  make  delivery.  In  such  a  case,  what  is  the  prose- 
cuting attorney  to  do  ?  What  is  the  jury  to  do  ?  They  can  not  go 
into  the  realm  of  the  man's  mind  and  prove  that  he  is  swearing  to 
that  which  is  not  true. 

The  character  of  case  which  would  arise  under  a  law  such  as  is 
proposed  here  would  be  almost  entirely  different  from  the  ordinary 
criminal  case  where  criminal  intention  is  presumed  from  acts  proven, 
in  that  the  same  act  under  this  bill  may  be  either  legal  or  illegal, 
depending  upon  the  intention  of  the  actor,  which  intention  is  not 
necessarily  disclosed  by  anything  done  or  omitted  by  him.  It  would 
practically  nulUfy  the  law  to  maKe  the  proof  of  the  corpus  of  offenses 
under  it  depend  upon  the  Government  s  ability  to  reveal  the  secret 
workings  of  the  defendant's  mind. 

Now,  I  want  to  discuss  with  the  committee  briefly  the  proposition 
of  hedging. 

It  seems  to  be  almost  conceded  in  this  hearing  that  the  system  of 
hedging  is  the  one  thing  connected  with  this  whole  proposition  that 
must  be  preserved.  It  is  conceded,  too,  that  the  bucket  shop  itself 
is  a  thing  baneful  in  its  influence,  and  that  it  ought  to  be  destroyed. 
Now,  I  do  not  mean  nor  do  I  for  a  minute  desire  to  reflect  upon  the 
good  purposes  of  the  members  of  the  New  York  exchange,  but  I  make 
this  statement,  Mr.  Chairman,  that  institutionally  there  is  but  the 
slightest  difference  between  the  New  York  exchange  and  a  bucket 
shop,  and  I  am  prepared  to  support  that  proposition.     What  is  a 
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bucket  shop  ?  A  bucket  shop  is  a  place  where  men  pretend  to  buy 
and  sell  a  commodity  without  intending  to  deliver.  The  man  who 
sells  does  not  intend  to  deUver  and  the  man  who  buys  does  not  intend 
to  receive.  Those  are  the  fundamentals  upon  which  a  bucket  shop 
rests.  That  is  how  you  determine  whether  or  not  an  institution  is  a 
bucket  shop. 

I  grant  you  that  the  gentlemen  connected  with  the  New  York 
exchange  are  personally  very  high-class  men.  Those  whom  I  know 
are  men  whose  personal  responsibiUty  is  greater,  perhaps,  than  the 
personal  responsibiUty  of  men  who  are  connected  with  the  bucket 
shops.  These  men  have  been  connected  with  the  New  York  exchange 
so  long  that  present  conditions  have  grown  up  aroimd  them,  and  they 
do  not  appreciate  the  real  sort  of  business  in  which  they  are  now 
engaged,  ^y  father,  who  Uved  down  in  the  South,  opened  his  eyes 
on  the  institution  of  slavery,  and  he  never  quest ionea  it.  I  do  not 
claim  to  be  a  better  man  than  my  father.  Perhaps  I  am  not  as  good, 
but  I  to-day  can  not  appreciate  how  any  man  on  earth  was  able  to 
indorse  the  institution.  The  day  wiD  come  when  Congress  wiU  smile 
that  it  ever  seriously  considered  this  proposition,  and  the  day  will 
come  when  persons  connected  with  the  New  York  exchange  will  realize 
the  character  of  the  business  in  which  they  are  engaged. 

What  does  the  evidence  in  the  case  show  ?  It  snows  that  dehvery 
is  not  made  on  New  York  contracts.  In  isolated  cases  deUveries  are 
made,  but  only  on  such  you  could  hedge  in  a  bucket  shop  before 
bucket  shops  were  destroyed.  They  match  the  sales  in  the  New  York 
exchange.  I  do  not  use  the  word  "match"  technically,  and  they  used 
to  match  them  in  the  bucket  shops.  One  man  will  send  in  an  order 
to  buy.  I  do  not  care  whether  they  go  through  one  man  or  two  men. 
The  facts  are  the  same  within  the  institution.  A  man  sends  an  order 
to  the  bucket  shop  to  buy  a  hundred  bales  of  cotton  and  another 
sends  in  an  order  to  the  same  man  to  sell  a  hundred  bales  of  cotton, 
and  those  two  transactions  meet.  They  say  they  will  not  permit  that 
in  the  New  York  exchange.  What  is  the  difference,  in  so  far  as  the 
institution  is  concerned?  You  send  in  an  order  to  Mr.  A,  a  member 
of  the  exchange,  to  buy  a  hundred  bales  of  cotton.  Another  man 
sends  in  an  order  to  another  member  to  sell  a  hundred  bales  of  cotton. 
Those  two  men  meet  there  within  the  institution  and  both  orders  are 
executed;  the  transactions  are  the  same  in  so  far  as  the  public  is  con- 
cerned. , 

^  What  is  the  difference  ?  Of  course,  I  know  theoretically  there  is  a 
difference,  but  in  so  far  as  the  actual  practical  effect  is  concerned, 
what  is  the  difference  ?  They  say  that  they  can  demand  delivery  on 
the  New  York  contract.  I  want  to  show  to  you,  gentlemen  of  the 
conunittee,  that  delivery  is  economicallv  impossible,  and  the  day  will 
never  come  when  it  will  be  economically  possible  for  the  New  York 
Exchange  to  make  deUveries  there  on  its  contract.  When  through 
bills  of  lading  were  established  the  possibiUty  of  New  York  being  a 
spot  market  for  cotton  was  destroyed.  It  takes  from  75  to  100 
points  to  take  cotton  into  New  York.  Its  contract  provides  that 
delivery  must  be  made  in  the  warehouse  of  New  York. 

I  do  not  care  what  the  other  provisions  of  the  contract  are,  there 
is  an  economical  barrier  that  prevents  the  New  York  Exchange  ever 
having  a  contract  upon  which  it  can  deUver  in  New  York.  Men  will 
not  go  there  to  buy  cotton.     This  statement  is  borne  out  ,by  the 
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reports  of  the  committee  of  the  New  York  Exchange  on  licensed 
warehouses  in  the  South. 

Take  the  quotations  this  morning.  You  will  find  that  spot  cotton 
is  worth  in  Gfalveston  as  much  as,  if  not  more  than,  it  is  in  New  York. 
It  takes  about  80  points  to  get  it  up  there,  does  it  not  ? 

Mr.  Mandelbaum.  Not  from  Galveston. 

Mr.  Glenny.  You  can  ship  by  sea  at  about  30  cents  a  hundred. 

Mr.  BuBLESON.  It  is  about  .30  points. 

Mr.  SuMNERS.  In  order  for  that  cotton  to  be  delivered,  it  has  to  be 
certificated.  They  have  got  to  grade  it,  certify  it,  and  warehouse  it. 
Do  vou  permit  deliveir  anywhere  except  in  the  warehouse? 

Mj.  Mandelbaum.  Not  in  the  contracts. 

Mr.  SuMNERS.  That  is  what  I  am  talking  about.  Those  things 
make  it  impossible. 

Now,  so  much  for  that.  These  gentlemen  want  to  ask  me  some 
questions,  and  I  will  develop  that  mrther  when  they  do. 

With  reference  to  the  proposition  of  hedging,  in  my  candid  judg- 
ment the  custom  is  one  or  the  most  injurious,  so  far  as  the  stability  of 
the  market  is  concerned,  of  any  of  the  systems  and  customs  that  have 
grown  up  in  the  whole  cotton  business. 

There  are  connected  with  the  cotton  industry  three  classes  of  peopley 
primarily.  There  is  the  consumer  at  one  end,  and  the  National  Con- 
gress must  consider  him.  You  have  no  right  to  consider  the  producer 
as  against  the  interests  of  the  consumer.  There  is  the  manufacturer, 
the  transportation  man,  and  the  merchant,  who  constitute  a  class ;  but 
the  people  who  are  directlv  and  vitally  interested  in  this  matter  and 
who  have  a  right  to  appeal  to  the  power  of  Congress  to  protect  them, 
are  the  men  who  produce  and  the  men  who  consume  cotton.  Be- 
tween the  producer  and  the  consumer  f>eople  intervene  who  prepare 
the  commoditv  for  use;  but  no  man  who  is  a  merchant  has  a  ri^ht  to 
demand  that  he  be  permitted  to  render  a  service.  There  is  a  diflrer- 
ence  between  the  relative  rights  of  those  people  before  the  Congress  of 
the  United  States,  and  the  rights  of  the  man  who  produces  and  the 
man  who  consumes.  The  merchant  has  a  right  to  tender  his  services, 
and  he  has  a  right  to  demand  pav  for  the  economic  value  of  the  service 
he  renders,  but  he  has  no  right  to  demand  that  the  people  accept 
his  services.  Nor  does  he  have  the  right  to  disturb  the  free  passage 
from  the  producer  to  the  consumer.  The  producer  is  entitled  to  the 
fair  value  of  his  product.  The  consumer  is  entitled  to  receive  that 
product  with  only  such  charges  attached  to  it  as  are  necessary  to  con- 
vey it  from  the  producer  to  him,  prepared  for  his  use.  The  system  of 
hedging  produces  an  economic  loss,  borne  by  the  producer,  or  the  con- 
sumer, or  both.  The  cost  of  hedging  is  anywhere  D^tween  $15,000,000 
and  $7,500,000  annually.  Cotton  is  bought  four  or  five  times,  and 
every  time  it  is  hedged,  they  say. 

The  man  who  manufactures  cotton  goods  is  entitled  to  receive  his 
cotton  as  nearly  at  a  uniform  price  as  economical  conditions'  give  it 
to  him.  The  man  who  uses  cotton  is  entitled  to  receive  it  as  near  its 
economic  value  as  it  can  be  given  to  him.  The  man  who  produces 
cotton  is  entitled  to  as  near  its  economic  value  as  it  can  be  given  to 
him.  Whenever  a  merchant  or  anybody  else  establishes  a  system  by 
which  the  price  of  the  fruits  of  another  man^s  toil  or  the  commodity 
which  another  is  bound  to  use  is  disturbed  materially  in  its  travel 
along  the  path  that  is  provided  for  it  by  the  law  of  supply  and  demand, 
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and  that  path  is  between  the  States,  or  the  States  and  a  foreign 
coxintry,  it  becomes  the  duty  of  Congress  to  interfere, 

Gentlemen  contend  that  this  system  of  hedging  has  a  tendency  to 
ma^e  prices  stable.  I  want  to  show  to  the  conmiittee  as  briefly  as 
I  can  how  it  is  impossible  for  that  to  be  true. 

We  will  suppose  that  the  total  output  of  the  United  States  is  2,000 
bales,  just  to  illustrate.  Half  of  that  cotton  is  sold.  Suppose  you 
bought  it.  Suppose  I  owned  it  all.  I  represent  the  farmer.  You 
represent  the  merchant.  I  have  2,000  bales.  You  come  to  me  and 
say,  ''Sunmers,  I  will  buy  a  thousand  of  those  bales."  You  give 
me  10  cents  for  it.  I  have  the  rest  of  it.  Do  you  think  you  would 
be  willing  to  sell  any  of  that  thousand  bales  for  less  than  10  cents 
imless  you  were  hanging  on  the  very  veree  of  bankruptcy?  You 
would  not  do  it.  You  would  say,  **I  paid  10  cents  for  this  cotton 
and  I  can  not  take  less.  It  is  not  probable  that  Sumners  will  take 
less  for  the  last  half  of  his  cotton  than  I  gave  him  for  the  other,  and 
I  am  not  going  to  suffer  a  loss  as  long  as  I  can  hold  on  to  it.''  I 
would  not  tear  your  underselling  me. 

But  suppose  you  go  into  an  exchange  and  hedge,  you  cut  yourself 
off  from  all  possibUitv  of  improving  your  financial  condition  by  any 
raise  in  the  price,  i  ou  have  insured  yourself  against  any  loss  by 
reason  of  a  decline  in  the  price,  and  you  have  absolutely  no  interest 
whatever  in  protecting  the  price  of  the  commodity.  Your  half  is 
adrift  on  the  high  seas  of  commerce,  blown  hither  and  thither  by 
every  wind  of  speculation. 

There  is  in  the  record  here  the  testimony  of  a  merchant  who  says 
that  after  this  break  in  January,  when  the  market  was  trembling 
and  needed  all  the  support  it  could  get,  he  went  into  the  market  ana 
sold  the  farmers'  cotton  at  a  price  lower  than  the  farmers  would  sell 
it  themselves. 

Mr.  Cone  testified: 

In  the  break  that  occurred  in  New  York  recently,  I  sold  cotton  for  much  lees  than 
I  could  buy  it.  I  told  my  salesmen:  '*  Boys,  call  up  all  the  mills,  sell  all  the  cotton 
you  can/'  I  said,  **Fill  the  order  books."  They  called  up  and  we  sold;  in  fact, 
we  did  not  have  to  call  them  up.  The  mills  called  us  up,  and  we  have  orders  on 
our  books  running  clear  into  August,  and  that  cotton  we  sold  is  still  owned  bv  those 
gentlemen  over  there  (indicating  the  farmers).  But  why  did  we  sell  it?  Because 
we  knew  that  somebody  is  selling  something  in  New  York  for  less  than  it  was  worth. 
As  each  sale  was  made  I  telegraphed  my  brokers  in  New  York  to  buy  me  July  or  to 
buy  May  cotton.  » 

That  is  possible  under  this  magnificent  system  of  hedging  that 
they  talk  so  much  about.  When  the  market  is  breaking,  when 
every  man  ought  to  stand  under  it  and  get  it  to  a  stable  basis,  these 
men,  by  reason  of  this  system  of  hedging,  undersell  the  farmers,  sell 
the  cotton  they  do  not  own,  at  a  cheaper  price  than  the  farmers  would 
sell.     That  is  the  testimony  in  this  case. 

I  grant  you,  gentlemen,  if  you  pass  this  bill,  there  will  be  some 
disturbance. 

The  Chaikman.  What  do  you  think  would  happen  in  the  case 
just  referred  to  by  the  gentleman  from  New  Orleans  who,  as  an 
exporter,  has  sold  50,000  or  60,000  bales?  It  may  take  him  six 
months  to  gather  it.  In  the  absence  of  the  hedging  system  would 
it  be  impossible,  in  your  judgment,  for  such  a  transaction  to  be 
made? 
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Mr.  SuMNERS.  No,  sir;  I  will  tell  you  what  I  think  would  come 
about.  These  -exchanges  would  become  exchanges  in  truth  and  in 
fact.  They  are  not  exchanges  now.  There  is  not  a  lai^e  cotton 
exchange  in  the  United  States  to-day.  There  is  not  a  place  where 
the  man  who  wants  to  buy  goes  to  meet  the  man  who  wants  to  sell. 
There  would  have  been  more  than  40,000  bales  of  cotton  delivered 
on  the  New  Orleans  contract  since  last  September  had  it  been  a  real 
exchange.  There  would  be  much  more  cotton  deUvered  than  has 
been  delivered  on  the  New  York  contracts  were  it  a  real  exchange. 
These  gentlemen  who  are  merchants  are  finely  equipped.  They 
buy  cotton  all  over  the  country.  Exchanges  would  develop,  Mr. 
Chairman. 

There  was  a  day  when  these  institutions  were  exchanges,  but  the 
gambler  went  to  those  exchanges  and  offered  just  as  much  commission 
for  the  privilege  of  gambling  as  the  man  who  has  spot  cotton  to  sell 
offered  lor  selhng  it.  There  is  where  the  trouble  came  in.  The  vice 
crept  into  these  exchanges.  Instead  of  strangling  that  vice  when  it 
came  it  was  permitted  to  grow,  and  just  as 'vice  always  does  when 
it  is  given  a  free  opportumty,  it  strangled  out  the  legitimate  trans- 
actions on  the  exchanges. 

There  would  develop  great  spot  exchanges,  and  I  will  tell  you  what 
this  merchant  would  do.  To  illustrate,  I  would  say  to  him,  *'I  want 
you  to  deUver  me  cotton  in  six  months.^'  He  would  say,  **A11  right; 
1  will  deUver  that  cotton  at  50  points  on  the  spot  quotation  on  a  given 
spot  exchange  at  the  date  ol  deUvery."  We  would  get  down  to 
business  then. 

Mr.  Glenny.  May  I  ask  whether  that  would  be  permissible  imder 
the  bill? 

Mr.  SuMNERS.  Absolutely. 

Mr.  Glenny.  He  would  be  selUng  something  he  did  not  have  and 
which  he  could  not  get. 

The  Chairman.  But  he  has  the  bona  fide  intention  of  buying. 

Mr.  SuMNERS.  He  has  not  hedged.  He  has  not  sold  anvthing.  He 
has  made  an  independent  contract  with  me.  That  is  the  character 
of  what  I  beHeve  would  be  done. 

The  Chairman.  Would  that  meet  the  need  of  the  spinner?  The 
argument,  with  which  I  have  no  doubt  you  are  familiar,  is  that  the 
spmner  must  know  to-day  what  the  cotton  he  expects  to  spin  six 
months  from  now  is  going  to  cost  him.  Under  your  suggestion  he 
would  not  know  that. 

Mr.  SuMNERS.  I  am  glad  to  answer  that.  Of  course  it  is  merely  a 
matter  of  opinion  as  to  just  what  would  be  done.  In  the  case  that  was 
suggested  here  yesterday  the  spinner,  we  will  say,  must  sell  his  goods 
a  year  and  a  half  in  advance.  Now,  he  makes  a  price  based  on  the 
price  of  cotton  or  cotton  futures  at  the  time  he  makes  the  contract. 
He  hedges  against  that  sale.  Therefore  the  only  profit  he  expects 
to  receive  is  the  profit  based  on  the  price  of  cotton  at  the  time  of  the 
contract  and  the  price  he  has  agreed  to  sell  his  cloth  for.  He  has 
figured  in.  of  course,  all  his  expenses — that  is,  the  price  of  cotton, 
labor,  fuel,  and  those  other  expenses  that  must  occur,  and  he  has 
figured,  say,  half  a  cent  per  yard  profit.  The  reason  he  sells  thw 
cloth  a  year  and  a  half  in  advance  is  that  he  may  be  certain  of  a 
market  for  the  output  of  his  mills  at  a  fair  profit. 
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He  has  already  determined  in  advance  what  his  profit  is  going  to 
be.  Why  could  not  that  spinner  make  this  sort  of  a  contract  with 
the  cotton  merchant,  if  he  wanted  to  make  a  contract  to  protect 
himself?  We  will  say  cotton  is  worth  10  cents  a  pound  and  he  is 
manufacturing  ringham,  for  instance,  which  he  is  willing  to  sell  at  5 
cents  a  yard.  Why  could  he  not  make  that  sale  on  the  basis  of 
10  and  5,  providing  that  the  price  at  which  he  is  to  make  the  dehvery 
be  determmed  bv  the  fluctuation  of  cotton  above  or  below  10  cents — 
his  selling  price  based  on  cotton  at  10  cents  and  his  cloth  at  5  cents? 

Mr.  Mandelbaum.  How  about  his  ginghams?  He  would  not  get 
any  more  for  his  ginghams  ? 

Mr.  SuMNERs.  Why  not  ?  You  did  not  listen  to  me.  That  is  the 
reason  jou  did  not  hear  what  I  said.  I  am  not  imdertaking  to  say, 
Mr.  Chairman,  what  sort  of  a  system  these  men  are  to  adopt.  I  think 
it  will  work  itself  out. 

The  Chaibman.  The  suggestion  I  understood  you  to  make  just  now 
was  that  the  spinner  would  make  a  contingent  contract  with  the  cus- 
tomer for  his  cloth. 

Mr.  SuMNERS.  A  basic  contract;  yes,  sir;  based  on  ten  and  five, 
with  the  fluctuations.  I  am  not  a  practical  spinner.  I  do  not  know 
how  that  ought  to  be  measured,  but  with  such  fluctuations  as  will  give 
him  when  he  makes  his  final  sale  the  profit  he  would  have  made  if  the 
cotton  had  remained  10  cents  per  pound.  There  is  nothing  arbitrary 
about  that. 

Mr.  Mandelbaum.  May  I  interject  one  question  ?  You  would  not 
consider  that  a  gambling  contract,  would  you  ? 

Mr.  SuMNERS.  Not  at  all. 

Mr.  Mandelbaum.  Neither  the  seller  of  the  cotton  nor  the  buver 
of  the  ginghams  would  know  what  he  was  doing.  In  my  opinion  that 
would  DC  a  gamble,  pure  and  simple. 

Mr.  SuMNERS.  This  is  a  coimtry,  you  know,  where  everybody  has 
a  right  to  an  opinion.  That  is  not  mine.  I  tnink  that  is  a  contract 
that  is  absolutely  devoid  of  all  gambling,  for  the  reason  that  this  man 
has  figured  that  he  would  make  half  a  cent  a  yard  on  his  gingham. 
That  is  all  he  will  make  at  any  time.  Now,  if  at  the  time  he  has  to 
buy  the  cotton  the  very  cotton  that  goes  into  the  gingham  has  gone 
up,  ought  not  the  man  who  buvs  the  gingham  to  pav  more  ?  On  the 
contrary,  if  at  the  very  time  he  buys  the  cotton  that  goes  into  the 
gingham  cotton  has  gone  down,  why  ought  not  the  purchaser  of  the 
cloth  to  get  it  at  less  ?  If  there  is  any  gamble  in  tliat,  I  am  sure  I 
can  not  discover  it. 

As  I  say,  I  do  not  think  I  am  going  to  get  any  patent  on  this. 

Mr.  Mandelbaum.  You  ought  to  on  this  proposition.     [Laughter.] 

Mr.  Beall.  Mr.  Sumners.  I  notice  that  the  members  of  the  New 
York  Cotton  Exchange  exnibit  evidences  of  amusement  over  that 
proposition.  Do  you  not  think  they  would  have  been  just  as  much 
amused  if  the  proposition  had  been  submitted  to  them  thirty  years 
ago  that  New  York  would  cease  to  be  a  spot-cotton  market  ? 

Mr.  Sumners.  Yes,  sir.     I  do  not  think  they  ever  dreamed  of  it. 

Mr.  Beall.  Does  the  manufacturer  of  cotton  goods  have  any 
trouble  in  disposing  of  his  product  to  the  retail  merchant  ? 

Mr.  Sumners.  I  ^m  not  familiar  with  that,  Mr.  Beall,  but  I  under- 
stand not. 
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Now,  just  one  additional  thing,  Mr.  Chainnan.  They  talk  about 
this  hedging  system  adding  to  the  demand.  With  all  due  respect  to 
the  gentlemen  who  make  that  suggestion,  it  does  not  occur  to  me  as 
being  a  serious  proposition.  The  ^Uow  who  adds  to  the  demand  for 
cotton  is  the  consmner.  I  do  not  care  whether  it  is  a  man  who  buys 
a  shirt  like  I  have  or  just  wears  one  garment  in  Africa.  He  is  the 
fellow  who  fixes  the  demand  for  cotton — the  man  who  uses  the  cotton. 

These  gentlemen  have  the  New  York  Exchange  so  big  in  their  eyes 
that  they  feel  that  if  you  should  abolish  it  the  stars  would  fall.  Well,  I 
will  not  say  that;  that  would  not  sound  right,  but  they  believe  that 
if  you  abolish  the  New  York  Exchange  this  whole  thing  will  go  all  to 
pieces. 

It  is  the.  biggest  thing  they  know  about;  it  is  so  dose  up  to  them. 
They  are  honest  about  it.  We  believed  in  the  South  that  if  the 
institution  of  slavery  were  abolished — I  have  referred  to  that  already, 
and  I  will  come  back  to  it — we  would  be  absolutely  ruined,  and  yet 
every  man  who  is  informed  down  there  knows  that  if  it  had  not  been 
abolished,  in  two  or  three  generations  more  civilization  in  the  South 
as  we  know  it  would  have  perished.  These  exchanges  afford  the 
temptation  and  the  machinery  to  send  the  market  up  or  send  it 
down.  Operations  on  them  constantly  disturb  it.  The  New  York 
exchange  could  not  live  if  it  had  a  stable  market.  Its  very  exist- 
ence depends  upon  the  going  up  or  down  of  prices.  People  will  not 
go  in  there  ana  buy  on  a  stable  market,  and  they  know  it.  They 
thrive  upon  a  disturbed  market. 

There  is  nothing  personal  in  that  statement,  but  I  beUeve  every 
man  of  fair  information  must  recognize  that  these  exchanges  are 
disturbing  elements,  interferring  in  the  passage  of  commodities 
from  the  producer  to  the  final  consumer.  Tne  people  of  this  country 
are  too  resourceful  to  have  to  depend  on  an  institution  of  that  kind, 
that  confessedlv  has  gambling  mixed  up  in  it,  in  order  for  the  men 
who  produce  tne  cotton  to  te  able  to  carry  it  in  to  the  men  who 
consume  it. 

So  far  as  I  am  concerned  and  so  far  as  the  other  men  who  have 
appeared  here  as  producers,  or  for  them,  are  concerned,  we  are  willing 
to  take  the  chance.  I  understand  that  legislators  csn  not  foresee 
what  will  happen.  Nobody  can.  I  do  not  know  how  manv  other 
manufacturers  have  appeared  here  in  opposition  to  the  bill,  but  I 
believe  no  manufacturers  have  appeared  who  are  not  connected  with 
the  exchanges.  Manufacturers  generally  are  willing  to  take  the 
chance.  I  Believe  the  consumers  of  this  country  are  willing  to  take 
the  chance.  The  only  people  I  find  Who  are  seriously  objecting  to 
this  measure  are  the  members  of  the  exchanges,  and  their  rights  as 
compared  with  the  rights  of  the  producer  and  consumer  do  not  stand 
in  the  same  class.  If  the  producer  and  the  consumer  do  not  want 
their  services,  or  find  their  activities  to  be  injurious,  it  seems  to  me 
that  is  the  end  of  it. 

Mr.  Lever.  Mr.  Sumners,  before  you  close  I  would  like  you  to  give 
the  committee  your  idea,  very  briefly  or  as  much  at  length  as  you 
please,  just  how  dealing  in  future  contracts  works  to  the  injury  of  the 
producer  and  the  ultimate  consumer  of  cotton. 

Mr.  Sumners.  Mr.  Chairman,  we  have  a  peculiar  condition  in  the 
South  with  reference  to  the  production  of  cotton.  I  have  just  gone 
through  a  rate  hearing  in  my  State  in  which  it  was  disclosed  that  by 
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reason  of  the  fact  that  cotton  was  rushed  upon  the  market  during 
about  three  months  in  the  year  it  is  necessary  for  the  railroads  of  the 
country  to  provide  for  themselves  a  tremendous  additional  equipment 
which  they  must  have  tied  up  during  the  rest  of  the  year.  It  is  nec- 
essary for  the  banks  of  the  country  to  provide  a  very  much  larger 
equipment;  and  so  with  the  whole  macninery  in  my  section  of  the 
country. 

The  farmers  of  the  country  would  market  their  cotton  gradually 
if  they  could.  I  do  not  mean  if  they  financially  could,  because  the 
banks  of  the  South  and  the  farmers  of  the  South  are  able  now  to  do 
it;  but  they  do  not  know  what  to  do.  Take  the  January  situation, 
for  instance.  The  season  opens  up.  The  farmer  has  his  cotton  at 
home.  The  economic  thing  to  do  is  to  market  it,  say,  during  ten 
months  in  the  year.  Mr.  Thompson,  I  beUere,  advocates  that  scheme. 
His  cotton  is  worth  15  cents.  He  does  not  know  what  it  is  going  to 
be  worth  next  day.  He  does  not  know  whether  they  will  raid  the 
market,  as  they  did  in  January,  and  break  it.  He  does  not  know 
how  much  higher  it  is  going,  because  it  is  not  responding  to  the  law 
of  supply  ana  demand.  The  result  is  he  dumps  the  whole  crop  on 
the  market.  The  cotton  of  the  South  went  to  market  at  about  13 
cents,  I  beUeve.  It  was  economically  worth  16  cents.  A  great 
deal  of  that  cotton  was  bought  by  European  speculators.  I  do  not 
know  how  much,  but  we  wul  suppose  it  all  was,  in  order  that  the 
figures  may  go  in  the  record.  Tne  difference  between  13  cents  and 
15  cents  on  11,000,000  bales  is  $110,000,000.  If  that  cotton  had  all 
been  bought  by  European  speculators,  or  by  whomever  it  was  bought, 
it  was  an  economic  waste  of  that  amount  in  so  far  as  producers  are 
concerned.  We  beUeve  that  if  these  outside  influences  were  destroyed, 
if  the  disturbing  influences  were  destroyed,  after  the  cotton  comes  in 
sight  then  its  price  would  not  break  as  it  does  now.  It  certainly 
would  not  if  this  system  of  hedging  was  not  in  vogue,  because  the 
men  who  buy  cotton  at  15  cents  womd  not  sell  it  for  less  than  that. 

There  are  some  other  minor  features  about  it,  but  in  my  judgment 
the  most  serious  thing  produced  by  the  system  of  speculation  is  the 
disturbance  of  the  market,  which  renders  it  impossible  for  the  farmers 
of  the  country  to  apply  sane  business  methods  in  the  marketing  of 
their  product.  I  beueve  it  is  a  tremendous  economic  loss  to  the  whole 
United  States.  We  depend  on  cotton  for  our  balance  of  trade.  I 
do  not  say  that  absolutely,  but  the  amount  of  cotton  exported  is 
larger  than  the  balance  of  trade  in  America. 

Mr.  Lever.  What  appUes  to  the  farmer  applies  to  the  spinner  also, 
does  it  not  ? 

Mr.  SuMNERS.  Absolutely. 

I  am  not  in  favor,  Mr.  Chairman,  of  sending  cotton  higher  than  the 
law  of  economy  sends  it,  because  it  always  reacts.  All  that  the  pro- 
ducers of  this  country  want  is  a  market  governed  by  the  law  of  supply 
and  demand,  undisturbed  by  such  influences  as  are  traceable  to  the 
great  exchanges  of  the  country,  and  I  think  from  the  national  stand- 
point that  abnormally  high  prices  have  a  tendency  and  wUJ  have  a 
tendency  to  develop  large  competitive  territories  outside  of  the 
United  States  for  the  production  of  cotton. 

As  a  matter  of  fact,  with  the  market  shot  to  pieces  the  spinner 
does  not  know  what  to  do.  It  is  in  testimony  here  that  hedges  on 
the  exchanges  do  not  protect  the  spinner.     It  can  not  do  so  when 
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the  paritv  between  futures  and  spots  does  not  remain  stable.  Durii^ 
the  last  break  in  futures  there  is  no  telling  where  futures  would  have 
gone,  and  spots,  too,  if  it  had  not  been  for  the  fact  that  the  men  who 
held  spot  cotton  would  not  turn  it  loose  when  the  market  was  raided. 

Mr.  Mandelbaum.  May  I  ask  one  question,  Mr.  Chairman  ? 

The  Chairman.  Yes. 

Mr.  Mandelbaum.  As  I  understand  you,  Mr.  Sunmers,  you  are  for 
the  bill  and  against  the  exchanges  solely  from  an  economic  i>oint  of 
view? 

Mr.  SuMNERs.  Well,  I  would  hardly  state  it  so  broadly,  but  the  ail- 
ment here  is  based  on  an  economic  position.  I  do  not  believe  that 
the  purely  gambling  transactions  in  the  exchanges  are  beneficial  to 
anybody,  and  I  would  oppose  it  personally  on  that  ground. 

Mr.  Mandelbaum.  But  you  oppose  it  from  an  economic  point  of 
view? 

Mr.  SuMNERS.  Yes. 

Mr.  Mandelbaum.  I  took  your  whole  argument  that  way. 

Mr.  SuMNERS.  That  is  the  only  argument  I  can  make  here. 

Mr.  Mandelbaum.  I  have  no  further  questions  to  ask,  Mr.  Chair- 
man. 

Mr.  Sumners.  That  is  the  whole  proposition. 

Mr.  Lever.  But  your  idea  is  that  there  is  a  great  deal  of  gambling 
transactions  carrieci  on  on  the  exchange  ? 

Mr.  Sumners.  Yes.  Personally  I  should  oppose  it  on  that  groimd. 
and  I  think  the  congressional  committee  in  determining  a  matter  of 
that  sort,  just  Uke  the  courts  of  the  country  did  in  the  lottery  case, 
would  go  much  farther  and  much  quicker  when  they  find  that  they 
can,  as  the  darkey  said,  **kill  two  birds  with  one  stone,"  and  destroy 
a  great  gambling  institution  as  well  as  protect  interstate  commerce. 

Mr.  Mandelbaum.  You  stated  that  cotton  ought  to  be  measured 
by  economics  and  that  it  is  worth  15  cents  at  the  present  time. 

Mr.  Sumners.  I  believe  that.     Don't  you? 

Mr.  Mandelbaum.  It  does  not  make  any  difference  what  I  believe 
or  what  you  believe.  You  base  it  on  your  economic  resources.  You 
must  base  it  on  something.     You  stated  those  words  yourself. 

Mr.  Sumners.  Yes. 

Mr.  Mandelbaum.  Now,  on  what  do  you  base  that  ? 

Mr.  Sumners.  That  is  a  pretty  long  story. 

Mr.  Mandelbaum.  You  base  it  on  the  price  it  is  selling  for?  You 
must  base  it  on  something. 

Mr.  Sumners.  Do  you  want  me  to  answer?  If  you  do,  I  will 
answer. 

Mr.  Mandelbal^m.  Yes. 

Mr.  Sumners.  I  believe 

Mr.  Mandelbaum.  It  is  not  what  you  beUeve.  The  question  is, 
What  do  you  base  it  on?  •  .    . 

Mr.  Sumners.  You  must  let  me  answer  it  if  you  want  me  to.  I 
believe,  Mr.  Chairman,  that  it  has  cost  the  farmers  of  the  South  this 
year  15  cents  to  produce  that  cotton,  allowing  them  a  reasonable  and 
a  very  reasonable  margin  for  profit.  I  base  it  on  my  knowledge  of 
economic  conditions  in  the  South,  and  I  think  when  they  do  get  15 
cents  for  it  they  get  very  much  less  than  the  average  citizen  of  the 
United  States  is  getting  to-day  for  a  less  amount  of  labor. 
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Mr.  Mandelbaum.  In  other  words,  it  is  what  you  think  are  the 
economic  conditions  dictate  the  price  that  the  farmers  ought  to  get  for 
their  cotton  ? 

Mr.  SuMNERS.  I  think  so;  jres,  sir. 

I  want  to  thank  the  committee  for  having  listened  to  me,  and  ask 
that  the  reports  of  the^New  York  Exchange  on  southern  warehouses 
be  incorporated  as  a  part  of  my  remarks. 

Mr.  Brooks.  Mr.  Chairman,  in  order  not  to  be  unjust  to  anybody 
I  would  like  to- have  this  telegram  go  in  the  record.  The  statement 
was  made  here  some  days  ago  concerning  the  Farmers^  Elevator 
Company  at  Kansas  City. 

The  (Chairman.  The  Farmers'  Terminal  Grain  Company? 

Mr.  Brooks.  Yes;  that  is  the  oflScial  name,  I  believe.  This  tele- 
gram came  in  answer  to  the  statement  made  before  the  committee, 
and  I  think  they  ought  to  have  a  right  to  have  it  put  into  the  record. 
It  reads  thus: 

The  chaige  that  this  company  is  connected  with  bucket  shops  ia  absolutely  untrue. 
Our  company  is  organized  and  composed  of  the  beet  citizens  of  the  States  of  Kgnsaa 
and  Nebraska,  including  farmers  and  bankers.  Thi?  charge  must  come  from  Chicago 
or  the  Kansas  City  boards  of  trade,  who  are  trying  to  prevent  us  from  handling  our 
own  grain.    Will  mank  you  to  give  me  particulars. 

S.  H.  McCULLOUOH. 

•Mr.  McCullough  is  the  same  gentleman  who  signs  the  letter  that 
was  put  in  the  record. 

The  Chairman.  Mr.  Marsh,  have  you  decided  whether  you  care  to 
make  a  statement  or  not  ? 

Mr.  Marsh.  Mr.  Chairman,  we  should  like  to  make  a  very  brief 
statement,  taking  only  five  or  ten  minutes. 

The  Chairman.  For  the  information  of  the  committee  I  will  state 
that  the  gentlemen  representing  the  New  York  Cotton  Exchange 
desired  to  be  heard  in  relation  to  the  Herbert  Knox  Smith  report, 
and  were  extremely  anxious  that  Mr.  Smith  should  be  here  at  the 
same  time.  Mr.  Smith  was  notified  of  their  wishes  in  this  respect,  but 
responded  that  he  had  an  engagement  out  of  Washington  that  would 
maKe  it  impossible  for  him  to  appear  to-day.  The  delegation  from 
New  York  then  oflFered  to  return  at  any  future  day,  but  Mr.  Smith 
stated  in  response  to  that  suggestion  that  he  would  prefer  not  to 
appear  before  the  committee  under  circumstances  which  might  make 
it  appear  as  if  there  were  a  joint  debate  or  anything  of  that  sort; 
that  ne  had  stated  his  conclusions  and  had  given  the  facts  upon 
which  he  based  them  in  his  official  report,  and  did  not  feel  that  he 
was  called  upon  to  enter  into  any  defense  of  that  report. 

The  committee  will  be  very  glad,  however,  to  hear  anything  which 
Mr.  Marsh  may  have  to  say  for  the  delegation  from  New  York. 

TESTIMOlfT  OF  ABTHUE  B.  MABSH,  BEPBESENTIira  THE  JSTEW 
YOBK  COTTON  EXCHAlTaE. 

(The  witness  had  been  previously  sworn.) 

Mr.  Marsh.  Mr.  Chairman,  I  desire  to  say  for  the  delegation  from 
the  New  York  Cotton  Exchange  that  we  feel  greatly  embarrassed  at 
the  situation  which  has  arisen  because  Mr.  Herbert  Knox  Smith, 
Commissioner  of  Corporations,  has  dechned  to  appear  before  the 
committee  at  the  time  when  they  were  setting  fortn  our  reasons  for 
believing  that  the  report  which  the  Bureau  of  Corporations  has  issued 
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with  regard  to  cotton  exchanges  is,  in  so  far  as  it  deals  with  the  New 
York  Cotton  Exchange,  unjust  and  unsound. 

We  feel  very  keenly  the  fact  that  a  statement  made  by  us  not  in 
the  presence  of  Mr.  Herbert  Knox  Smith  must  have  the  appearance 
of  an  ex  parte  statement^  a  mere  protest  on  our  part,  ana  can  not 
carry  the  weight  either  with  this  committee  o^  with  Congress  or  with 
the  people  of  the  United  States,  many  of  whom  will  doubtless  read 
the  record  of  these  hearings,  which  would  be  carried  by  a  statement 
made  face  to  face  with  Mr'.  Herbert  Knox  Smith  himself,  where  he 
had  an  opportunity  to  controvert  any  criticisms  which  might  pass 
upon  his  work. 

We  feel,  of  course,  that  the  report  of  Mr.  Herbert  Knox  Smithy  or  of 
the  Bureau  of  Corporations,  signed  by  Mr.  Herbert  Knox  Snuth,  is 
very  injurious  to  the  New  York  Cotton  Exchange,  and  very  unjustly 
injurious  to  that  exchange.  We  believe  that  the  report  is  essentially 
unsound  in  its  methods  and  unwarranted  in  its  conclusions. 

I  do  not  suppose  that  this  committee  desires  me  to  go  into  the 
particular  grounds  for  our  belief  that  the  report  of  the  Commissioner 
of  Corporations  is  of  this  character.  I  am  ready  to  do  that  if  the 
committee  desire  it  to  be  done.  I  will  simply  say,  briefly,  that  the 
report  of  the  Bureau  of  Corporations  on  exchanges,  though  it  con- 
tams  a  very  large  quantity  of  very  valuable  material,  laborously 
collected  and  clearly  set  forth,  is  characterized  from  beginning  *to 
end  by  inaccuracy  of  definition  of  the  terms  which  are  the  critical 
terms  in  the  whole  discussion,  is  characterized  by  constant  failure 
to  bring  out  the  real  factors  and  essential  matters,  and  is  conse- 
quently vicious  in  its  conclusions,  because  without  a  systematic  and 
specific  laying  out  of  the  facts  it  is  of  course  impossible  to  arrive  at 
just  conclusions. 

The  Chairman.  Mr.  Marsh,  if  you  would  like  to  elaborate  that 
statement  and  go  into  the  question  a  little  more  fully,  I  am  quite 
sure  the  committee  would  be  glad  to  have  you  do  so. 

Mr.  Marsh.  I  will  do  it  very  briefly,  Mr.  Chairman,  though  I  do 
it  under  a  sense  of  a  kind  of  mental  oppression,  from  the  fact  tnat  Mr. 
Smith  is  not  here. 

In  the  first  place,  there  are  three  terms  which  are  in  use  in  the 
discussion  of  the  cotton  exchanges  constantly  employed  bv  Mr. 
Smith  and  about  the  correct  use  of  which  the  whole  discussion  fiangs. 
Those  three  terms  are,  first,  *' cotton  exchange;"  second,  **spot 
cotton;"  third,  ^^hed^e." 

Now,  any  person  who  undertakes  to  discuss  cotton  exchanges  with- 
out having  adequately  and  scientifically  determined  the  meaning  of 
those  three  terms  is  simply  beating  the  air,  and  Mr.  Smith  has  not 
determined,  scientifically  or  adequately,  the  meaning  of  an\'  one  of 
those  three  terms.  He  uses  them  in  the  vaguest,  most  general,  and 
most  popular  sense.  He  has  in  no  part  of  his  report  scientifically 
studied  what  a  cotton  exchange  is.  There  is  no  part  of  his  report 
in  which,  historically  and  analytically,  a  cotton  excnange,  as  a  genus, 
as  a  thing  in  nature,  is  discussed.  He  has  not  discussed  what  classes 
of  men  or  what  class  of  men  constitute  cotton  exchanges,  what  class 
of  men  the  cotton  exchange  is  intended  for.  He  has  jumbled  into 
one  pot,  so  to  speak,  cotton  merchants,  cotton  spinners,  cotton  pro- 
ducers, cotton  speculators.  One  minute  he  is  adducing  a  criticism 
from  a  speculator,  the  next  minute,  from  a  spinner,  and  the  next 
minute,  from  a  producer. 
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The  result  is  that  his  discussion  is  constantly  vitiated  by  these 
intrusions  of  matters  that  ought  to  have  been  excluded  and  which  he 
himself  would  have  excluded  if  he  had  scientifically  and  analytically 
examined  the  fundamental  of  what  a  cotton  exchange  is. 

In  the  second  place,  Mr.  Chairman,  one  of  the  most  extraordinary 
features  of  the  whole  report  is  the  way  in  which  Mr.  Herbert  Knox 
Smith  juggles  vnth  the  words  *' spot  cotton."  Spot  cotton  throughout 
the  report  is,  to  the  eye  of  one  lamiUar  with  the  trade,  middling  cot- 
ton. That  appears  to  be  what  Mr.  Smith  has  in  las  mind  when  he 
talks  about  spot  cotton.  Low  middUng  cotton,  according  to  Mr. 
Smith,  is  not  spot  cotton.  Good  middUng  cotton  is  not  spot  cotton. 
Good  ordinary  cotton  is  not  spot  cotton.  MiddUng  fair  cotton  is  not 
spot  cotton.  Spot  cotton  is  middling  cotton,  and  in  his  whole  dis- 
cussion of  the  relative  values  of  contracts  for  future  deUvery  of  spot 
cotton,  he  is  playing  upon  this  misconception,  misstatement  of  wnat 
spot  cotton  is. 

In  the  third  place,  Mr.  Smith  knows  nothing,  from  first  hands,  of 
hedging.  He  has  not  used  the  facilities  for  oDtaining  the  informa- 
tion wnich  would  gladly  have  been  furnished  him.  The  report  is 
bestrewn  with  misstatements  about  hedging  which  could  have  been 
avoided  by  the  asking  of  a  single  question  of  a  competent  person. 

Mr.  Burleson.  Mr.  Marsh,  do  vou  not  think  you  ought  to  point 
out  those  misstatements  instead  of  indulging  in  these  denunciations  ? 

Mr.  Marsh.  I  have  said,  Mr.  Chairman,  that  we  desire  now  simply 
to  make  a  general  statement,  that  I  do  not  desire,  and  am  unwilling, 
to  go  into  a  detailed  discussion  of  these  matters  except  in  the  presence 
of  Mr.  Smith.    That  position  I  must  adhere  to. . 

Mr.  Burleson.  It  strikes  me  it  would  be  less  objectionable  to  Mr. 
Smith  if  you  would  point  out  specifically  wherein  he  was  mistaken 
instead  of  indulging  in  a  general  denunciation  of  the  report  he  has 
made. 

Mr.  Marsh.  Mr.  Chairman,  I  am  not  speaking  from  the  point  of 
view  of  Mr.  Smith,  or  what  is  pleasant  or  unpleasant  to  Mr.  Smith. 
I  am  speaking  from  the  poiht  of  view  of  a  free  American  citizen,  a 
cotton  merchant  who  has  a  right  to  speak  to  the  representatives 
of  the  American  people,  and  to  state  his  mind  to  them. 

To  go  on,  Mr.  Chairman,  one  word  more  with  regard  to  the  matter 
of  hedging. 

Throughout  the  report  of  Mr.  Smith  the  word  *^ hedge"  is  used 
especially  to  mean  a  buying  hedge.  Occasionally,  like  a  bone  to  a 
dog,  a  word  is  dropped  about  the  hedge  which  the  cotton  merchant 
has  to  sell;  but  the  whole  discussion  in  the  report  depends  upon 
hedge  in  the  sense  of  a  buying  hedge. 

There,  then,  Mr.  Chairman,  are  three  essential,  critical  terms,  terms 
which  have  to  be  used  on  every  page  of  every  volume  of  every  part 
of  this  report,  which  Mr.  Smith  aid  not  take  the  trouble  critically  to 
examine,  critically  to  define,  and,  worst  of  all,  critically  to  get  full 
information  about. 

I  have  mentioned  those  three  terms  because  they  indicate  the  char- 
acter of  our  objection  to  Mr.  Smith's  report,  to  the  work  which  Mr. 
Smith  has  published  to  the  world,  as  describing  the  New  York  Cotton 
Exchange  m  particular.  A  large  number  of  subsidiary  matters  he  has 
treated  in  the  same  way.  His  remarks  about  hedging  not  being 
insurance  are  too  absurd  lor  characterization.     His  ignorance  of  what 
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takes  place  actually,  in  fact,  with  regard  to  speculation  as  a  sui>jK)sed 
necessity  for  carrying  all  the  hedges  against  all  the  cotton  in  the 
world  is  ancient  history,  and  no  one  famuiar  with  the  facts  would  for 
a  moment  accept  what  Mr.  Smith  savs  on  that  subject. 

Mr.  Burleson.  Mr.  Chairman,  I  hold  no  brief  lor  the  defense  of 
Mr.  Smith,  but  I  protest  against  these  general  denunciations  and 
characterizations  or  Mr.  Smith  without  giving  a  single  detail  upon 
which  they  are  based.  I  think  it  is  only  fair,  if  thev  are  going  to 
embodjr  in  these  hearings  wholesale  denunciations  of  Mr.  Smith  and 
Mr.  Smith's  report,  that  they  should  at  least  put  their  finger  upon  one 
statement  contained  in  the  report  as  a  basis  for  these  denunciations. 
As  a  matter  of  fact,  the  conclusions  reached  by  Mr.  Smith  are  largely 
based  upon  statements  made  to  him  by  members  of  the  exchange, 
and  I  challenge  an  investigation  of  this  report  to  support  me  in  that 
statement. 

Now,  I  am  perfectly  willing  for  the  representatives  and  defenders 
of  the  New  York  exchange,  if  they  can  point  out  an  error  in  this  re- 
port of  Mr.  Smith,  to  point  it  out.  I  went  to  the  chairman  a  moment 
ago  and  said  I  was  perfectly  willing,  if  there  was  a  false  statement  in 
there  or  a  misstatement  in  there,  to  have  it  pointed  out  by  Mr. 
Marsh,  and  I  hope  he  will  be  invited  to  point  it  out,  because  if  there  is 
error  there  I  want  to  know  it;  but  I  do  say  and  I  do  protest  that  this 
general  denunciation  of  Mr.  Smith  and  the  general  characterization 
of  his  report  indulged  in  by  Mr.  Marsh  ought  not  to  be  permittCKl. 

Mr.  Mandelbaum.  Mr.  Chairman,  Mr.  Marsh  started  out  in  making 
his  argument  by  saying  he  was  embarrassed  by  the  fact  that  Mr. 
Herbert  Knox  Smith  did  not  feel  it  incumbent  upon  him  to  be  present 
at  this  hearing  or  at  any  other  hearing  at  whicn  he  desired  to  make 
that  statement  in  the  presence  of  the  very  man  who  made  the  report. 
Mr.  Marsh  consented  to  make  his  remarks  as  briefly  as  possible,  and 
he  has  brought  them  out  in  a  more  elaborate  manner  by  the  request 
put  to  him  by  the  chairman  of  the  committee  that  he  should  make  a 
ruller  statement  of  the  matter  at  issue.  I  do  not  beUeve,  Mr.  Chair- 
man, it  is  the  duty  of  Mr.  Burleson  or  th^t  it  becomes  Mr.  Burleson  to 
raise  an  objection  to  a  statement  which  Mr.  Herbert  Knox  Smith 
was  notified  would  be  made  in  connection  with  this  matter  to-day,  or 
would  be  made  when  he  could  be  here  if  he  could  not  be  here  to-day. 
Mr.  Smith  is  not  a  czar.  He  is  only  a  servant  of  the  American  people, 
and  we  have  a  right  to  controvert  his  statement  and  we  intencl  to 
exercise  it. 

Mr.  Beall.  I  submit  that  is  a  matter  for  the  committee  to  deter- 
mine, not  for  Mr.  Mandelbaum. 

The  Chairman.  The  report  of  Mr.  Smith  is  a  pubUc  document 
wliich  is  in  the  hands  of  the  committee.  Mr.  Marsh,  representing  the 
New  York  Exchange,  is  stating  his  opinion  and  the  opimpn,  I  presume, 
of  his  colleagues,  as  to  the  consideration  which  ought  to  be  given  this 
report  by  the  committee.  His  statement  might  be  stronger  if  certain 
things  were  included;  it  might  be  weakened  if  certain  things  were 
left  out;  but  he  is  making  the  statement,  and  I  take  it  that  the  com- 
mittee would  prefer  that  he  follow  his  own  course  in  the  matter  and 
reserve  to  himself  the  right  to  form  such  concludons  after  the  state- 
ment is  made  as  the  manner  of  the  statement  and  the  matter  of  it 
seem  to  warrant. 

Mr.  Lever.  After  all,  we  pass  upon  these. 
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The  Chairman.  We  pass  upon  them  finally. 

Mr.  Marsh.  Mr.  Chairman,  I  hope  I  have  made  it  perfectly  clear 
that  I  am  not  only  willing  but  should  be  extremehr  glad  of  an  oppor- 
timity  to  take  iip  these  pomts  in  detail,  with  specific  illustrations  from 
the  report  of  Mj.  Herbert  Knox  Smith,  and  bring  out  in  the  fullest 
way  to  the  committee  the  groimds  of  our  strong  dissent  from  them, 
but  that  a  discussion  of  that  kind  not  in  the  presence  of  Mr.  Smith 
seems  to  me  to  put  the  New  York  Cotton  Exchange  in  a  wrong 
position. 

The  Chairman.  Proceed  in  your  own  way.  Mr.  Marsh. 

Mr.  Marsh.  I  liave  only  one  more  point  to  oring  out,  Mr.  Chairman. 

Mr.  Smith  has  himself  said,  if  I  remember  correctly  the  words,  that 
the  question  of  the  method  of  fixing  the  differences^  that  is  to  say, 
the  valuation  of  the  different  grades  of  cotton  deliverable  upon  a 
contract,  is  the  crux  of  the  whole  matter.  About  this  Mr.  Smith  has 
laid  down  a  certain  principle  or  rule.  He  has  said,  not  once  but 
many  times,  in  his  report  tnat  the  New  York  Cotton  Exchange  does 
not  conform  to  that  rule.  He  has  said  that  that  rule  is  the  only  just 
and  equitable  rule  or  principle  to  be  followed  in  fixing  differences  be- 
tween grades.  He  has  further  said  that  if  the  New  York  Cotton 
Exchange  can  not  conform  to  that  rule  it  has  no  right  to  exist. 

Now,  Mr.  Chairman,  Mr.  Smith  has  announced  a  very  terrible  rule, 
a  rule  so  binding,  so  imperative,  that  those  who  do  not  conform  to  it 
have  no  right  to  exist;  and  yet,  Mr.  Chairman.  Mr.  Smith  himself  in 
his  own  report  says  that  this  rule  does  not  work,  and  he  winds  up  by 
saying  that  although  it  does  "not  work  yet  it  is  the  only  just  and 
equitable  rule,  the  only  just  and  equitable  principle,  and,  irrespective 
of  whether  it  works  or  does  not  work,  it  must  be  adopted  or  those  who 
refuse  to  adopt  it  should  go  out  of  existence. 

Mr.  Chairman,  I  have  oeen  wanting  for  a  long  time  to  ask  Mr. 
Smith  where  he  got  this  rule,  this  imperative  principle.  So  far  as  I 
can  find  out  the  curious  thing  is  that  the  rule  does  not  exist.  There 
is  no  such  rule.  There  is  no  such  principle.  Mr.  Smith  has  evolved 
it  out  of  his  own  inner  consciousness,  or  he  has  taken  it  from  vague 
common  talk,  or  he  ha  j  got  it  I  know  not  where.  There  is  nowhere, 
so  far  as  I  know,  any  scientific  investigation  of  these  phenomena 
of  nature  which  has  resulted  in  the  discovery  of  any  such  rule  or 
any  such  principle. 

Mr.  Chairman,  the  members  of  the  New  York  Cotton  Exchange 
feel  that  it  is  a  little  hard  on  them  to  be  told  that  because  they  can 
not  see  the  imperativeness  of  a  principle  which  has  never  been 
scientifically  demonstrated  by  anybody,  and  because  they  can  not 
see  their  way  immediately  to  adopt  it,  they  should  be  told  they  have 
no  right  to  exist. 

The  severe  terms  in  which  Mr.  Smith  has  laid  down  this  principle, 
his  iteration  of  it  through  the  pages  of  his  report,  have  been  very 
hard  for  us  cotton  mercnants  of  New  York  to  endure.  We  realize, 
Mr.  Chairman,  that  the  Bureau  of  Corporations  is  being  every  day 
more  and  more  put  forward  as  the  final  arbiter  of  that  which  is  right 
and  reasonable  and  equitable  in  business  in  the  United  States;  and 
here,  Mr.  Chairman,  is  the  first  great  work  of  the  Bureau  of  Cor- 
porations, the  first  attempt  of  the  jBureau  of  Corporations  to  describe 
a  great  business  and  the  men  who'  are  engaged  in  that  business,  who 
know  that  if  the  principles  which  they  foUow  in  that  business  are  not 
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sound  and  just  principles  they  are  going  to  lose  their  business.  I 
say  these  men  in  this  ousiness,  when  they  come  to  analyze  this  first 
judgment  of  the  Bureau  of  Corporations  upon  a  great  business,  find 
as  tney  believe  that  that  judgment  is  basea  upon  loose,  vague  terms, 
and  that  it  is  a  plea  for  a  prmciple  asserted  to  be  the  only  just  and 
equitable  principle  in  that  busmess,  when  no  one,  not  even  the 
Commissioner  of  Corporations  himself,  has  scientifically  investigated 
the  phenomena  to  find  out  whether  there  is  any  such  principle  or  not 

As  representatives  of  the  New  York  Cotton  Exchange,  we  have 
desired  trom  the  start  to  thrash  this  matter  out  face  to  face  with  the 
Commissioner  of  Corporations.  We  desire  to  do  what  is  just  and 
what  is  right.  If  the  Commissioner  of  Corporations  is  right,  we  wish 
to  bow  to  nis  intellectual  authority,  though,  Mr.  Chairman,  we  do  not 
feel  that  we  are  called  upon  to  bow  to  his  political  authority.  But  we 
are  deprived  of  the  opportunity  of  thrashing  this  matter  out  face  to 
face  with  Mr.  Smith,  and  all  we  can  say  is  that  we  have  given  this 
committee  a  statement,  on  the  face  of  it  ex  parte,  which  must  camr 
such  weight  as  an  ex  parte,  uncontroverted  statement  can  carry.  We 
still  say,  nowever,  that  if  the  committee  desires  it  at  any  time,  to-day 
or  to-morrow  or  next  week  or  next  month  or  next  year,  we  shidl  wel- 
come the  opportunity  to  appear  here  face  to  face  with  the  Commis- 
sioner of  Corporations  and  tnrash  this  matter  out. 

I  have  nothing  more  to  say. 

The  Chairman.  Are  there  any  other  gentlemen  here  who  care  to 
be  heard  briefly  ?  I  believe  this  is  the  last  public  hearing  that  the 
committee  expects  to  give. 

Mr.  Neville.  Mr.  Chairman,  I  would  like  to  ask  if  the  paper  you 
handed  me  just  now  will  be  embodied  as  a  part  of  this  hearing  i 

The  Chairman.  Yes;  it  will  be  included. 

Mr.  Neville.  May  I  request,  then,  that  Mr.  Marsh's  remarks  be 
allowed  to  be  a  part  of  the  record  ? 

The  Chairman.  The  remarks  he  has  just  concluded  ? 

Mr.  Neville.  Yes,  sir. 

The  Chairman.  Certainly;  they  are  to  be  a  part  of  the  record  of  the 
hearing. 

It  is  perhaps  only  fair  for  me  to  state  that  Mr.  Violett,  who  was 
before  tne  committee  yesterday,  asked  me  privately  if  he  might  file 
some  two  or  three  letters  that  he  had  from  other  members  of  the 
exchangre,  signifying  a  concurrence  with  the  views  he  expressed.  (See 
Appendix,  page  691.) 

Mr.  Neville.  They  will  be  embodied  in  the  report.  W^  have  no 
objection  at  all,  Mr.  Chairman. 

The  Chairman.  If  there  is  nothing  further,  the  committee  will 
adjourn. 

(The  subcommittee  thereupon  adjourned.) 
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APPENDIX. 


BBIEF  SUBMITTED  BT  THE  IfEW  TOBK  COTTON  EXCHAlTaE  IK 
OPPOSITION  TO  H.  B.  7521  <SCOTT  BUI),  H.  B.  3041  (BUBIESON 
BUI),  AND  SIMILAB  PBOPOSED  LEGISLATION  NOW  inTDEB 
CONSIDEBATION  BT  THE  COMMITTEE  ON  AGBICULTUBE  OF 
THE  HOUSE  OF  BEPBESENTATIVES. 

Point  I. 

The  economic  conditions  as  related  to  the  New  York  Cotton 
Exchange  have  been  fully  set  forth  in  the  argument  made  by  Mr. 
Arthur  K.  Marsh  before  your  committee,  but  may  be  summarized 
briefly  as  follows : 

(a)  The  New  York  Cotton  Exchange  is  an  association  of  cotton 
merchants  who  have  agreed  among  themselves  upon  certain  by-laws 
and  rules  which  shall  govern  contracts  which  they  make,  one  with 
another,  relating  to  the  purchase  and  sale  of  cotton  on  the  spot  in 
New  York,  of  cotton  to  arrive  in  the  port  of  New  York,  and  of  cotton 
for  futiu^e  delivery  in  the  port  of  New  York. 

(6)  The  contracts  whicn  these  merchants  make  with  each  other 
(or  for  the  account  of  persons  who  are  not  members  of  the  New  York 
Cotton  Exchange),  sutject  to  the  by-laws  and  rules  which  they  have 
adopted,  are  contracts  wholly  confined  to  the  State  of  New  York, 
and  are  in  no  sense  of  the  word  of  the  character  of  interstate  commerce. 

(c)  The  membership  of  the  New  York  Cotton  Exchange  embraces 
cotton  merchants,  not  only  in  the  city  of  New  York,  but  also  in  large 
nimibers  established  throughout  the  cotton-producing  States  and  m 
the  cotton-consmning  countries  all  over  the  world. 

(d)  These  merchants  in  the  pursuit  of  their  business,  and  to  a  large 
extent  relying  upon  the  facilities  afforded  them  by  their  membership 
in  the  New  i  ork  Cotton  Exchange,  handle  every  year  in  excess  of 
80  per  cent  of  the  entire  cotton  crop  of  the  United  States. 

Point  II. 

Contracts  for  the  future  delivery  of  cotton,  constituting  the  larger 

Sart  of  the  business  done  by  members  of  the  New  York  Cotton 
Ixchange  in  New  York,  are  the  outcome  of  a  long  historical  devel- 
opment of  the  cotton  trade  in  all  parts  of  the  world,  and  represent 
the  best  judgment  and  experience  of  cotton  merchants,  as  to  the 
necessary  means  for  handling  the  heavy  burden  which  is  placed  upon 
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them  in  the  annual  distribution  of  the  cotton  crop.  These  contracts, 
which  are  used  by  merchants  for  what  is  called  hedging"  purposes, 
afford  not  only  these  merchants  theuLselves,  but  through  them,  all 
producers  and  consumers  of  cotton,  and  all  distributors  of  cotton 
goods,  the  only  available  means  for  distributing  throughout  the 
world  the  great  risks  involved  in  handling  a  conmiodity  whose  annual 
production  is  of  so  uncertain  a  character  that  ^reat  fluctuations  in 
price  are  inevitable.  Through  the  facilities  afforded  bv  the  Exchange, 
and  through  the  use  of  these  contracts,  there  has  become  possible 
an  ever  ready  market  both  for  the  sale  and  for  the  purchase  of  cotton, 
and  the  producer  of  cotton  is  thus  enabled  at  anv  time  in  the  year 
when  the  price  suits  him  to  sell  his  entire  crop,  anci  the  manufacturer 
of  cotton  goods  is  enabled  to  enter  upon  contracts  for  the  production 
of  any  kind  of  goods  for  deUvery  in  the  distant  future.  For  more 
detailed  statements  upon  these  points,  we  refer  to  the  ai^uments 
made  by  Messrs.  Marsh.  Neville,  and  Hubbard. 

We  desire  particularly  to  call  attention  to  the  disastrous  effects 
upon  the  manufacturers  of  cotton  in  the  United  States  if  these 
facilities,  which  are  now  available  to  American  spinners  either 
directly  or  through  cotton  merchants,  are  done  away  with,  thus 
throwing  the  business  of  contracting  in  advance  for  goods  into  the 
hands  of  foreign  spinners  who  will  be  able  to  avail  themselves  of  the 
opportunity  to  hedge  either  in  Liverpool  or  in  Havre.  It  goes  with- 
out saying  that  the  greatest  of  all  sufferers  under  these  conditions 
will  be  the  American  labor  now  employed  in  the  cotton  manufacturing 
industry.     (See  the  closing  argument  of  Mr.  Mandelbaum.) 

Point  III. 

A  further  consideration  which  should  have  great  weight  in  the 
minds  of  all  legislators  who  have  at  heart  not  omy  the  best  interests 
of  the  cotton  producers  of  the  United  States,  but  also  the  economic 
welfare  of  the  country  as  a  whole,  is,  that  it  is  only  through  Exchanges 
located  in  the  United  States,  and  consisting  primarily  of  American 
cotton  merchants,  that  the  interests  of  this  countrv  as  a  producer, 
seller,  and  exporter  of  cotton  can  be  thoroughly  safeguarded.  For- 
eign Exchanges  are  in  the  nature  of  the  case  dominated  by  the  interest 
of  buyers  and  consumers  of  cotton,  and  their  rules  and  regulations 
inevitably  reflect  that  interest. 

The  New  York  Cotton  Exchange  has  an  economic  interest  both  in 
the  prosperity  of  the  cotton  producing  section  of  the  United  States 
and  also  m  the  prosperity  of  the  country  as  a  whole.  As  the  members 
of  the  Exchange  realize  that  their  own  business  success  is  bound  up 
with  the  economic  success  of  the  whole  country,  they  are  in  a  position 
and  have  a  motive  for  protecting  the  just  rights  of  the  American 
cotton  producer  which  can  not  be  true  of  the  members  of  foreign 
exchanges  nor  of  the  interests  which  they  represent. 

Point  IV. 

The  destruction  of  the  business  of  the  American  cotton  exchan^ 
would  certainly  have  a  most  serious  effect  upon  the  financial  pK>sition 
of  the  United  States  in  international  trade.     Not  only  would  the 


Digitized  by  VjOOQ IC 


PREVENTION  OP  DEAUNG  IN  PTTTXJBBS.  681 

steady  marketing  of  the  cotton  crop,  which  depends  upon  a  ready 
market  for  bills  of  exchange  drawn  against  cotton,  be  greatly  disturbed 
and  at  times  rendered  practically  impossible  by  the  withdrawal  of 
opportunities  for  hedging,  but  in  a  larger  sense  the  entire  balance  of 
trade"  of  the  United  States  would  almost  certainly  be  profoundly 
affected.  It  is  a  fact  beyond  dispute  that  dming  the  past  year  the 
existence  of  cotton  exchanges  in  the  United  States  in  which  were 
carried  hedges,  not  only  agamst  cotton  in  the  United  States  but  also 
against  the  imdistributed  cotton  of  the  entire  world,  has  led  to  remit- 
tances from  foreign  countries  to  protect  these  hedges  of  not  less  than 
$150,000,000. 

Point  V. 

Although  the  criticisms  of  the  New  York  Cotton  Exchange  em- 
bodied in  the  report  on  Cotton  Exchanges  by  the  Commissioner  of 
Corporations,  Mr.  Herbert  Knox  Smith,  deal  almost  exclusively  with 
the  maimer  in  which  the  members  of  the  New  York  Cotton  Exchange 
have  exercised  their  judgment  with  regard  to  the  internal  economy 
of  the  Exchange,  and  although  we  not  only  strongly  dissent  from  the 
justice  of  these  criticisms,  but  also  imderstand  that  your  committee 
r^ards  these  matters  as  not  properly  pertinent  to  the  subject  of  the 
bifls  now  under  consideration,  we  must  point  out  here  that  the  Ex- 
change from  its  inception  has  never  failed  to  work  for  the  improve- 
ment of  the  economic  conditions  imder  which  the  cotton  crop  of  the 
United  States  is  marketed;  always  giving  due  consideration  to  the 
producer  of  the  crop  and  affording  him  an  opportunitv  to  market 
the  qualities  of  the  crop  he  is  able  to  produce  at  just  values  for  those 
quahties,  the  production  of  which  he  can  in  no  maimer  control.  In 
order  to  arrive  at  a  scientifically  accurate  valuation  of  the  various 
quahties  above  and  below  middling,  this  Exchange  has  gone  to  a  large 
expense.  It  is  still  conducting  these  tests,  and  we  refer  to  the  pre- 
liminary results  demonstrated  by  Mr.  Neville  before  your  committee. 

Point  VI. 

The  question  of  the  legality  of  the  contract  traded  in  upon  the 
New  York  Cotton  Exchange  making  compulsory,  bv  by-laws  and  rules, 
the  delivery  of  cotton,  if  sold,  ana  the  receipt  of  cotton,  if  bought, 
can  not  be^  questioned.  It  has  stood  the  scrutiny  of  the  Supreme 
Court  of  the  United  States,  as  shown  in  the  decision  by  Justice  Holmes 
in  the  case  of  the  Chicago  Board  of  Trade  v,  Christie  "a  decision  which 
has  had  to  be  followed  in  all  the  federal  courts,  even  in  the  South, 
notwithstanding  their  state  laws  to  the  contrary.  It  has  recently 
been  reaflSrmed  by  the  appellate  division  of  the  supreme  court  of  the 
State  of  New  York,  which  by  a  unanimous  court  upheld  the  referee  in 
the  case  of  Springs  &  Co.,  respondent,  v.  D.  W.  James,  appellant,  a 
copy  of  which  is  herewith  annexed  and  marked  '*  Exhibit  A.'^ 

As  the  contracts  made  upon  the  New  York  Cotton  Exchange  are 
made  entirely  within  the  State  of  New  York,  Congress  can  neither 
claim  nor  has  the  right  of  direct  interference  or  prohibition.     The 

f)roponents  of  the  bilb  under  consideration  by  your  committee  there- 
ore  endeavor  to  set  forth  a  moral  issue  and,  imder  the  cloak  of  this. 
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arbitrarily  to  exercise  the  power  of  Congress  over  mail  and  tele 
to  interfere  with  the  business  carried  on  under  jurisdiction  of  a  State. 
Congress,  in  our  opinion,  has  not  the  right  to  prohibit  the  use  of  the 
mail  or  telegraph  unless  it  is  clearly  shown  that  the  business  con- 
ducted by  their  aid  is  of  an  absolutely  and  grossly  immoral  character. 
The  fact  that  the  instrumentaUties  of  this  business  might  be  employed 
occasionally  by  some  unscrupulous  person  for  illegitimate  purposes 
does  not  detract  from  the  legaUty  of  the  business  itself,  and  unless  it 
can  be  shown  that  the  business  is  of  an  inherently  immoral  character 
it  would  be,  in  our  opinion,  not  within  the  power  of  Congress  to  lay 
upon  it  such  prohibitions.  The  case  of  Champion  v,  Ames  (188  U.  S.) 
has  been  cited  by  one  of  the  supporters  of  tne  proposed  legislation, 
who  endeavored  to  point  out  the  right  of  Congress  m  this  matter  to 
be  parallel  to  the  case  above  cited.  In  this  case,  in  order  to  get  juris- 
diction, the  Supreme  Court  of  the  United  States  declared  that  lottery 
tickets  are  an  article  of  commerce  and  that  the  sending  of  them  from 
one  State  to  another  constitutes  interstate  commerce.  To  make  that 
case  parallel  to  the  one  at  issue  Congress  would  have  first  to  prohibit 
the  sending  of  cotton  from  one  State  to  another.  We  do  not  think 
that  anything  Uke  this  is  contemplated  by  the  proponents  of  the 
different  bills. 

Point  VIII. 

Apart  from  the  question  of  the  possible  constitutionaUty  of  the 
proposed  legislation,  we  desire  to  draw  attention  to  the  dangers 
attending  any  attempt  to  restrict  or  prohibit  that  which  people 
engaged  in  a  given  business  regard  as  an  inherent  necessity  of  that 
business.  To  strive  to  force  men  to  give  over  that  which  has  become 
to  their  minds  absolutely  essential  in  the  conduct  of  their  affairs  is 
simply  to  encourage  them  to  seek  for  methods  of  doing  that  which 
they  reel  they  must  do,  even  though  those  methods  come  f)erilously 
close  to  evasion  of  the  law.  It  must  be  a  serious  question  in  the  mind 
of  every  citizen  famiUar  with  the  existing  business  of  distributing 
the  cotton  crop  whether  the  proposed  bills,  if  enacted  into  law,  would 
not  inevitably  give  rise  to  the  commission  of  perjury,  evasion,  and  cir- 
cumvention of  the  law.  And  even  more  must  this  be  the  case  when 
these  citizens  beUeve  that  Congress  has  itself,  by  roundabout  and 
unwarranted  means,  strained  its  legislative  powers  to  obtain  juris- 
diction in  matters  over  which,  as  shown  by  the  tenor  of  the  different 
bills  under  consideration,  it  has  no  direct  concern  and  over  which  it 
has  no  proper  jurisdiction. 

All  or  wnich  is  respectfully  submitted. 

Geo.  W.  Neville. 

S.  T.  Hubbard. 

L.  Mandblbaum. 

Arthur  R.  Marsh. 

Eli  B.  Springs. 
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Exhibit  A. 

[On  title  page:  New  York  Supreme  Court^  Appellate  Division — 
First  Department.  Richard  A,  Springe,  William  D.  Martin,  and  Eli 
B.  Springs,  plaintifTs-respondents,  v,  David  W.  James,  defendant- 
appellant.  Opinion.  Edward  D.  Brown,  attorney;  Jolm  R.  Abney, 
counsel  for  plaintiffs-respondents.  Ivins,  Mason,  Wolff  &  Hoguet; 
Smith,  Hammond  &  Smith,  Atlanta,  Ga.,  attorneys  foT  defendant- 
appellant.  Herbert  D.  Mason,  Victor  Lamar  Smith,  Robert  L. 
Hoguet,  and  William  L.  Ransom,  coimsel.] 

Supreme  Coubt — ^Apfbllate  Division.    First  Department,  Feb- 
ruary, 1910. 

George  L.  Ingraham,  P.  J.,  Frank  C.  Lau^lin,  John  Proctor  Clarke, 
Francis  M.  Scott,  Nathan  L.  Miller,  JJ. 

Richard  A.  Springs,  William  D.  Martin,  and  Eli  B.  Springs,  respond- 
ents, against  David  W.  James,  appellant,     rJo.  4421. 

Appeal  from  a  judgment  entered  upon  the  report  of  a  referee  to 
hear  and  determine. 

Herbert  D.  Mason,  of  counsel,  Robert  Louis  Hoguet,  Victor  Lamar 
Smith,  William  L.  Ransom,  with  him  on  the  brief  (Ivans,  Mason, 
Wolff  &  Hoguet,  attorneys),  for  appellant.' 

John  R.  Abney  (Edward  D.  Brown  with  him  on  the  brief)  for  re- 
spondents. 

Clarke,  J. : 

The  plaintiffs  are  members  of  the  New  York  Cotton  Exchange. 
The  defendant  resides  in  Blakely,  Ga.,  and  owns  9,000  acres  of  land 
in  Georgia  and  240  in  Alabama,  upon  which  he  raises  cotton.  1 ,000  to 
1,500  bales  a  vear;  owns  a  cotton  warehouse  which  handles  from 
6,000  to  8,000  bales  a  year;  is  engaged  in  the  mercantile  business;  in 
the  oil  fertilizing  business;  is  the  president  of  three  banks  and  a 
director  of  two  others. 

He  has  been  engaged  for  twentv  to  twenty-five  vears  in  the  cotton 
business  and,  upon  nis  own  testunony,  has  bought  and  sold  cotton 
upon  the  New  York  Cotton  Exchange  through  members  thereof  for 
firteen  or  twenty  years;  and  for  some  two  years  prior  to  the  beginning 
of  this  suit  had  transacted  such  business  througn  and  with  the  plain- 
tiffs and  their  immediate  predecessors  in  business. 

The  complaint  sets  up  nve  caiises  of  action:  Three  for  money  laid 
out  and  expended  for  defendant's  use  and  at  his  request  in  purchases 
and  sales  of  cotton  for  future  delivery,  upon  the  New  York  Cotton 
Exchange  and  subject  to  its  rules  ana  regulations,  made  upon  the 
orders  of  the  defendant,  statements  having  been  rendered  of  such 
transactions,  partial  payments  made  by  defendant  and  promises  to 
pay  the  balance ;  the  fourth  for  interest  paid  on  various  simis  used  in 
said  trades;  and  the  fifth  upon  an  account  stated  for  the  balance 
shown  upon  the  final  statement  rendered  of  $48,672.13,  and  a  promise 
to  pay. 

Summarily  stated,  the  defense  is  that  the  New  York  Cotton 
Exchange  is  a  bucket  shop  and  that  the  matters  set  forth  were  gam- 
bling transactions  upon  which  there  can  be  no  recovery.     Subsiaiary 
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thereto  defendant  claims  that  the  plaintiffs  in  their  dealings  with  the 
cotton  bought  and  sold  for  his  account,  so  conducted  themselves  as 
to  violate  the  law  of  agency,  and  thereby  to  relieve  him  of  all  respon- 
sibiUty  for  their  acts  and  of  liability  to  them. 

An  enormous  record  has  been  presented  to  this  court,  setting  forth 
in  minute  detail,  with  himdreds  of  exhibits,  the  various  and  intricate 
steps  in  a  large  number  of  transactions.  The  whole  record  has  been 
carefully  examined,  but  no  attempt  will  be  made  to  state  more  than 
the  ultimate  facts. 

The  New  York  Cotton  Exchange  was  incorporated  by  a  special  act 
of  the  New  York  Legislature,  chapter  365  of  the  Laws  of  1871,  amended 
by  statutes  passed  m  the  years  1880,  1881,  and  1883.  The  purposes 
oi  the  corporation,  declared  in  the  act,  were: 

To  provide,  regulate,  and  maintain  a  suitable  building,  room  or  rooms,  for  a  cotton 
exchange,  in  the  City  of  New  York,  to  adjust  controversies  between  its  members,  to 
establish  just  and  eauitable  principles  in  the  trade,  to  maintain  uniformity  in  its 
rules,  regulations,  ana  usages,  to  adopt  standards  of  classification,  to  acquire,  preserve, 
and  disseminate  useful  information  connected  with  the  cotton  interest  throughout  aU 
markets,  to  decrease  th^  local  risks  attendant  upon  the  business,  and  generally  to 
promote  the  cotton  trade  in  the  City  of  New  York,  increase  its  amount,  and  augment 
the  facility  with  which  it  may  be  conducted. 

The  corporation  was  given  power  to  make  all  proper  and  useful 
by-laws  not  contrary  to  the  constitution  and  laws  of  the  State  of 
New  York  or  of  the  United  States.  There  are  many  by-laws  and 
rules  providing  for  the  inspection,  classification,  storage,  sampling, 
and  dehvering  of  cotton  and  generally  regulating  the  conduct  of  the 
members  of  the  exchange  and  protecting  their  customers. 

Section -34  of  the  by-laws  provides  as  follows: 

Any  member  of  the  exchange  who  shall  be  interested  in  or  associated  in  btisineas 
with,  or  who  shall  act  as  the  representative  of,  or  who  shall  knowingly  execute  any 
order  or  orders  for  the  account  of  any  organization,  firm,  corporation,  or  individusd 
engaged  in  the  business  of  dealing  in  differences  on  the  fluctuations  in  the  market 

Srice  of  cotton  without  a  bona  fide  purchase  and  sale  of  the  property  for  an  actual 
elivery  (commonly  known  as  a  bucket  shop),  or  for  anyone  acting  as  agent  for  such 
organization,  firm,  corporation,  or  individual,  shall  be  deemed  guilty  of  unmercantile 
conduct,  which  renders  him  unworthy  to  be  a  member  of  the  exchange;  and  upon  con- 
viction thereof  he  shall  be  expelled  from  membership  in  the  exchange  by  the  board 
of  managers. 

The  method  of  conducting  purchases  and  sales  upon  the  exchange 
is  by  public  outcry  across  and  round  the  "ring."  The  ring  is  a  space 
on  the  floor  of  the  exchange  inclosed  within  a  railing,  and  encircled 
by  an  elevated  platform  2  or  3  feet  wide,  led  up  to  by  a  step  or  two. 
lue  amount  and  price  are  recorded  by  the  exchange  reporter. 

Section  93  of  the  by-laws  provides  as  follows: 

No  contract  for  the  future  delivery  of  cotton  shall  be  recognized,  acknowledged,  or 
enforced  by  the  exchange  or  any  conmiittee  or  oflicer  thereof  unless  both  parties 
thereto  shall  be  members  of  the  New  York  Cotton  Exchange,  and  the  contract  snaU  be 
in  the  following  form,  viz: 

New  York  Cotton  Exchange.    Contract.     New  York .     In  consideration  of 

$1  in  hand  paid,  receipt  of  which  is  hereby  acknowledged, have  this 

day  sold  to  (or  bought  from) 50,000  pounds  in  about  100  square  bales  of 

cotton,  growth  of  the  United  States,  deliverable  from  licensed  warehouse  in  the  port 

of  New  York  between  the  first  and  last  days  of next,  inclusive.    The  delivery 

within  such  time  to  be  at  seller's  option  in  one  warehouse,  upon  notice  to  buyer,  as 

Erovided  by  the  by-laws  and  rules  of  the  New  York  Cotton  Exchange.  The  cotton  to 
e  of  any  grade  from  good  ordinary  to  fair,  inclusive,  and  if  tinned  or  stained,  not  below 
low  middling  stained  (New  York  Cotton  Exchange  inspection  and  classification)  at 
the  price  of cents  per  pound  for  middling,  with  additions  or  deductions  for 
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other  grades,  according  to  the  rates  of  the  New  York  Cotton  Exchange  existing  on  the 
day  previous  to  the  date  of  the  transferable  notice  of  delivery.  Either  party  to  have 
the  right  to  call  for  a  mai^^,  as  the  variations  of  the  market  for  like  deliveries  may 
warrant,  and  which  margin  shall  be  kept  good.  This  contract  is  made  in  view  of  and 
in  all  respects  subject  to  the  rules  and  conditions  established  by  the  New  York  Cotton 
Exchange,  and  in  full  accordance  with  section  92  of  the  by-laws. 

#  • 

Verbal  contracts  (which  shall  always  be  presumed  to  have  been  made  in  the  fore- 
going form)  shall  have  the  same  standing,  force,  and  effect  as  written  ones,  if  notice  in 
writmg  of  such  contracts  shall  have  been  given  by  one  of  the  parties  thereto  to  the 
other  party  during  the  day  on  which  such  contract  was  made,  or  on  the  next  business 
day  thereafter. 

Section  118  of  the  by-laws  provides  that — 

It  shall  be  the  duty  of  the  seller,  on  the  day  on  which  transactions  in  contracts  take 
place,  to  furnish  a  contract  or  slip  and  deliver  his  own,  already  signed,  the  opposite 
one  in  blank,  to  the  buyer;  the  latter  shall  then  sign  his  contract,  or  slip,  and  return 
it  to  the  seller    *    *    «; 

and  the  form  of  the  slips  is  prescribed.  A  sample  of  such  **slip"  in 
evidence  reads  as  follows: 

New  York,  August  31,  1906.  Bought  of  Springs  A  Co.,  successor  to  J.  H.  Parker  <fe 
Co.,  and  agree  to  receive  from  them,  subject  to  the  by-laws  and  rules  of  the  New  York 
Cotton  Exchange  2,500  B.  cotton  Dec.  delivery  at  9.08  R.  H.  R.  A  Co. 

which  interpreted  means  2,500  bales  of  cotton  for  December  delivery 
at  9.08  cents  per  pound,  and  signed  by  the  member  of  the  exchange 
buying,  and  the  corresponding  sold  note  or  slip  specified  that  the 
signer  agrees  to  deliver.  This  short  form  or  slip  imder  the  by-laws 
is  the  equivalent  of  the  long  form  of  contract  provided  for,  with  all 
its  terms  and  conditions. 

Immediately  upon  executing  an  order,  the  member  of  the  exchange 
notifies  his  customer  by  wire  or  by  mail.  A  sample  of  the  written 
notice  is  as  follows: 

Nbw  York,  Augtut  31,  1906. 
Mr.  D.  W.  James. 

Dear  Sir:  In  accordance  with  your  instructions,  we  have  this  day  made  the  fol- 
lowing transactions  for  your  account,  subject  to  the  rules  and  regulations  of  the  New 
York  Cotton  Exchange: 

Sold.  2500  Dec.  9.08 
2500    "     9.09 

Please  take  notice  that  all  orders  for  the  purchase  or  sale  of  cotton,  coffee,  grain,  and 
provisions  for  future  delivery  are  received  and  executed  with  the  distinct  understand- 
ing that  actual  delivery  is  contemplated  and  the  party  giving  the  order  so  imderstands 
and  agrees.  It  is  further  understood  that  on  all  mar]^inal  business  the  right  is  reserved 
to  close  transactions  when  margins  are  near  exhaustion  without  notice. 

Springs  &  Co., 
(Successors  to  J.  H.  Parker  <fc  Co.) 

All  of  said  notice  is  in  print  with  the  exception  of  the  address,  the 
statement  of  the  amoimt  of  cotton  sold,  and  the  price. 

The  order  for  these  transactions  was  transmitted  by  telegraph  in 
cipher,  and  the  notification  of  execution  was  also  transmitted  by 
telegraph  in  cipher.  The  cipher  was  from  Shepperson's  Code  of  1881, 
which  nas  been  in  common  use  by  dealers  in  cotton  for  many  years, 
and  was  used  by  the  plaintiffs  and  defendant  through  the  years  or 
their  mutual  relations.     This  code  contains  the  following: 

It  is  distinctly  understood  that  all  orders  sent  bv  this  table  are  to  be  subject  in  all 
respects  to  the  rules  of  the  cotton  exchange  of  the  market  where  executed.  With 
every  telegram  sent  by  this  table,  the  following  sentence  will  be  read  as  part  of  the 
message,  namely,  this  purchase  has  been  made  subject  to  all  the  by-laws  and  rules  of 
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our  cotton  exchange  in  reference  to  contracts  for  the  future  delivery  of  cotton.  All 
orders  sent  by  this  code  to  buy  or  sell  for  future  delivery  will  be  with  the  distinct 
understanding  that  the  purchases  or  sales  so  ordered  are  to  be  in  every  respect  subject 
to  the  bv-laws  and  rules  of  the  cotton  exchange  of  the  market  in  which  they  are 
executea. 

The  learped  referee  has  found  as  matters  of  fact  that  in  all  the 
dealings  between  the  plaintiflFs  and  the  defendant,  the  plaintiffs  had 
contemplated  actual  delivery  of  the  cotton  boudit  and  sold  for  the 
defendant;  in  some  of  the  transactions  plaintins  actually  received 
and  delivered  transferable  notices  with  warehouse  receipts  for  the 
said  cotton;  that  the  plaintiffs  did  not  understand  or  know  that  the 
defendant  did  not  intend  to  deliver  or  accept  delivery  of  the  cotton 
sold  or  bou^t  by  the  plantiflfs  for  him,  if  such  were  his  intentions; 
that  the  plaintiffs  did  not  understand  or  intend  that  the  said  orders 
and  requests  were  orders  to  pav  money  according  to  differences  in 
the  cotton  market  at  the  time  of  the  purchase  and  at  the  time  of  the 
sale ;  that  all  receipts  and  deliveries  of  cotton  made-  by  the  plaintiffs 
for  the  defendant  on  his  contracts  were  genuine  bona  fide  aeliveries 
and  receipts  of  cotton,  and  were  not  understood  by  the  plaintiffs  to 
be  fictitious  or  formal  transactions;  that  the  cotton  represented  bv 
the  warehouse  receipts  received  by  and  deKvered  by  the  plaintiflTs 
on  the  defendant's  contracts  represented  actual  cotton  of  the  charac- 
ter and  quality  capable  of  being  used  by  actual  users  of  cotton; 
that  the  above  transactions  were  not  wagers  or  bets  made  to  depend 
upon  the  course  of  quotations  and  the  prices  of  cotton  on  the  ^ew 
York  Cotton  Exchange  and  were  not  intended  by  the  plaintiffs  or 
understood  by  the  plaintiffs  to  be  such  bets  or  wagers;  that  all  the 
orders  and  dealings  between  the  plaintiffs  and  the  defendant  were 
understood  by  both  parties  to  be  intended  to  be  made  upon  the 
New  York  Cotton  Exchange  and  in  accordance  with  its  rules,  regu- 
lations, and  customs;  that  the  New  York  Cotton  Exchange  was  a 
market  for  the  dealings  in  actual  cotton,  for  delivery  and  receipt  of 
actual  cotton,  and  was  not  an  association  or  agencjr  solely  for  the 
purpose  of  wagering  and  speculating  on  the  fluctuations  and  prices 
of  cotton. 

These  findings  of  fact  are  sustained  by  the  evidence.  That  both 
the  parties  contemplated  that  the  transactions  should  take  place 
upon  the  cotton  exchange  and  were  to  be  controlled  by  its  rules  and 
customs  is  not  susceptible  of  argument.  The  defendant,  who, 
upon  his  own  testimony,  has  been  engaged  in  doing  business  through 
members  of  the  cotton  exchange  upon  that  exchange  for  from  fifteen 
to  twenty  years^  and  who,  the  testimony  shows,  has  taken  his  profits 
from  time  to  time  without  objection,  for  the  purpose  of  avoiding 
this  liability  now  testifies  that  his  purpose  was  **to  play  the  market," 
and  that  he  did  not  intend  either  to  deliver  or  receive  a  pound  of 
the  cotton  which  he  ordered  the  plaintiffs  to  buy  and  sell  upon  the 
exchange  for  his  account. 

If  we  assume  that  such  testimony,  given  under  such  circumstances, 
is  credible,  that  would  not  be  ground  for  declaring  the  transactions 
illegal.  Bibb  v.  Allen  (149  U.  S.,  480)  was  an  action  for  commissions 
for  services  rendered  and  money  paid  and  advanced  by  plaintiffs  for 
and  at  the  request  of  the  defendants  in  selling  for  their  account  imd 
as  their  agents  cotton  for  future  delivery  according  to  the  rules  and 
regulations  of  the  New  York  Cotton  Exchange.     The  court  reasserted 
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the  proposition  that  it  is  well  settled  that  contracts  for  the  future 
delivery  of  merchandise  or  tangible  property  are  not  void,  whether 
such  property  is  in  existence  in  the  hands  of  the  seller  or  to  be  sub- 
sequently acquired,  and  that  the  burden  of  proof  is  upon  the  party 
who  seel£s  to  impeach  such  transactions  by  showing  a£Brmatively  their 
illegality-  that  a  transaction  which  on  its  face  is  legitimate  can  not  be 
held  voia  as  a  wagering  contract  by  showing  that  one  party  only  so 
understood  and  meant  it  to  be;  and  in  sustaming  a  judgment  for  the 
plaintiffs  alluded  to  the  fact  that  in  the  memorandum  or  slip  contracts 
the  sales  were  described  as  made  subject  to  the  rules  and  regulations 
of  the  New  York  Cotton  Exchange;  that  the  parties  made  use  in  their 
telegraphic  correspondence  of  Shepperson's  Code,  and  said: 

It  is  ehown  that  the  rules  and  regulations  of  the  New  York  Cotton  Exchange  rec- 
ognized no  contracts  except  for  the  sale  and  purchase  of  cotton  to  be  actually  deliv- 
ered. These  rules  and  regulations  impose  upon  the  seller  the  obligation  to  deliver 
the  cotton  sold,  and  upon  the  purchaser  the  obligation  to  receive  it.  *  *  *  These 
rules,  which  were  authorized  to  be  made  bv  the  statute  of  the  State  of  New  York, 
under  which  the  exchange  was  incorporated,  enter  into  and  form  a  part  of  the  con- 
tracts of  sale  in  this  case. 

Kingsbury  v.  Kirwan  (77  N.  Y.,  612)  was  an  action  brought  by  a 
cotton  broker  to  recover  on  short  sales  of  cotton  made  bv  them  on 
defendant's  orders.  The  principal  defense  was  that  the  alleged  con- 
tracts of  sale  were  mere  wagers  on  the  future  market  price,  and  so  void 
under  the  statute.     The  court  stated  the  rule: 

To  render  a  contract  for  the  purchase  and  sale  of  property  void  as  a  wagering  con- 
tract, it  must  appear  to  have  been  the  understanding  when  the  contract  was  made 
that  the  property  should  not  be  delivered,  and  that  only  the  difference  in  the  market 
price  should  be  paid  or  received. 

Held,  that  the  dealings  of  the  parties  were  not  shown  to  have  been 
watering  transactions  so  clearly  as  to  justify  the  court  in  nonsuiting 
plam  tiffs. 

In  Story  v,  Solomon  (71  N.  Y.,  420)  the  court  said: 

If  it  had  been  shown  that  neither  party  intended  to  deliver  or  accept  the  shares, 
but  merely  to  pay  differences  according  to  the  rise  or  fall  of  the  market,  the  contract 
would  have  been  ille^l.  We  may  guess  that  the  parties  were  speculating  upon  the 
fluctuations  in  the  price  of  the  stock,  and  that  the  defendant  was  not  to  be  required 
to  take  or  deliver  any  stock  in  any  case,  but  simply  to  pay  differences.  But  a  con- 
tract which  can  have  legal  interpretation  and  effect  shoula  not  be  condemned,  without 
any  proof,  in  that  way, 

citing  with  approval  Bigelow  v,  Benedict  (70  N.  Y.,  202). 

The  defendant  claiins  that  the  plaintiffs  have  not  shown  that  they 
have  expended  and  laid  out  for  his  benefit  the  amount  sued  for;  that 
they  did  not  keep  on  hand  the  specific  contracts  for  future  delivery 
made  by  them  under  his  direction  for  his  account  up  to  the  time  that 
he  directed  them  to  close  out  the  transaction  by  purchasing  or  selling, 
as  the  case  might  be,  and  that  in  their  dealings  with  such  contracts 
they  violated  their  duty  as  his  agents,  and  that  therefore  he  is  relieved 
from  liability. 

We  do  not  think  that  the  rules  governing  the  relations  of  principal 
and  agent  apply  in  their  entirety  to  the  relation  of  the  defendant  as 

Erincipal  and  the  plaintiffs  as  members  of  the  New  York  Cotton 
Ixchange.  They  were  not  employed  to  buy  a  specific  piece  of  prop- 
erty and  to  hold  it  for  his  account.  No  specific  cotton,  identiiiable 
by  marks  and  numbers,  was  ever  within  the  contemplation  of  either 
party  to  the  contract.     By  the  mle^  of  classification  of  the  cotton 
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exchange,  where  it  was  contemplated  that  the  transactions  should 
be  had,  good  delivery  could  be  made  of  any  cotton  certified  as  com- 
ing withm  the  classification  dealt  in  to  be  delivered  at  any  time 
within  the  month  of  delivery  specified.  Cotton  upon  the  exchan^ 
is  dealt  in  by  units  of  100  bales  of  500  poimds  each,  and  such  a  umt 
is  called  a  '* contract/'  Actual  delivery  is  made  upon  transferable 
notices  and  warehouse  receipt.  Such  warehouse  receipt  is  transfer- 
able from  hand  to  hand  and  constitutes  as  valid  a  delivery  as  the 
actual  carting  away  of  the  cotton  itself  from  the  warehouse.  The 
very  purpose  of  an  exchange  is  to  facilitate  business,  and  as  the 
growtn  of  commercial  and  banking  business  has  necessitated  the 
economy  of  the  banking  clearing  house,  so  the  stock  exchange  and 
the  cotton  exchange  have  adopted  clearing-house  facilities.  A  broker 
upon  the  exchange  may  represent  many  customers,  and  may  execute 
during  the  day  with  many  other  members  many  contracts,  both  of 
sale  and  purcnase.  It  would  be  as  idle  to  insist  upon  an  actual 
delivery  between  the  members  of  the  exchange  as  it  would  be  to  com- 
pel the  banks  to  cart  to  each  other's  banking  house  the  actual  money 
called  for  by  the  checks  severally  received  oy  each  upon  the  other. 
So  that  the  rules  of  the  exchange  provide  for  certam  methods  of 
clearing.  It  will  be  remembered  that  each  transaction  occurs  across 
the  ring  and  is  evidenced  by  a  so-called  slip,  which  is  in  eflPect  a 
bought  and  sold  note,  or,  in  the  vernacular  or  the  exchange,  "  a  con- 
tract,'' which  provides  for  actual  delivery.  The  first  method  of 
clearance  is  by  direct  settlement — that  is,  if  A  has  sold  to  B  and  B 
has  sold  to  A,  the  two  contracts  are  offset  one  against  the  other.  If 
there  is  a  difference  in  the  price,  that  difference  is  paid.  Second, 
the  ring  settlement,  which  consists  of  three  or  more  transactions 
which  may  be  offset,  and  by  payment  of  differences  lead  to  the  same 
result.  By  this  offset  there  is  a  substitution  through  the  chain  or 
ring  of  parties.  Another  method  is  called  the  ''street  let-out,"  which 
is  simply  another  method  of  arriving  at  a  novation  or  substitution. 
These  transactions  are  evidenced  by  the  clearing-house  sheets  and 
the  resulting  differences  are  settled  by  checks  drawn,  each  party 
being  required  to  deposit  up  to  $5  a  bale  as  a  margin  for  his  trans- 
action, from  which  the  payments  are  made.  This  settlement  of 
exchange  transactions  is  entirely  between  the  members  of  the 
exchange,  who  only  know  each  other  in  the  transaction,  and  in  no 
way  afl^cts  the  customer,  whose  name  in  such  transactions  is  never, 
as  it  is  called,  "given  up"  to  the  other  side.  A  deals  with  B,  as  a 
member  of  the  exchange,  upon  the  exchange  contracts,  A  not  know- 
ing whom  B  represents  and  B  not  knowing  whom  A  represents. 
These  settlements  are  not  only  permitted  by  the  rules  of  the  exchange, 
but  are  required.     Section  119  of  the  by-laws  provides  that — 

In  caee  any  member  shall  purchase  or  sell  by  order,  and  for  the  account  of  any  peiron, 
without  notice  being  given  or  required  of  the  name  of  the  party  from  whom  sudi 
purchase,  or  to  whom  such  sale  was  made,  and  it  shall  subsequently  appear  that  such 
purchase  or  sale  may  be  offset  and  settled  by  another  contract,  made  by  the  said 
member  for  account  of  himself  or  others,  he  may  make  such  offset  and  settlement  at 
any  time  before  the  maturity  of  the  original  contract,  and  thereupon  the  said  member, 
or  his  firm,  if  he  be  trading  in  the  name  of  a  firm  of  which  he  is  a  member,  shall  be 
substituted  in  the  place  of  the  said  party  from  whom  such  purchase,  or  to  whom  wich 
sale  was  originally  made,  and  shall  be  deemed  a  party  to  the  contract  for  all  purpoeee. 
Such  substitution  shall  not  deprive  the  said  member  of  his  right  to  any  sum  to  which 
he  would  be  entitled  as  commission  under  the  original  contract. 
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Rule  6: 

♦  ♦  ♦  Any  member  who  may  find  that  he  holds,  for  account  of  his  correspond- 
ents, contracts,  both  of  sale  and  purchase,  m  the  same  month  which  offset  each  other, 
shall  be  authorized  to  offset  and  settle  such  accounts  and  to  substitute  therefor  his 
own  name,  and  he  shall  be  responsible  to  his  principals  for  the  strict  fulfillment  of 
such  contracts,  and  shall  be  liable  to  them  for  all  damages  or  loss  they  may  sustain  by 
reason  of  such  substitution. 

Rule  7  provides — 

*  *  *  That  any  party  holding  a  contract  against  another,  corresponding  in 
all  respects  except  as  to  price,  with  one  held  by  tne  other  party  against  him,  may 
close  both  by  gi\ing  notice  in  writing  to  the  opposite  party,  at  any  time  before  notice 
of  delivery;  or  where  a  **ring"  may  be  formea,  all  parties  thereto  shall  be  compelled 
to  settle  upon  the  terips  hereinafter  prescribed.  *  *  *  It  shall  be  the  duty  of 
each  party  to  a  transferable  notice  or  to  direct  settlements  or  to  **  rings  *'  that  have  been 
accepted  and  upon  which  payments  are  due,  to  send  to  the  clearing  house  in  a  sealed 
envelope  addressed  to  the  party  from  whom  such  payments  are  due  *  *  *  a  com- 
parison slip  of  the  net  balances  due  on  such  settlements, 

with  further  provisions  providing  the  details  of  clearance  settlements. 
In  Chicago  Board  of  Trade  v.  Chrystie,  etc.  (198  U.  S.,  236),  the 
Supreme  Court  of  the  United  States  had  under  consideration  the 
question  of  the  legality  of  the  transactions  upon  the  board  of  trade 
and  the  specific  methods  herein  complained  of.  The  direct  question 
was  statea  by  the  court  as  follows: 

It  is  said  that  the  plaintiff  itself  keeps  the  greatest  of  bucket  shops,  in  the  sense  of 
an  Illinois  statute  of  June  6,  1887;  that  is,  places  wherein  is  permitted  the  pretended 
buying  and  selling  of  grain,  etc.,  without  any  intention  of  receiving  and  paying  for 
the  property  so  bought,  or  of  delivering  the  property  so  sold. 

Mr.  Justice  Holmes  said: 

It  appears  that  in  no  less  than  three-quarters  of  the  transactions  in  the  grain  pit 
there  is  no  physical  handing  over  of  any  grain,  but  that  there  is  a  settlement,  either 
by  the  direct  method,  so  ctuled,  or  by  what  is  known  as  ''ringing  up."  The  direct 
method  consists  simply  in  setting  off  contracts  to  buy  wheat  of  a  certain  amount  at 
a  certain  time  against  contracts  to  sell  a  like  amount  at  the  same  time,  and  paying 
the  difference  of  price  in  cash  at  the  end  of  the  business  day.  The  rin^  settlement 
is  reached  b}^  a  comparison  of  books  among  the  clerks  of  the  members  buymg  and  sell- 
ing in  die  pit,  and  picking  out  a  series  of  transactions  which  begins  and  ends  with 
dealings  which  can  be  set  against  each  other  by  eliminating  those  between,  as.  if  A 
has  sokl  to'B  5,000  bushels  of  May  wheat,  and  B  has  sold  the  same  amount  to  C,  and 
C  to  D,  and  D  to  A.  Substituting  D  for  B  by  novation,  A's  sale  can  be  set  against 
his  on  simply  paying  the  difference  in  price; 

and  the  legality  of  direct  settlements,  ring  settlements,  and  hedging 
was  asserted. 

The  sales  in  the  pits  are  not  pretended,  but,  as  we  have  said,  are  meant  and  sup- 
posed to  be  binding.  A  set-off  is  in  legal  effect  a  delivery.  We  speak  only  of  the 
contracts  made  in  the  pits,  because  in  them  the  members  are  principals.  *  *  * 
The  proportion  of  the  dealings  in  the  pit  which  are  settled  in  this  way  uuows  no  light 
on  the  question  of  the  proportion  of  serious  dealings  for  legitimate  business  purposes 
to  those  which  may  be  classed  as  wagers,  or  pretended  contracts.  No  more  does  the 
^t  that  the  contracts  thus  disposed  of  call  for  many  times  the  total  receipts  of  grain 
in  Chicago.  The  fact  that  they  can  be  and  are  set  off  sufficiently  explains  the  possi- 
bility, D^ich  is  no  more  wonderful  than  the  enormous  disproportion  between  the 
currency  of  the  country  and  contracts  for  the  payment  of  money,  many  of  which  in 
like  manner  are  set  on  in  clearing  houses  without  anyone  dreaming  that  they  are 
not  paid,  and  for  the  re^t  of  which  the  same  money  suffices  in  succession,  the  less 
being  needed  the  more  rapid  the  circulation. 

The  court  also  said : 

This  court  has  upheld  sales  of  stock  of  future  delivery  and  the  substitution  of  par- 
ties, provided  for  by  the  rules  of  the  Chicago  Stock  Exchange.  (Clewsv.  Jamieson, 
182  U.  S.,  461.) 
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Bearing  in  mind,  then,  that  the  dealings  between  the  plaintiffs  and 
the  defendant  had  reference  to  and  were  to  be  consummated  upon 
the  exchangee  with  reference  to  and  controlled  bv  the  by-laws,  nil^, 
and  regulations  thereof,  which  governed  the  plaintiffs  as  members 
thereof,   and  that  those  rules  and  regulations  contemplated  and 
required  actual  performance  of  the  contracts  for  future  delivery  and, 
as  oetween  members,  provided  for  clearances  by  prescribed  methods 
which  could  be  compelled  by  any  member,  and  that  these  methods 
have  been  approved  by  the  Supreme  Court  of  the  United  States  hold- 
ing that  a  settlement  by  way  of  set-off  is  equivalent  to  delivery  and 
that  the  defendant  does  not  complain  that  his  directions  were  not 
carried  out  and  that  he  did  not  receive  prompt  notice  of  the  sale  or 
purchase,  as  ordered  by  him,  at  the  prices  reported  at  the  time  made, 
and  that  he  made  no  question  of  the  accounts  received  until  this  suit 
was  brought,  what  is  it  that  he  complains  of?    That  because  the 
contracts  which  were  purchased  or  sold  for  his  account  were  settled 
by  way  of  substitution  and  set-off  between  the  plaintiffs  and  other 
members  of  the  exchange  before  the  time  when  he  gave  his  order  to 
close  the  transaction,  therefore  no  moneys  had  been  laid  out  or 
expended  for  his  benefit.     But  for  every  contract  that  was  set-off 
against  another  contract  there  was  a  payment  pro  tanto,  because 
set-off  is  payment,  and  where  the  prices  named  m  the  contract  dif- 
fered an  actual  pajrment  in  money  took  place.     So  that  the  effect, 
so  far  as  the  plaintiffs  were  concerned,  was  precisely  as  if  when  he 
did  order  the  transaction  closed  they  had  paid  out  the  actual  sum 
which  represented  the  difference  between  the  purchase  and  the  sell- 
ing price.     No  harm  came  to  him  by  reason  of  this  transaction.    The 
only  persons  that  he  ever  knew  were  the  plaintiffs;   it  was  upon 
their  faith  and  credit  that  he  rested  when  he  gave  his  orders.    Tney 
never  reported  to  him  the  names  of  the  persons  with  whom  they  had 
entered  into  the  contract  which  he  had  authorized  them  to  make, 
either  the  opposite  broker  or  the  principals  of  that  broker.     He  dealt 
with  the  plamtiffs,  and  the  rules  required  that  whenever  the  substi- 
tution and  set-off  occurred  they  should  be  responsible  for  the  strict 
fulfillment  of  the  contract  and  be  liable  to  the  defendant.    It  also 
appeared  that  at  all  the  times  the  plaintiffs,  when  said  offsetting 
and  settling  occurred,  had  on  their  books  and  in  their  possession  con- 
tracts sufficient  to  supply  the  defendant  and  all  other  customers  who 
had  open  contracts  upon  their  books. 

So  that,  it  seems  to  us,  he  not  having  sustained  the  burden  of 
showing  that  his  transactions  w  ith  the  plaintiffs  were  wagers,  and 
it  having  been  shown  that  they  promptly  executed  his  orders  as 
given,  and  that  his  transactions  eventuated  in  a  loss  which  was  paid 
by  them  in  the  manner  indicated,  that,  irrespective  of  the  question 
01  an  account  stated,  the  plaintiffs  sustained  their  several  causes  of 
action  and  were  entitled  to  the  judgment  rendered  in  their  favor. 

We  think  that  the  amount  of  the  judgment  should  be  reduced 
by  the  sum  of  $75.  On  November  8  the  jnaintiffs,  upon  the  defend- 
ant's direction,  undertook  to  close  out  his  December  contracts  by 
buying  5,000  bales.  They  bought  3,500  bales,  but  were  unable  to 
complete  without  bidding  the  price  up  on  the  customer. 

So,  in  order  to  save  his  money  and  for  his  benefit,  we  bought  January's  at  the  same 
time.  We  made  a  sale  and  a  purchase  of  1,500  December's  at  9.90,  which  filled  in  hw 
order  and  the  firm  was  then  long  of  the  January's  and  short  of  December's,  and  an  soon 
after  as  there  was  any  December's  offering  they  bought  in  the  December's  and  sold 
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out  their  January's.  That  would  be  a  hedpe  of  January's.  That  was  all  done  in 
one  day.  He  got  his  December's  at  9.90,  whereas,  if  we  had  bid  in  the  market  for 
them,  he  might  have  had  to  pay  as  high  as  9.95;  I  believe  there  was  a  profit  of 
about  $75. 

At  the  close  of  the  case  plaintiffs'  counsel  asked  the  referee  to 
allow  the  $75  to  the  defendant  in  the  case.  For  some  reason  this 
was  not  done.  We  think  that  should  have  been  allowed.  However 
good  the  intention  and  favorable  the  result  to  the  plaintiffs,  the  fact 
remains  that  the  defendant  is  entitled  to  the  credit,  and  the  amount 
of  the  judgment  should  be  accordingly  reduced. 

It  follows,  therefore,  that  the  judgment  should  be  modified  by 
reducing  the  amount  thereof  by  $75,  and  as  so  modified  affirmed,  with 
costs  to  the  respondents. 

All  concur. 


Three  letters  submitted  by  Mr.  Violett  and  referred  to  on  page  810: 

New  York,  July  H,  1907. 
Mr.  Atwood  Violett, 

New  York  City,  N.  Y. 
Dear  Sir:  Your  favor  23d  instant,  with  inclosuree,  has  reached  us.     We  return  you 
herewith  the  paper  si^ed. 

We  believe  that  which  you  are  striving  to  accomplish  a  most  laudable  undertaking, 
and  as  you  have  taken  more  interest  than  anyone  we  know  of  in  an  endeavor  to  put 
the  New  York  Cotton  Exchange  on  a  high  plane  as  regards  its  contracts  and  one  tnat 
will  ^ve  confidence  in  every  section  of  this  country  and  all  over  the  world,  you  are 
certainly  entitled  to  ereat  praise. 

We  never  could  understand  why  the  business  of  the  great  New  York  Cotton  Exchange 
^ould  be  kept  at  a  disadvantage  with  other  exchanges  because  of  inequalities  that 
might  be  speedily  remedied. 

We  are  in  favor  of  anything  that  is  fair,  and  trust  your  exertions  will  prove  successful 
and  benefits  will  be  derived  from  them  by  every  member  of  the  exchange. 
Yours,  very  truly, 

Latham,  Alexander  6l  Co. 


Leroy  Springs  <&  Co., 
Bankers  and  Cotton  Merchants, 

Lancaster,  S.  C,  February  12,  1907. 
Mr.  Atwood  Violett, 

Neu^  York  City. 
Dear  Sir:  I  am  in  receipt  of  youi  circular  letter  of  the  9th,  and  would  say  that  I 
thoroughly  approve  of  your  position,  and,  furthermore,  I  do  not  believe  we  have  any 
rij^t  to  receive  anv  cotton  below  tiie  grade  of  low  middling  white  and  above  the 
grade  of  strict  good  middling  white  on  contract.  This  will  cover,  almost  any  year, 
90  per  cent  of  the  cotton  produced,  and  it  looks  as  if  this  should  be  sufficient  to  make 
a  contract.  I  think  the  members  of  the  exchange  are  standing  in  their  own  light  and 
advertising  the  exchange  to  its  detriment  in  not  making  a  Intimate  contract,  such 
as  would  attract  legitimate  business  and  put  the  New  York  Exchange  quotations  on 
a  basis  of  spot  quotations  in  the  South.  It  is  a  mistaken  idea  that  it  would  not  facili- 
tate business.  1  do  not  believe  that  the  exchange  can  be  maintained  unless  it  has 
legitimate  business  to  govern  its  contracts. 

Yours,  very  truly,  Leroy  Springs. 


W.  W.  Gordon  &  Co., 
Cotton  Factors  and  Commission  Merchants, 

Savannah,  Oa.,  February  16,  1907. 
Mr.  Walter  C.  Hubbard, 

PreMent,  Cotton  Exchange,  New  York  City. 
Dear  Sir:  I  am  in  receipt  of  a  letter  from  you,  as  president,  to  the  members  of  the 
exchange,  reporting  conclusions  of  the  board  of  managers  concerning  certain  grades. 

In  mv  letter  to  you,  dated  January  18, 1  stated  my  opinion  of  an  amendment  which 
would  base  differences  in  value  of  grades  upon  recent  differences  in  prices  for  spots 
in  markets  in  the  cotton  States,  where  almost  the  entire  crop  is  originally  sold. 
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Previouflly,  in  convereatioii  with  membas  of  the  New  York  Cotton  Exchange,  I 
have  expressed  this  opinion  to  my  friends  and  the  reply  was,  ''You  don't  underhand 
the  situation.  New  York  would  not  get  cotton  unless  there  was  some  special  attnc- 
tion  to  bring  it.'* 

The  impression  in  the  South  is  that  for  a  number  of  years  the  attraction  has  con- 
sisted in  making  the  differences  in  value  of  grades  of  such  a  character  that  cotton  could 
be  delivered  on  contracts  at  figures  entirely  foreign  to  the  actual  value  of  said  cotton 
at  date  of  delivery,  thereby  deterring  the  spinner  or  exporter  or  dealer  from  ever 
accepting  delivery  on  a  contract  unless  for  the  pturpoee  of  himself  using  it  for  manipa- 
lating  succeeding  months. 

Hostile  legislation  in  the  Southern  States  has  been  partly  due  to  the  universal  beli^ 
that  the  methods  of  the  New  York  Cotton  Exchange  to  attract  cotton  were  deliberately 
and  intentionally  framed  to  benefit  members  of  the  exchange  at  the  expense  of  pro- 
ducers of  cotton,  and  that  the  result  of  such  methods  was,  in  the  majority  of  cases, 
prejudicial  to  the  maintenance  of  prices  based  upon  supply  and  demand. 

As  a  member  of  the  New  York  (x)tton  Exchange,  I  am  interested  in  the  value  of  iti 
shares  of  stock,  but  as  a  cotton  merchant  I  am  greatly  more  interested  in  having  the 
New  York  Exchange  so  conducted  as  to  enable  a  dealer  to  hedge  his  sales  to  spinneiB) 
and  spinners  hedge  their  sales  of  their  ^[oods.  I  venture  the  opinion  that  this  is  the 
proper  function  of  an  exchange,  and  if  it  avowedly  ceases  to  do  this  it  simply  becomes 
an  arena  for  speculation,  and,  as  such,  will  cease  to  be  of  importance  or  influence  in 
the  cotton  traae. 

I  write  you  my  views  frankly,  because  I  think  very  many  of  your  resident  memben 
do  not  realize  the  seriousness  of  the  situation. 

Yours,  truly,  Wm.  W.  Gobdok. 
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Feb.    9 — Morning. —Testimony  of  Mr.  Thomas  J.  Brooks,  of  Atwood,  Tenn.,  repre- 
sentative of  the  Farmers'  Educational  and  Cooperative 
Union  of  America,  p.  4,  et  &eq. 
Afternoon.— Testimony  of  Mr.  Lewis  W.   Parker,  of  Greenville,  8.  C, 
cotton  manufacturer,  p.  28,  et  seq. 
Testimony  of  Mr.   Charles  8.   Webb,  of  Greenville,  N.  C, 
cotton  broker,  p.  64,  et  seq. 
Feb.  10 — Morning. — Testimony  of  Mr.  Thomas  J.  Brooks,  of  Atwood,  Tenn.  (con- 
tinued), p.  72,  etseq. 
Testimony  of  Mr.  D.  J.  Neill,  of  Fort  Worth,  Tex.,  representing 
the  Farmers'  Union  of  Texas,  p.  82,  et  seq. 
Afternoon. — Testimony  of  Mr.  Solomon  N.  Cone,  of  Greensboro,  N.  C, 
cotton  dealer,  p.  89,  et  seq. 
Feb.  11 — Morning. — Testimony  of  Mr.  J.  E.  Latham,  of  Greensboro,  N.  C,  cotton 
merchant,  cotton  manufacturer,  and  cotton  farmer,  p.  123, 
etseq. 
Afternoon. — Testimonv  of  Mr,  Arthur  R.  Marsh,  vice-president  of  the  New 
York  Cotton  Exchange,  p.  156,  et  seq. 
Feb.  14 — ^Afternoon.— Testimony  of  Mr.  Arthur  R.  Marsh  (continued),  p.  190,  etseq. 
Feb.  15 — Morning. — Testimony  of  Mr.  Arthur  R.  Marsh  (continued),  p.  238,  etseq. 
Afternoon. — Testimony  of  Mr.  Arthur  R.  Marsh  (continued),  p.  253,  etseq. 
Feb.  16 — Morning.— Testimony  of  Mr.  George  W.  Neville,  of  New    York,  cotton 
broker  and  member  of  the  New  York  Cotton  Es^change, 
p.  281,  et  seq. 
Afternoon. — Testimony  of  Mr.  George  W.  Neville  (continued),  p.  310,  etseq. 
Testimony  of  Mr.  Wingate  P.  Barbot,  expert  cotton  classifier, 

p.  316. 
Testimony  of  Mr.  (ieorge  W.  Neville  (continued),  p316,  etseq. 
Feb.  17 — Morning.— Testimony  of  Mr.  Samuel  T.  Hubbard,  of  New  York,  cotton 
merchant  and  member  of  the  New  York  CJotton   Ex- 
change, p.  343,  etseo. 
Testimony  of  Mr.  Luitpold  Mandelbaum,  of  New  York,  member 
of  board  of  managers  of  New  York  Cotton  Exchange, 
p.  349,  et  seq. 
Afternoon.— Testimony  of  Hon.  A.  S.  Burleson,  a  Representative  from  the 
State  of  Texas,     p.  373,  et  seq. 
Feb.  18 — Morning. — Testimony  of  Hon.  A.  S.  Burlet^on  (continued),  p.  419,  et  seq. 
Testimony  of  Mr.  Walter  Fitch,  of  Chicago,  111.;  grain  mer- 
chant and  ex-president  of  the  Chicago  Board  of  Trade, 
p.  435,  et  seq. 
Afternoon. — Testimony  of  Mr.  Walter  Fitch  (continued),  p.  447,  et  seq. 

Testimony  of  J.  L.  Messmore,  of  the  St.  Louis  Grain  Exchange, 

p.  470,  et  seq. 

Feb.  19— Morning.— Testimony  of  Mr.  A.    E.  Revnolds,  of  Crawfordsville,  Ind., 

chairman  of   the  legislative    committee  of    the  Grain 

Dealers*  National  Association,  o.  479,  et  seq. 

Testimony  of  Mr.  H.  D.  Irwin,  of  Philadelphia,  grain  exporter, 

p.  484,  et  seq. 
Testimony  of  Mr.  Edward  P.  Peck,  of  Omaha,  Nebr.,  repre- 
senting the  Omaha  Grain  Exchange,  p.  489. 
Testimony  o?  Mr.  Edwanl  J.  Furlong,  of  Milwaukee,  first  vice- 
president  of  Milwaukee  Chamber  of  Commerce,  p.  490. 
Testimony  of  Mr.  F.  A.  Hallet,  of  Minneapolis,  Minn.,  director 

of  Minneapolis  Chamber  of  Commerce,  p.  491,  et  seq. 
Testimony  of  Mr.  George  H.  Davis,  of  Kansas  City,  Mo.,  vice- 
president  Kansas  City  (Mo.)  Board  of  Trade,  p.  498,  etseq. 
Testimony  of  Mr.  Ward  Ames,  sr.,  of  the  Duluth  (Minn.)  Bouxl 
of  Trade,  p.  613,  et  seq. 
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Feb.  22 — Morning.— Testimony  of  Mr.  John  W.  Snyder  of  Baltimore,  Md.,  of  the 
board  of  directors  of  the  Baltimore  Chamber  of  Com- 
merce, p.  514i  et  seq. 

Testimon}^  of  Mr.  Edward  H.  Culver,  of  Toledo.  Ohio, 
grain  inspector  and  president  of  the  Chief  Grai* 
spectors'  National  Association,  p.  536,  et  8e(^. 
Afternoon. — Testimony  of  Mr.  Edward  T.  Coshing,  representm^  the  New 
York  Proluce  Exchange,  p.  543,  et  seq. 

Testimony  of  Mr.  J.  Ralph  Pickell,  editor  of  the  National  Hay 
and  Grain  Keporter,  Chicago,  III.,  p.  55,  et  seq. 

Testimony  of  Mr.  John  C.  E.  Merril,  vice-president  of  Chicagro 
Board  of  Trade,  p.  655,  et  seq. 

Statement  of  Hon.  Asle  J.  Gronna,  a  Representative  from  North 
Dakota,  pp.  579. 
Mar.    3 — Morning. — Testimony  of  Mr.  At  wood  Violett,  member  of  New  York  and 
New  Orleans  cotton  exchanges,  p.  581,  et  seq. 
Afternoon.— Testimony  of  Mr.  W.  B.  Thompson,  president  of  the   New 
Orleans  Cotton  Exchange,  p.  594,  et  seq. 

Testimony  of  Mr.  Edward  Jl  Glenny,  vice-president  of  the 
New  Orleans  Cotton  Exchange,  p.  685,  et  seq. 

Testimony  of  Mr.  George  W.  Neville,  of  the  New  York  Cotton 
Exchange,  continued,  p.  638,  et  sea. 

Statement  (written)  submitted  by  Mr.  Herbert  Knox  Smith, 
Bureau  of  Corporations,  Department  of  Commerce  and 
Labor,  p.  641,  et  seq. 
Mar.    4— doming.  —Statement  of  Hon.  Thomas  W .  Hard  wick,  a  Representative  from 
Georgia,  p.  647,  et  seq. 

Testimony  of  Mr.  Hatton  W.  Samners,  of  Dallas,  Tex.;  repre- 
senting the  **  Farm  and  Ranch,''  of  Dallas,  Tex.,  p.  662. 
etseq. 

Testimony  of  Mr.  Arthur  R.  Marsh,  of  the  New  York  Cotton 
Exchange,  p.  673. 

Appendix,  p.  679.  • 
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